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EXCHANGE CONTROL IN
CENTRAL EUROPE



CuAPTER [
THE NATURE OF EXCHANGE CONTROL!

Main Trres oF ExcaanGE CONTROL

In a broad sense of the term, exchange control embraces
all measures directed toward stabilizing the market in foreign
exchange. These measures may be divided into five major types
and arranged in order of their severity, that is, according to their
departure from the character of a “liberal” international system
whereie payments are free. Of these five types, the first represents
authoritarian interference in so mild a form as scarcely to be
regarded as exchange control in its ordinary connetation. Directed
toward neither the prevention of genuinely ‘economic™ capital
movements nor the maintenance of exchange rates at other than
ultimate equilibrivm levels, this eontrol aims merely to eliminate
speculative activity and sharp variations in rates. Measures of
this sort may or may not involve monopolizing of devisen? trans-
actions with a state authority, and they may be transitory or
permanent. Both the pound and dollar devaluations in 1931 and
1933 were accompanied by temporary centralization of exchange
dealings in official hands, coupled with understandings between
the banks and the Treasuries that foreign bills for speculative
purposes would not. be forthcoming.? To protect monetary stand-
ards from sudden turns of either appreciation or depreciation,
national monetary authorities have also established more or less
permanent systems, ranging from the pre-war Devisenpolitik prac-
ticed by the imperial Austro-Hungarian and the Russian central
banks to the British, French, and American equalization aceounts.
With these systems of mere stabilization against short-run move-
ments we shall not be concerned.

1. Part of the material of Chapter I was utilized in an address on *The
Problems of Exehange Control,” delivered to the Economic Society of Warsaw
on May 20, 1935.

2. Used throughout instead of the longer English equivalent “foreign
bills of exchange.”

3. Bank for International Settlements, Monetary and Economie Section,
“Note on Certain Monetary Aspects of the Liquidity Crisis, 1931-32,"”
mimeographed (Basel, April, 1932), pp. 9-10.

1



2 EXCHANGE CONTROL IN CENTRAL EUROFPE

The carmark of exchange centrol in a sense appropriate to
Continental systems since the crisis of 1931 is not stabilization,
but protection agsinst loss of value in the monetary standard
through capital fiight. Commeon to all types of exchange control
in this narrower sense we find by consequence s more or less
categoric prohibition of all outward capital transfers except under
official auspices, and a moncpoly of devisen trade by the state to
implement, the prohibition. Even the mildest form of exchange
control of this genus, a type which involves neither enforced offi-
cial rate of exchange nor rationing of devisen, implies rather
far-reaching interference.

In order that private persons should not employ devisen to
send or bring capital abread, it is necessary for the state to com-
mandeer all domestic supplies of devisen or serutinize their utilizy-
tion in every instance. Not only existing stocks of devisen but also
devisen receipts from the export of visible or invisible items have
to be sold to the National Bank; they can be retained only for
approved uses. Ordinarily this necessitates official insight into
accounting records and bank accounts of individuals and firms.
Capital flight need not be restricted to devisen, however: precious
metals and currency may be sent out to establish accounts in
foreign banks, goods may be exported and the proceeds left abroad,
or the domestic bank account of a foreigner may be transferred
within the country to pay an obligation which would otherwise
have brought a devisen (short-term capital) transfer.? Accordingly,
all such practices must be narrowly regulated or prohibited.
Furthermore, since clearing and compensation sutomatically
eliminate the possibility of leaving export proceeds abroad without
being balanced by import, these deviees — frequently imposed
of necessity by the existence of exchange control abroad — may
actually be welcomed as additional bulwarks against the flight of
capital. All these mcasures are involved in the stoppage of capital
flight, whether the embargo is enforced merely upon the country’s
nationals or upon them and forcigners as well.

The former and milder alternative seems to be the system
which England has launched in the present war. ‘‘Sterling may
be a controlled market, but the phenomena of blocked sterling

1. On these various possibilities, cf. F. W. Paish,The Effects of Fereign
Exchange Centrol on British Trade, U. K. Memorandnm No. 2, International
{nstitute of Intellectual Cobperation (Paris, 1939}, pp. 2-8.



THE NATURE OF EXCHANGE CONTROL 3

balances and of transfer moratoria are not as synonymous with
exchange control as totalitarian experience weuld seem to sug-
gest”;' payments upon pre-war fereign obligations in gold or
devisen are fo be transferred as required.? Quite obviously this
milder form of our second type of exchange control is limited to a
country with adequate gold and devisen reserves.

Even the more severe form, enforcing a capital-export
embargo upon nationals and foreigners as well, still preserves
relative liberality, since we have not yet arrived at exchange con-
trol which attempts to enforce an official and usually artificial
parity rate of exchange. Nevertheless, the embargo on capital
withdrawals by foreigners will cause the control country’s securi-
ties and the various categories of blocked accounts to go to a
discount abroad. Thus it is seen that discounts on Sperr varieties
of a currency do not necessarily imply an overvaluation of the
ordinary money or devisen. Once securities and blocked aceounts
sell at a discount, however, there arises a further characteristic
feature of exchange control: the differential between the foreign
and the domestic quotation upon a security or frozen account
represents a windfall profit of exchange control inveluntarily
contributed by the creditor. The debtor, usually only by illegal
means, may exploit the margin himself and pay off obligations
at bargain rates; more frequently the state appropriates the gains
of security repatriations or blocked aceount liquidations as a
source of subsidy for exports, Exports financed in this way are
called “additional,”” though there are other sources of “‘additional
exporis” yet to be explained.

From the autumn of 1932 until May 3, 1935, when the
conversion of 11,000,000 Schillings of blocked accounts was
announced for the near future, Austria presented a fairly eclear
example of the second subdivision of the second main type of

I. Eeconomist (Louden), September 9, 1939, p. 493. Moratorium could
indeed be regarded as o part of exchange control; but since the latter usually
permits some repayments but, again unlike moratorium, allows ne eapital
flight by nationals, I have adhered to the popular nsage.

2. Explanatory Leaflet: Defence (Finance) Regulations (London, Sep-
tember, 1938). (This is presumably & government publication, but no source
appears.) Later dispatches, however, indicate departures from thia policy.
“The diffidence of the authorities in giving their permission to such conver-
sions . . . has already created the phenomenon of blocked sterling.” Econo-

mist, September 23, 1939, p. 568.
3. Panl Einzig, Exchange Control {London, 1934), p. 128,
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control. Clearings and the entire apparatus for preventing capital
export by citizens and foreigners persisted from a more rigorons
régime in 1931 and early 1932; but foreign exchange was dealt in
upon a substantially free market and practically no resort was had
to allocation of devisen. There was thus realized a system of
capital-flight prevention which dispensed with s¢ many of the
major interferences invelved in other systems that one may well
hesitate ta apply the term “‘exchange control” sans phrase!
Having in mind the further departures from a liberal international
system to which we now turn, I have not refused to consider the
Austrian case an example of “successful termination” of exchange
control in any rigorous sense.

A third degree of intensity in control is reached when,
beside probibiting cutward capital remittances and adopting the
neeessary complementary measures, a country sets official prices
upon the foreign exchanges and tolerates no other quotations.
The purpose of this measure is to reassure the popular mind,
which is prone to identify exchange depreciation (including deval-
uation) with outright inflation. Now it is of course only too prob-
able that any one of a number of circumstances may shortly cause
the ‘“real” rate of exchange for the controlling country to fall
below official parity. The difference between the present or third
type of exchange control and the fourth type lies in the divergent
character of the causes of such a possible disparity. From the side
of supply of and demand for bills of exchange withoui reference
to relative price-level developments at home and abroad, the real
equilibrium price may fall below official parity because (1) the
state itself transfers interest or amortization abroad more rapidly
than permitted by the current national demand for imports in
terms of exports which the economy offers in payment; or because
(2) evasion of the state prohibition of private transfers abroad
confronts the same inelasticity. From the side of supply and
demand for bills of exchange dircetly dependent upon relative
commodity prices, real equilibrium may fall below official parity
because (3) there has been monelary inflation or lagging deflation
relatively to foreign countries; or (1) a flight from the currency
into real value has produced price-level developments similar to
the preceding ones (under 3); or finally (5) because through cost

1. Karl Schlesiuger, “Kapitalfluchtbehindarung? Ja! Devisenhewirt-
schaftung? Nein!”, (sterreichischer Volkswirt, Vol, 24, pp. 290-294, 325-327.
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or demand changes the barter terms of trade have shifted adversely,
If the disparity of real and official rates mrises from the forces
described under {1) and (2), the exchange control belongs to the
third type; if the disparity arises from forees (3) (4) or (3) cither
alone or in conjunction with (1) and (2), the fourth type of
exchange control is present.

How can this distinction, apparently of a rather formal
character, possibly assume enough practical significance to eon-
stitute two separale categories of exchange control? The answer
rests simply upon the fact that the two situations require quite
different policies in several respects. For the former, the mechan-
ically appropriate action would be a stoppage of the excessive
outward capital movement; for the second, restriction of eredit,
reduction of costs, or an increase of proeduction. In the former
situation, the official rate represents no distortion from purchasing
power parity or some other (more reliable) index of equilibrium,
and conscquently exports and imports at the legal rate are not,
respectively, penalized and ertificially stimulated. Finally,
exchange control of the third type does not necessarily’ involve
authoritarian allocation of devisen for commercial purposes, since
demand and supply for trade purposes naturally tend to equilib-
rium; whereas a disparity in pricelevel developments in com-
parison with foreign countries, unaccompanied by a downward
adjustment of exchange rate, brings an excess in the demand for
devisen over supply and the necessity for rationing.

Prior to April 26, 1936, Poland pursued a policy of deflation
and free exchange on an open gold standard. The introduction of
exchange contrel and official rates on devisen apparently ushered
in a system of the third type: prices rose in Poland less rapidiy
than on world markets, the zloty showed no tendency to depre-
ciate, no protection was afforded domestic producers, and though
import devisen were allocated by a semi-official scheme, no com-
plaints were heard as to a shoriage of imported raw materials.?

In general all countries introducing exchange coutrol imme-
diately after the credit erisis of 1931 found themselves sooner or

1. Devigen rationing would become necessary, if the leakage of devisen
by eapital flight exceeded the amounts of devisen which the state can com-
mandeer from existing private hoards.

2. Jerzy Nowak, Le contrdle des changes en Pologne, Comité Central dea

Institutions Polonaises des Sciences Politiques (Warsaw, 1938), pp. 11-13, 17,
21, 22, 25.
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later in the fourth category, having not only official but, in the
light of international price comparisons, also arlificially high rates
of exchange. This feature extends also to the fifth type, character-
ized by its metamorphosis frem an instrument of monetary policy
to a permanent device of commercial and political policy. An
exchange control system belongs to the fourth type if the alloca-
tion of devisen proceeds upon some mechanical basis without
ulterior aims as to the composition or direction of trade. With
certain qualifications, the German exchange control system con-
formed to this description until the end of May, 1934. Devisen
were in general allotted to importers in all lines upon the basis of
a uniform percentage (which had successively to be reduced) of
the average monthly imports in each line during the period July 1,
1930, to June 30, 1931.

Viewed from the angle of freedom in internationat trade and
finance, exchange control reaches its nadir in being perverted to a
weapon of commercial policy, particularly of autarkic policies,
The first step usually comes in the innocuous form of favoring
necegsities against luxuries in rationing out devisen for imports.
From this departure from purely monetary operations, the way
leads by easy stages to discrimination against imports of finished
products, to favoring imports necded in Plenwirtschafl and rezrm-
ament programs, to shamcless partisanship regarding particular
vested interests at home, and finally, in conjunction with the
weapon of bilateral clearings, to arbitrary deflections of exports
and imports from cne country to another as a method of political
intimidation or bribery.! Exchange control lent itself readily to
the designs of commercial and political poliey when trade man-
euvering by ather means was precluded by existing trade agree-
ments.* A maze of intricacies, mingling monetary considerations,
producers’ selling motives, and political strategy, is presented by
systems of multiple exchange rates, enlminating in different rates
of exchange for every country and for nearly every article of
export and import. At a minimum this might signify merely an

1. The maneuvers of Germany in Danubian and Balkan trade in this
respect are the subject of Paul Einzig’s Bloodless Invasion (London, 1939).
From the analysis of German exchange control (Ch. IV of this monograph), it
will appear that Finazig's account is not entirely free from exaggerations.

+.2. Alexander Yovanovitch, Mémocire sur le contrdle des changes en

Yugoslavie, Institut International de la Cospération Intellectuelle {Paris,
1939}, p. 46,
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effort to offset inaccurate official rates of cxchange in foreign
countries and differential treatment of various commeodities
through subsidies, quotas, and the like. Frequently, however,
differential exchange rates signslize attempts at discriminating
monopoly; and the same motive les behind the exaction of free
devisen payment even from exchange-control countrics for a
certain proportion of exports of a commodity wholly or partly
monopolized by the country of origin — as, for example, for oil
exports from Rumania. Differential exchange rates may finally —
as would be quite patent — afford a convenient, flexible, and at
least partly secret method of politieal diserimination,

Way Was Excaaxce ConTroL INTRODUCED?

Thus {ar we have devoted our attention to exchange control
through unilateral action hy ane eountry, with enly passing refer-
ence to bilateral agreements in the form of clearing, compensation,
and payment arrangements, which inevitably accompany the
former regulation. This procedure is warranted by the fact that
clearings and the like followed both chronclogically and logically
upon the imposition of exchange control in domestic matiers.
Before it can be shown how the bilateral controls developed from
the unilateral measures, it seems requisite to examine why ex-
change control in the narrow sense was itself resorted to by so
many countries in order to meet the capital flights of 1931.

Gustav Cassel once took the position that a flight of eapital
is nothing dangerous for a national cconomy, inasmuch as it
represents either (1) a mere exchange of titles, of credits owned
at home for values owned abroad, in which event the transaction
is merely nominal; or (2) an outflow of real goods through a favor-
able balance of trade, in which event the transaction represents an
export. of teal capital, but an outflow which, by reason of its
limitation to new saving or undermaintenance of existing invest-
ments, is too slow a process to cause serious disruptions.! The
equanimity with which Cassel viewed capital flights must be
ascribed to a tendency to regard the position of exchange rates as
determined exclusively by refative price levels — capital move-
ments could at most cause temporary, and hence not very serious,

1. Gustav Cassel, Money and Foreign Exchange after 1914 (New Yorlk,
1922), pp. 443-444,
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deflections of market exchange rates from equilibrium, which he
believed to be deseribed under “purchasing power parity.”

Now the truth is that the exchange of titles, which Cassel
took to be “nominal” in two senses of the word, is really the oces-
sion for disaster; and that the exodus of “real” capital, instead
of being the real danger in the immediate situation, is actually
one solution of the trouble. A flight of eapital pertains in the first
place to eapital in the jorm of fluid funds; it consists in a panicky
effort to get rid of values in terms of domestic money in exchange
for values in a foreign currency. The impact of this demand for
devisen will drain away the country’s gold or devisen reserves as
long as they last and thereafter result in exchange deprecialion.
These are the disaster — cvents outside the realm of real capital.
To the degree that real eapital is exported, i. e. to the degree that
a favorable balance of trade develops under stimulus of the falling
rate of exchange, the disaster to central bank rescrves and to the
currency standard through further depreciation may be checked;!
but the response of exports through the “price-specie-flow’” mech-
anism may be tardy and entail collapse of the domestic credit
structure and the exchange rate. Letting the capital flight run
its course —on the grounds that it is either nominal or, if real,
negligible — resembles the therapy of letting pneumonia take
its “natural” course.

Capital withdrawals from s natienal economy present an
exact parallc] with depositors’ runs upon banks; if the phenomenon
is sufficiently severe, the same remedy has to be applied, namely,
a closing of the wicket. For England the magnitude of capital
flight in 1931 relatively to resources, which had been bolstered up
by the Banque de France, did not entail a breakdown of national
liquidity; but the debtor countrics on the Continent had to pro-
claim bank holidays because of a threatencd disappearance of

1. Capital flight may take the form of leaving the proceeds of exports
on depesit with foreign banks. In this case the export can at best do nothing
toward supporting the country’s exchange rate, if the export was made ad hoe
and not in answer to ordinary profit motives T1f the export would have been
made anyway in line of ordinary business, the practice referred to actually
reduces the exchange rate. Furthermore, the withdrawal of capitalin real form
may reduce the production of a nation, though in the widespread under-
utilization of capacity following 1931, this was probably net serious. Neither

of the foregoing qualifications seems to impair the validity of the generalization
made above.
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reserves. It Is in such circumstances that the problem arises
concerning the future course: is it to be moratorium, currency
depreciation, deflation, or finally, locking the wicket for the dis-
cermible future by exchange control?

Moratorium has sometimes been recommended as the sim-
plest and most honest course, but in fact simplicity and honesty
are its chief detractions. Its too great simplicity lies in its failure
to cover the domestic flight of capital. In the summer of 1931,
the runs upon the Credit Anstalt, Darmstiidter, and other large
banks and the domestie demand for gold and devisen revealed the
psychology of mistrust within the eountry to be quite as crucial
as foreign withdrawals. The too great honesty of moratorium,
certainly in 1931 when creditors had not yet been humbled by
vieissitudes of subsequent years, would have been the hostility
engendered with foreign lenders and their governments. Unless
moratorium signify outright repudiation, it eventually necessi-
tates negotiation and agreement with ereditors. Not without
considerable plausibility do bankers and members of Treasuries
and Ministries of Finance in central European countries argue
that negotiation with foreign creditors could not come to any
fruitful results until the effort at transfer, in the magnitudes
initially demanded, had first broken down under the sheer force
of disaster. Immediate imposition of moratorium would simply
have postponed a test of transfer capacity, meanwhile subjecting
creditors to a measure more properly regarded as the last resort.

We must consider next the proposal to counteract loss of
reserves and decline of exchange by deflation, Writing for the
International Chamber of Gommerce, Professor Mises maintained
that “‘Countries which do not resort to inflation . .. do not put
themselves in a position where it might appear advisable to have
recourse to those measures comprised under the term ‘Forcign
Exchange Control.” ™ OQstensibly this opposes inflation and does
oot actually recommend deflation. But when world prices are
falling, mere passivity spells relative inflation: a country expe-
riencing capital withdrawals must deflate absolutely, and indeed
to a greater degree than foreign countries.

Deflation is the remedy of economic orthodoxy, sinee it

1. Ludwig von Mises, “The Return to a Free Foreign Exchange Market,”
mimeographed report to the Vienna Congress of the Internsational Chamber
of Commerce, May 30, 1932 (Paris, 1932), p. 2.
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dispenses with breaching the international money and finance
mechanism through departures from gold parity, through defaults
upon loans, and through direct authoritarian interference with
exchange dealings and commerce. Where a rcasonable hope can
be entertained for bridging over a flight of ecapital through a
termporary loss in reserves and a subsequent activation of the
trade balance by reducing prices, the ends striven for through
deflation — integrity of monetery standards, inviolability of con-
tracts, free private initiative in trade and eapital movements —
are worth substantial sacrifices. Unfortunately from several angles
many countrics found that, in the midsummer erisis of 1931,
deflation promised too little or bid fair to cost too much.

(I} For the weeks of intense panic, credit restriction would
have been very limited quantitatively by reason of widespread
illiquidity within the several countries. The operation of a high
bank rate was, practically speaking, reduced to penalizing new
borrowing from the banks on the one hand, and to atiracting new
supplies of devisen, either from short-term loans from abroad or
from domestic hoards. But, as Marschak pointed out at the time
of the first German exchange control laws in August, 1931, a 15
per cent or 300 per cent rate can be nullified for any of these pur-
poses hy a “flight psychology” of sufficient intensity.! At best it
seems probable that exchange control of some degree was necessary
as & provisional measure, even for a policy of eventual free pay-
ments, parity, and deflation.

(2) Once the acule stage of erisis had passed, would it be
possible to develop by means of deflation adequate price differ-
entials and sufficient exports to counterbalance the egress of capi-
tal? The crdinary forces making for dewnward inflexibility of
prices, such as cartelization in industry, collective labor action,
and irreducible “social” budgets, were especially potent in Central
LEuropein 1931. Inforcign countries the inflows of gold and foreign
exchange failed to produce any sensible effect upon prices — bank
reserves increased without stimulating investment, Deflation
would have tended toward balancing out the capital exports more
largely by reducing imports than by inereasing the export of goods
and services. Finally, the price-specie-flow mechanism could not

L Jacob Marschak, “Diskontpolitik,” Der deutsche Volkswirt, vol. 46,
p. 1553,
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be trusted to work without lagging behind the export of capital
far enough to force eurrency depreciation.!

(3) Let us assume that, despite these very real difficulties,
deflation can actuzlly develop an adequately favorable balance
to equilibrate with the flight of capital: does it necessarily follow
that the policy is socially desirable? By the summer of 1931
depression had already prevailed for two years, and there is good
reason to suppose that it had already reached a stage of “secondary
deflation,’”? wherein any imaginable corrective value had dis-
appeared and a mania for liquidity had begun to carry the volume
of output and employment with cumulative momentumn down-
ward. The counsel of academic economists was probably generally
in this direetion, although this Draconian severity must have been
weakened by Keynes’ two megna opere since that time, Economic
practitioners in central banks and Treasuries have, at all events,
rather generally testified that the cost in unemployrent eounted
heavily against the deflationary method of securing equilibrium,

(4) In point of fact, whether a country suffering a capital
flight actually did set in upon a rigorous régime of deflation with-
out exchange control, as in the case of Poland to 1936, or whether
it adopted exchange control without being able to support the
existing parity, as in the case of Austria during 1931 and 1932,
or finally, whether it introduced exchange control and carried
through substantial deflation, as in Germany under the Briining
ministry — these divergent courses have to be explained, not in
terms of a nice caleulation of advantages, but rather in terms of
political forces and vested interests. Subsequent chapters upon
particular countries will elucidate the factors at work.

A variant of the policy of deflation, as formulated by Machlup,
would consist essentially in an iron-clad refusal of the monetary
authority to create loans for purposes of a flight into foreign
currencies, and a readiness to accept some temporary deprecia-
tion.? The financial wherewithal for purchasing devisen could come
from three dircet sources, according to Machlup: hoards, income
including new savings, and business turnover; and from three
indirect sources, namely, sale of property, termination of loans

1. Herbert Gross, “Ausgangspunkte, Formen, und Wirkungen der
Devisenzwangewirtsehaft,” Archiv fiir Sozinlwissenschaft, Vol. 69, p. 54.

2. Wilkelm Ropke, Crises and Cyeles {London, 1936), pp, 119-134.

3. Fritz Machlup, “Die Theorie der Kapitalflucht,” Weltwirtschalt-
liches Archiv, Vol. 36, No. 2, pp. 512-529.



12 EXCHANGE CONTROL IN CENTRAL EUROPE

and new bank credit. Fach of these, with the exception of the
sixth, is rather narrowly limiled unless the sixth comes into play.
I the central bank refuses to supply new credits, the capital
flight would rather quickly burn itself out by reaching the limits
of available funds.

No doubt with an absolute Limitation on total credit, the
amount of purchasing power which ean be deflected to a given
market, be it for devisen ar for a specific commodity, encounters
limits of the sort described by Machlup, No doubt, furthermore,
the longer the period the greater is the volume of its total liquid
resources which a society can direct to a given purpese, even if
the total is fixed. A desire to effect an outward capital transfer
being given, the society would progressively switch the destination
of expenditure from other things to devisen, eausing a deflation in
the prices of goods and an inflation of devisen prices. Deflation
of this character is bound however to be relatively small, since
the market for devisen constitutes a small fraction of the total
turnover in a national economy. Consequently, while Machlup’s
policy of fixing the total eredit volume would certainly bid fair to
support the flight country’s rate of exchange beiler than a policy
of inflation, it would not guarantee the necessary deflation, if
prices at the same time were declining abroad. The proposal does
not consider the problem of the possible shrinkage of income and
employment, nor the political aspects of the situation.

Deflation has been cxamined at some length for the reason
that, whether actually attempied or not, the idea was always
entertained seriously. The third altcrnative to exchange control,
exchange depreciation — whether through jetting the rate sink to
its “natural” level or through 2n act of devaluation —was of course
propused in some quarters outside the sterling bloe, but in the
debtor countries was never seriously considered until exchange eon-
trol had been in effect for many meonths. That s reduction in the
monetary unit would have increased the real burden of foreign
debts, aside from possible favorable repercussions on national pro-
ductivity, weighed heavily against, such a solution, Sterling deval-
uation had indeed reduced the real burden, but this did not show
that it should be increased again, Throughout exchange control
history the “real burden’” argument has deterred devaluations or
the recognition of de facto depreciations.

The really crucial point, however, was another, the fear of a
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“velocity inflation” through a domestic flight from the currency
into real values. It is maintained with almost universal consensus
in the countries having experienced post-war inflations ihat a
depreciation of the currency unit on forelgn markets would have
mecant inflation to the man on the street, and that the “inflation
conscious” public knows the appropriate line of action. In vain
does the monetary theorist insist upon the distinctness of deval-
uation and inflation. If the ordinary citizen fails to understand
this piece of “academic subtlety,” then it becomes precisely that;
the flight ereatesinflation, No government in central Europe could
face this risk. It must not be forgotten that in 1931 deliberate
devaluations were something relatively new, at least within the
memory of this generation; sterling devaluation had not yet
demonstrated its distinctness from the pest-war currency debacles.

BILATERAL AGREEMENTS CONCERNING
INTERNATIONAL PAYMENTS: THEIR CHARACTER AND THE C'AUSES
OF THEIR EMPLOYMENT

Clearings, compensations, and “payment agreements” in
the narrow sense represent the three varieties of internationsl
payment under bilateral agreement, As the League of Nations
investigation reveals, they grow directly out of exchange eontrol;!
indeed, so intimate is the association that it is practically impos-
sible to conceive onc without the other. This has produced a certain
embarragsment in terminology. When the specific measures are
being considered, “exchange control” designates the unilateral, and
“clearing” and the like the hilateral actions. But when economic
results are the subjeet of diseoursc it is frequently impossible to
distinguish those flowing from unilatersl measures from those
arising from bilatera] agreements, and the term exchange eontrol
is used 10 refer to the nexus of both sets of regulations. I have nat
attempted to improve upon this somewhat elastic usege; the
context usually reveals whether exchange control should or should
not be understood to include bilateral agreements.

To prevent evasion of the embargo against monetary trans-
fers of interest and amortization abroad, exchange control pro-
hibits all payments not specifically included under its own auspices.
Two rcasons for international bilateral action immediately put

1. Lesague of Nations, Enquiry into Clearing Agreements (Geneva, 1935),
p- 10,
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in their appearance: (1) foreign creditors desire to arrange for
some repayments even if payments must be conditioned by the
siz¢ or existence of an export surplus on the debtor counlry’s side;
the authoritics of the latter are anxious to limit repayments to
capacity to pay in goods; (2) importers in the exchange-control
country and exporters in the foreign country desire that the
blocking of payments by the cxchange-control country shall not
simply terminate their activities. Clearing, compensation, and
payment agreements in the narrower sense provide a solution
of complementary desires under (2); while clearing and payment
agreements provide the outlet for complementary desires under
(1). If arrangements can be struck whereby (1) existing debts
can be gradually liquidated out of current trade despite exchange
control, by the same token such an arrangement permits {2)
current trade lo go forward. Let us see how this can be done.

Foreign creditors can force consideration of their claims,
whether financial or commereial, if the creditors belong to a coun-
try which on current account buys more than it sells to the
exchange-control eouniry, provided the creditors can persuade
their government to hold up payments on current account and
divert a fraction of them to debt liquidation., This can be done
by forbidding importers, cven in the free-exchange country, from
remitting direetly in devisen to the foreign exporter, and by
requiring importers to pay the sums in home currency into a
central ageney, which, after abstracting a certain amortization
quota, holds the remainder az an account to the credit of the
foreign exporters. The exchange-control eountry, on its side, will
submit to a greater or smaller repayment quota according to its
estimate of the importance of this particular export market and
of the elasticity of demand for its produets.

This was in general the setting for the introduction and per-
sistence of clearing and payment, agreements between the western
European creditor and the central and eastern European debtor
countries. But at the outset of exchange control the debtor coun-
trics refused to pay in devisen except for the case in which they
had no choice, i.e. for current imports from a free-exchange coun-
try with which they had unfavorable balances, Accordingly, the
western European countries had, as the price for exacting pay-
ments on eapital account, to agree to the crection of & central
agency in the control country, which should receive importers’
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payments in home eurrency and hold them to the account of for-
eign exporters. In this way the control eountry could dispense
with devisen, enforce its official exchange rate and create a recog-
nized channel of non-flight-payments. The arrangement is called
elearing if no devisen are employed in scttling one account against
the other. A sufficiently one-sided balance (after allowance of
repayment quotas) leads either to direct limitations on its exports
by the country with a net credit balance in the clearing, to agree-
ment by the other country to increase its export quotas or extend
the list of goods or services purchasable through the clearing, or
as a last resort, to a complete stoppage of exporting by tbe clearing
creditor until imports have liquidated the balance. The “‘payment
agreements,” appearing after the first access of exehange control
severity, require all payments to pass through a central agency in
each country — on the debtor (exchange-control) side to enforce
its official exchange rate and its embargo on transfer by private
initiative, and on the creditor (free-cxchange) side to insure the
application of the agreed-upon proportion of receipts to debt
liquidation. But payments in both directions are made in devisen,
go that the settlement of accounts is continuous.

Compensation, like clearing, dispenses with devisen entirely;
but umlike eclearing, trade does not procesd against cpen book-
account involving a periodic balancing of all items, but rather an
immediate offset to each parcel of export by an import of equal
value. In two respects it is less “liberal” than clearing. Tt narrows
the field of choice {or exporter and importer; both must first dis-
cover the difficult “double coincidence” necessary to barter. And
it makes no progress toward the liquidation of frozen claims, In
other respects compensation proves fess confining than clearing,
for it frequently allows some trade to proceed when clearing stands
at an impasse beeause of an unliquidated balance; and secondly
it semetimes permits, in the eoncealed form of private bargaining,
departures from an artificial rate of exchange enforced in the
clearings.

Ir brief outline these are the modes of bilateral arrangerients
for international payments and the two reasons for their original
introduction.! It need scarcely be said that an amazing variety of

1. Heuser gives twa fypes of clearing agreement paralleling the two

reasons for introduction; ef. Heinrich Heuser, Control of International Trade
{London, 1939}, pp. 68-71. I huve reserved the idea of type to differing tech-
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combinations of motives and types characterizes the actual scene.
Central European countries stood in a debtor relation to the West,
but in a ereditor relation to the East and Boutheast, and the clear-
ings of Germany, for example, reflect both circumstances. Com-
pensation frequently appears as a subdivision of a psyment or
clearing agreement. Clearings differ in all imaginable ways,
concerning organization, items admitted, transit trade, rate of
exchange, duration, settlement of balances, and the like, described
by Einzig and the League Enquiry. Occasionally clearings even
provide for triangular trade, either directly through teangular
clearing (though this is rare’), or through permitting one clearing
country B to receive raw material from country A, selling the
finished product to C, whereupon country C pays via the clearings
to A for the raw materials involved and to B for the fabrication
costs — the so-called Brocehi system. But we need not dwell upon
further technieal possibilities.

Once exchange control has prevailed for some time, additional
grounds may appear for instituting clearings with new countries
or for extending the scope of existing agreements. (3) Since the
cleatings include the bulk of ordinary trade, a fair presumption
exists that transactions outside the clearings may represent
attempts to export capital; to secure this simplification, the net
of clearings may be extended. (4) A more or less deliberate cam-
paign may be instituted to purchase as much as possible over the
clearings, forcing the seller to extend involuntary eredits in the
way of unsettled clearing balances, obliging his government to
shoulder the burden, and perhaps eventually inducing the aceept-
ance of inferior goods in payment. (5) Finally, like exchange
contrel itself, clearings may become an instrument for econcmic
and political bludgeoning. The threat of Zwangsclearing in many
cases has been a justifiable method of foreing recognition of
ereditors’ claims; but all too frequently the contrel of direction
and composition of irade, delivered into buresucratic hands by
the clearing method, has been perverted to partisan inlerests

nical arrangements, once elearing has begun. The League Enquiry, by dividing
the first reason into desires to liquidate commereial and foancial debts, comes
out with three reasons for clearings (p. 11). But there are others; cf. points
3, 4, and 5, above.

1. Sidost Economist, Vol. 1, No. 3, p. 81. One example iz the recent
triangular elearing of Germany, Rumanin, and Jugoslavia.
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within the country, to purely autarkic ends, or to intimidation
of other countries.!

TaE Errects oF Economic Forces oN ExcHaNGE CoNTROL

Exchange control systems described in the first pages of this
chapter as belonging to the first and second types do not invelve
an official rate of exchange. The third type was described as
including the imposition of an official rate in a situation in which
a black market rate might develop because of evasions of the
prohibition of capital exports, but no price-level disparity in
comparison with foreign countries exists. In these three cases
there is no reason why trade cannot proceed without interference
from exchange control. In exchange control of the fourth and
fifth types, however, which have been most prevalent in Europe
since 1931, this has not been the case. The prices of internationally
traded goods fell too slowly to offset the decline of prices in gold
standard countries, or failed to decline sufficiently to counter-
balance sterling and dollar devaluations, or finally rose more
rapidly under the furced draft of totalitarian make-work or rearm-
ament programs than did prices abroad. The official rate came
sooner or later to represent an overvaluation of the international
purchasing power of the monetary standard. From the differential
between official and real equilibrium rate of exchange in com-
modity trade there resulted a penalty upon exports and a wind-
fall gain to imports. Much of the history of exchange control

1. In The Exchange Clearing System (London, 1935), Paul Einzig lists
fourteen eauses for the establishment of clearings. Such an extended list
involves much reduplication and net a little error. Numbers 1, 2, 3, and 14
all refer to the willingness of creditors and the requirement of debtors that
debt payments shall be made in goods and not in devisen, the first cauge in my
enumeration. Numbers 4, 6, and 9 fall under the second cause, the desire on
both sides that eurrent trade proceed. Einzig’s 11, 7, and 13 amount to my
3, 4, and 5. But his items 5, 8, 12, and 10 are spurious. Clearing does not
permit a country to escape such direct quantitative limitation of imports as
quotas, import licenses, or prohibitions; furthermore the clearing ageney
usually bhas suthority to accept or reject any proposed iransaction. The
allegation that clearing reduces “the disturbing effect of cash transfers”
actually gives the thesis of the hook, apparently recanted in Bloodless Invasion,
that multiangular clearing promises to be the ideal international system of
the future. Another error is the belief that a country wishes to “balance’ its
trade with partieular eountries; balancing may he achieved but only for an
ulterior motive. Finally clearing cannot afford a means to “replenish the
currency reserve,” though admittedly clearing may prevent further depletion
of reserves.
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turns upon the clash of ordinary business motives with these
ariificial differentials. Had the various governments taken mno
steps to modify their conirol systems, the tendency toward unfa-
vorable balances would eventually have brought an absolute
cessation of international trade.

Devices by which exporiers are given the “true” value of
their products, or at least something more nearly approaching
the yield of exports at an equilibrium rate of exchange, are varied
and sometimes intricate. A simple method, to which resort was
bad in Germany, Austria, Hungary and Poland, gave to certain
authorized exporters certificates which permitted them to retain
enough devisen to pay for their imports of raw materials, provided
they rendered a periodic accounting. The system declined because
the certificate privilege was abused by exporters and because the
state discovered that it could trench upon windfall and even
narmal export profits by requiring the sale of devisen (at the offi-
cial price) even in excess of an amount leaving intact the devisen
required to pay for imported raw materials. Rumania, Jugoslavia,
Hungary, and Austria employed at various times the device of
requiring exporters to surrender various percenfages of their devisen
receipts at the National Bank’s official price. The percentages
could be wuniform, or could be adjusted to the “needs” of the
particular exporter, or be made an instrument of domestic polities;
the state utilized the devisen for its own purposes or sold them
at their low official price to exporters judged to be especially in
“need” of relatively cheap imported raw materials. These eir-
cumstances led to the designation of the percentage as the “raw
material”’ quota.

Many of the schemes for offsetting the export handicap
were rather involved. Qut of the windfall arising from the dis-
counts on blocked accounts or from the repatriation of securities
selling at lower prices abroad than at home, the state in some
cases paid 4 premium to seeure “additional” exports. The term
arises from the notion that it is cnly the foreign ereditors’ con-
cessicns in selling blocked accounts and securities at discounts
in order to realize upon them immediately which makes the
particular export possible. But this linking does not represent
any economic eonnection: it is simply an act of authority. At the
official cxchange rates, exporters cannot compete on world markets,
and even to export the previous quantities, they must receive
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from some source outside their devisen sales the differential
between official and equilibrium rates. Whence it cornes, whether
from surcharges on imports, taxation, or foreign creditors’ foreed
concessions, is a matter of indifference to the exporter. And unless
the payment, he receives exceeded the rate differential, exports
are not “additional” to what they would be were it not for the
artificially low rates on foreign devisen set by exchange control,
and it need scarcely be added that this rarely happens. This
cxplaing the amusing paradox that during a six-months peried
at the end of 1933 and early 1934 German exports declined by
well over 100,000,000 Reichsmarks, although “additional” exports
through the repatristion of bonds and the sale of blocked accounts
amounted to 100,000,000 Reichsmarks.! The real intricacies of
the additional-cxport device appear when a certain portion of one
export parcel is declared by an exchange control autherity, as for
example the Hungarian, to be additional, but the other portion
not; for the former porticn an unusually high premium is paid,
but for the laiter only the ordinary rate. Ad hoc administration
of this sort easily admits persenal faveritism or political pressure,
especially as the public does not know the premium paid in
particular eases.

Equally difficult fo administer in objective fashion is the
method of offsetting the export handicap by quietly tolerating
on oceasion exporters' resort to the black market and its better
prices for foreign devisen. In some countries, most notably Ger-
many in the past few years, the chief method of relief to exporters
has been direct stale subsidy, a procedure scarcely adapted to
secure objectively equal treatment either for exporters themselves
or for their preducts on a comparative cost basis. In passing it
ghould be cmphasized that, unless the amount paid the exporter
exceeds the handicap imposed by official exchange rates, there is
neither genuine subsidizing nor, by the same token, “exchange
dumping.”

Finally, the control authority may levy upon imports a
surcharge above the official rates for foreign devisen and apply
the proceeds as a premium on exports. If these differentials were
sufficiently large and applied uniformly, the system could, except
for capital transfers, practically reconstitute the conditions of a
free devisen market under exchange control, particularly since

1. Hamburger Fremdenblatt, March 6, 1934,
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the differentials are also commonly introduced into clearing rates.
Hungary has approximated this situation since 1935, without
completely realizing it hecause of some lack of uniformity in the
agios and inadequacies in their extent.

Commonly, however, as in Jugoslavia and Rumania,! differ-
ent premia are paid for various countries and commodities. As
previously remarked, this may be “justified” by differing degrees
of overvaluation in various foreign currencies or by discriminating
treatment of different commaodities abroad. But this “justification”
does not. prove the advisability of the system, which may become
unmanageably complex and subject to personal discriminations
within the control country. Differential premia have also been
defended as a means of fully exploiting foreign markets. For a
country actually possessing a monopoly and having furthermore
the requisite conditions for discrimination, the theoretical possi-
bilities have been clearly set forth.* In the disrupted economic
world since the World War and particularly since the erisis of 1931,
protective tarifls, quotas, import and export prohibitions, boy-
cotts, government monopolies in traded goods, diseriminating
railroad rates, subsidies, and exchange control make it cerfain
that national markets are insulated to a high degree for many
commodities. By the same token, however, these autarkic
devices make it more difficult to exploit the differing demand
elasticities of the several markets. It is, of course, not @ prior]
demonstrable that finely differentiated exchange rates could not
secure profitable monopolistic discrimination. The Hungarian
autherities, however, who once categorically affirmed this possi-
bility, abandoned the system for a relatively simple structure of
rates. Monopolistic discrimination of a very simple variety made
its advent early in exchange-control history in the requirement,
even from exchange-control countries, of devisen payment for
exports produced under conditions of spatial or geographic mo-
nopoly. Thus Rumania secures devisen for some of its petroletim
and Hungary for some of its wheat, even from exchange-control
countries.

Exchange contrel passes from type 4 or § to type 2 (with or

1. Cf. Yovanovitch, op. cit., pp. 27, 35-36. Of. Virgile Madgearu, Le
contréle des changes en Roumanie, International Institute of Intellectusl
Couperation, Pacis (to be published), pp. 17, 37, 44.

2. Joan Robinson, The Economics of Imperfect Competition (London,
1933), Chapter 15.
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without autarkie accompaniments) when the authority, instead
of attempting to reconstitute something like an equilibrium rate
through any of the foregoing devices, tolerztes an open market
for devisen dealings under its constant supervision. The cirele
seemts now to be joined, and the question may legitimately he
put as to why exchange control should persist. There are of course
vested interests: the contlrol bureaucracy doubtless prefers not to
contemplate a change (at Dest) of employment, and the state
enjoys a continuance of its prorogative of purchasing devisen for
its own purposes at the low official rate, whicl still persists as a
formality made real for this one purposc.! But, as the case of
Austria reveals, there are legitimate reasons for the persistence
of type 2: to prevent capital withdrawals on a disastrous scale, all
devisen dealings have fo be scrutinized; and furthermore, the
existence of cxehange control in important trade partners requires
the continuance of bilateral payment agreements.

In the present summary view it is impossible to exhaust the
repercussions of economic forces upon exchange control. The
account would be quite incomplete, however, without emphasis
upon evasions of the control and the endless flow of regulations
designed to render the system inviolable. One harried official of
a central bank confessed privately that evasions were always
outstripping enforcement; he predicted the eventual collapse of
the system from this weakness. The strength of modern states
does not permit such a propheey with any econfidence, but the
circumstance emphasizes ohe important aspect of exchange control
— its heavy social cost and complexity.

Economic Proenosis For Exceance CONTROL

Part of the “nature” of exchange control is its economie
operation, Without anticipating results of the accompanying
empiric studies of particular national economies under cxchange
contral, it is possible to set down in brief form some of the chief
economic effects which would appear highly probable or even
inevitable from the very character of the unilateral and bilaters)
measures deseribed in the present chapter.

Authoritarian action of the first type enumerated has zlready

1. This is anid to be one of the chief bulwarks of exchange control in
Rumania. Madgearu, op. cit., pp. 8, 21.
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been treated in a special literature;! it does not belong to exchange
control in the narrower sense of the present enquiry. It is the
chief characteristic of the second type, permiiting the rate of
exchange to move freely and dispensing with devisen allocation,
that it prevents an exodus of eapital. Undoubtedly such an
embargo may interfere with the tendency of eapital to bring its
marginal employments to equality and thus maximize yields.
Flight capital, however, can scarcely be thought of in this light.
“If the authorities endeavor to prevent abnormal capital move-
ments from affecting the exchanges,” says Finzig, “they assist
in the working of normal tendencies, instead of obstrueting them.”
On the other hand, in preventing capital repayments, exchange
control effectively discourages the investment of new foreign
capital. Since the “natural” direction of capital-flow was toward
the debtor (now exchange-control) countries, this is probably the
more serious consequence.® The third type of control presents no
important economic peculiarities over this situation, and we pass
to the fourth and fifth types, in which overvaluztion entails
devisen allocation (Devisenbewirtschaftung).

It is, for example, possible to foresee with reasonable cer-
tainty that the maintenance of a country’s exchange at a level
higher than that justified by relative prices will penalize exports
and give windfall profils on imports. From this simple fact several
deduciions can be reached. Countries having an export surplus
consisting chiefly of agricultural products will discover that their
agriculture languishes; if it is already depressed from a combina-
tion of secular and cyclical causes, the “agricullural price shears”
will be opened still further. Industry will by contraries gain, first
in the relative eheapness of imported raw materizls at the low
official rate en foreign devisen; secondly in the automatic pro-
tection afforded through the scarcity of raw materials at the too-
low rate, and hence the high domestic prices chargeable for prod-
uets; and, finally, from the cheapness of domestic agricultural
materials. Mufaiis mutandis the case may be stated for countries
with industrial exports,

1. Consult, for example, N. F. Hall, The Exchange Equalization Account
(London, 1935); Seymour Hurris, Exchange Depreciation (Cambridge, Mass.,
1936), Chapter 15; and F. W. Pnish, “The British Exchange Equalization
Fund,” Economiea: February, 1935; Tebruary, 1936; and August, 1937.

2. Einzig, Exchange Contrel, p. 108.
8. Cf. Yovanovitch, op. cit., p. 23.
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From a knowledge of the devices by which the artificially
scarce foreign devisen — much prized because of their low official
prices — are allocated, it would not be impossible to hazard
that those economic interests which are most vocal, most highly
organized, or most powerful would be apt to secure the most
consideration. In general industry and commerce would hid fair
to come off better than agriculture; large business units would
prevail over smaller units; trusts and cariels would be aggrandized,
with predictable results upon domestic costs of living.

The detailed scrutiny of individual transactions involving
foreign exchange would necessarily involve cosis for a hierarchy
of employees and officials; furthermore, the exchange control
apparatus is almost wholly administrative, and the enabling
legislation usually specifically places the controlling authority
above recourse to judicial review. A priert it would be impossible
to know how extensive the costs of the control administration might
be, or how economical the management; nor could one foretell
whether the administration, endowed with powers of cconomic
life and death, would or would not act impartially and honestly.

Foreign trade under exchange control may be made the
object of quantitative prognosis in several respeets. Involved are
problems as to the direction, commodity compesition, volume,
and terms of trade, from the angles of both exchange-control
and free-payment countries. Here we move in a sphere in which
unilateral and bilateral measures articulate closely, though in
some cases one or other set comes more prominently to the fore.

A country finding itself in a position of eurrency overvalusa-
tion, if it ean or will not accept the alternative of exchange depre-
ciation, must husband its devisen by direct interference with
trade. In these circumstances imports from clearing countries
will be fostered, those from free-cxehange countries reduced as
far as possible; and the opposite policy will be adopted for exports.
Such a country will naturally exert itsell to introduce clearings
and compensations with any free-exchange country with which
it has an unfavarable balance, and to postpone the advent of suech
arrangements when its balance is favorable. With these countries
with which it already has hilateral agreements it may, either from
force of circumstances or deliberately, import as much and export
as little as possible. If the possibility exists of deriving an import
originating in & country where devisen payment would be necessary,
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by way of clearing or compensation from an entrepdt country,
the opportunity will be avidly seized upon.

What has been said coneerning the general changes to be
expected in total exports and total imports by countries will also
prevail for particular items of trade, i. e, nothing will be taken
for payment in devisen if the commodity or service can be had
through clearing or compensation. In relations with clearing
countries with which it has naturally favorable balances, the
exchange-control country will attempt to secure devisen payments
for as mueh of the balance as possible; this it may be able to
compass by reason of its relative importance &s an export market
for the particular country, by reason of threats of various economie
reprisals, or by reason of its monopoly control over important
export items. Bilateral agreements and exchange control lend
themselves readily to autarchie policies: it may be confidently
expected that permission to export or import by clearing, com-
pensation, and through a payments office will he given only if
the particular item does not displace home produciion and dces
not conflict with rearmament programs or other state policies.

What effects may we expect upen the terms, total gain and
volume of international trade from the ubigquitous features of con-
temporary exchange control, its enforcement of some predeter-
mined ratio of exports {(or imports) in the bilateral trade of pairs
of countries, and its preservation of artificial exchange rates?
Conceptual clarity is best served by distinguishing the effects pro-
duced by an “‘ideal® system of universal bilateralism and the ef-
fects produced by bilateral clearings as they actually exist. We
must also take account of the fact that the dislocation of inter-
national demand may exceplionally for a partieular country re-
verse the typical or modal expectation. These three factors, with
the addition of artificial exchange rates, give us the four major
variables out of which a particular country’s situation under ex-
change control is compounded.

An “ideal” system of bilateralism embracing all countries could
be achieved by lowering the rate of foreign exchange in the favor-
able-balance country and raising it in the unfavarable balance
counttry in each bilateral relationship unti] the bilateral exports of
the two countries stood at whatever ratio had been contemplated
in the clearing. The situation is “ideal” (within the limits imposed
by bilateralism) in two respects: it is bound to achicve the bi-
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lateral balance desired if pressed far enough; ! and it achieves this
end with a minimum of authoriiarian interference, sinee foreign
traders can buy and sell where, what, and as much as they desire.

At the rate of exchange appropriate to any authoritarian ratio
of bilateral exports less than the original situation, the former
favorable-balatice country experiences a favorable change in terms
of trade; and the fornier unfavorable-balance country experiences
an unfavorable change. But it is not true that what one country
loses the other gains, for the imposition of authoritarian trade
ratios narrows the range of cheice for both countries in buying
and selling alike. Average export prices would be expected to be
lower, average import prices higher., Upon the usual assumption
of more than unitary demand elasticity for a given country’s pro-
ducts, the former favorable-balance country gains less on the ex-
pansion of its imports than it loses on the contraction of its exports;
and for the former unfavorable-balance country, the gain on ex-
panded exports does not offset the loss on reduced imports. Foreign
trade in comparison with domestic trade is less attractive than he-
fore the introduction of bilateralism, and its volume stands to
decline,

Actual bilateral arrangements reduce the relative attractiveness
of foreign trade still further. In the first place numbers of coun-
tries remain outside the system. This narrows the range of free
choice for the bilateral countries even more than it had heen
through the disappearance of free balances under universal bilater-
alism. Celeris paribus import prices would be still higher and ex-
port prices still lower, but this result may be offset in particular
cases by the emergence of monopoly and monopsony. The greater
probability of the former makes it appear e priori probable that
certain exchange-control countries, while paying higher import
prices, may recoup part or even all of the loss through monopoly
advantages which tend to support export yields. Actual bilateral-
ism may be expeeted to fall short of the net economic product of
international irade under the ““ideal’ system because of direct
inferferences with exports and imports intended to bring about the
same irade ratio as would be achieved by exchange ratec manipula-
tion. Lack of knowledge of demand and cost functions for particu-
lar goods makes it appear ¢ priori improbable that these direct

1. Tpon the usual and probably warrantable assumption that the demand
for & country’s exports as a whole kas more than unitary elasticity.
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and ad koc interferences will produce the desired result. Finally
actual bilateralism serves autarkic ends; by definition these ends
are incompatible with maximizing the economic gein of foreign
trade.

In either the ideal system or actual bilateralism, the redirection
of international demand may give windfall gains to a particular
country offsetting some or all of the effects delineated as typical.
By the same token, wind[all losses may intensify adverse effects.

Overvaluation, the fourth major force in the general constellz-
tior, must be understood relatively to the aims of bilateralism. A
rate of exchange upon a trading partner {as in clearing and pay-
ment agrecments) which does not achieve the ratio of bilateral
trade contemplated in the arrangement causes the accumulation
of debt by the cvervaluing country. Here again it is not true that
what one country loses the other gains, for trade on both sides
suffers interruptions to permit the liquidation of the debt. How
the loss through risk, interest charges, and technical outlays on
the clearing apparatus is shared, between the partner countries
depends upon elasticities of demand and supply, but the loss
remains.

In a final chapter we return to the @ priori expectations of the
preceding pages to determine whether they are validated in actual
experience, and whether a theory of exchange control can be
further elaborated. It is intended that the following studies of
individual eountries should be intelligible as separate monographs,
But the ultimate aim throughout the enquiry is a general appraisal
of exchange control on the basis of its observed operation.
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AUSTRIAN EXCHANGE CONTROL: AN EXAMPLE
OF SUCCESSFUL TERMINATION

THE AFTERMATH OF THE CREDIT ANSTALT FAILURE

While the repereussions of the Credit Anstalt failure rocked
the financial foundations of Europe, the immediate impact fell
most violently upon the small republic of Austria, Beginning on
May 8, 1931, when the bank’s actua! losses of 140,000,000 Schil-
lings transpired and additional losses absorbing the entire 177,-
500,000 Schillings of original capital appeared probable, a frenzy
of panic loosed itself. Unchbecked by the tardy relief from abroad,
it led to an absolute impasse for the National Bank and the intro-
duction of exchange conirol five months laler. During the first
two days of intense panic, the Credit Anstalt lost 15 per cent of
115 deposits and by the end of the month 20 per cent, or 400,000,-
000 Schillings,

To enable this institution to meet demands, the central bank
increased its private discounts, as may be seen from Fig. 1, in a
tremendous bound from 69,500,000 to 451,300,000 Schillings dur-
ing the three weeks from May 7 to May 31, almost exactly parallel-
ing the Credit Anstalt withdrawals. The note circulation increased
in the same period from 905,400,000 to 1,140,600,000 Schillings, an
application of the Bagehot principle for meeting runs. Conclusive
proof that the inerease of notes merely supplanted deposits, and
therefore cannot be stigmatized as inflationary, appears in Fig. 2.
The increase of notes proceeded entirely from the thousand-Schil-
ling category, a denomination not muech used for exchange but
predominantly for hoarding. Foreign withdrawals and domestie
hoarding also began their disastrous inroads upon the National
Bank’s gold and devisen reserves {cf. Fig. 1). A decline from
855,500,000 to 732,200,000 Schillings during May alone provoked
only the moderate discount-rate advances from 5 to 6 per cent
on June 8, and 715 per cent on June 16; not until July 23 was the
rate raised to 10 per cent, at which level it remained until the
introduction of exchange control.

To cope with the basic difficulties of the Credit Anstalt

27
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situation, the government promulgated a series of cightgdaws over
the period from May 14 to December 23. In the first law it
provided that the Treasury should assume 41,400,000 Schillings
and the National Bank 12,400,000 Schillings of the 140,000,000
Schillings losses, the balance being covered by offsets from
reserves, writing down the existing capital, and a contribution
from the Rothschilds. The government also subseribed 58,600,
000 Schillings and the National Bank 17,600,000 Schillings to -
new capital.

Well aware that foreign withdrawals might only have begun,
the Austrian government addressed appeals for loans to London,
Basle, and Geneva. The Control Committee of the Bank for
International Scttlements authorized an emergency credit on May
18, but nothing was done to make the funds available. On May
25, aceording to the Austrian Prime Minister, Ender, the Bank of
England advised the Ministty of Finance either to declare bank
holidays for the Credit Anstalt or to anmounce a moratorium;
alternatively, it promised a loan in conjunction with the Bank for
International Settlements, if the Austrian goverbment would
underwrite the obligations of the threatened bank. The under-
writing law was cnacled three days later, and the government alsp
guaranteed National Bank rediscounts of 120,000,000 Schillings to
the Credit Anstalt and Austrian Savings Bank advances of
50,000,000 Schillings.

Even s0, no foreign credits appeared, although the first weeks
of June saw a continuation of withdrawals from Vienna banks at
the rate of 100,000 Schillings daily. From Paris a tardy offer of
belp was made upon conditions politically impossible for Austria:
definite renouncement of a tariff union or Anschluss with Germany,
and supervision of the rcorganized bank by the Quai d'Orsay.
Finally, on June 16, the French conditions for a possible loan took
the form of an ultimatum which causcd the collapse of the Ender
cabinet. Rumors of moratoria and exchange control were ram-
pant. At midnight came the news of a 150,000,000 Schillings credit
from the Bank of England. This precipitated astion by others: the
Bank for Internationa! Settlements immediately lent 100,000,000
Schillings and announeed its willingness to supply an equal sum
in addition’; in return for an explicit guarantee of Credit Anstalt

1. Actually this sum was not subsequently supplied, and instead the
original edvance was reduced to 90,000,000 Schillings. Furthermore, the Bank
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deposit®, a consortium of more than a bundred of its foreign
creditors agreed to a iwo-years postponement of claims. The
“London Agreement” of June 16 covered 500,000,000 Schillings,
the bulk of the Credit Anstalt's short term obligalions.!

The announcement of the Hoover morajorium on June 23,
1931, induced a temporary optimism, but a sharp reversal ensued
on July 13 when the failure of the Darmstidter and Nationalbank,
involving its Yienna concern, the Mercurbank, [ed to the German
bank-holidays. Austria suffered, therefore, not only directly from
the Credit Anstalt bankruptey, but also from a return of the virus
from its devastation abroad. In Germany and Hungary foreign
payments were suspended; and Austrian eitizens, apprehending
similar measures at home, renewed the conversion of deposits into
notes and devisen. On July 25 the third, fourth, and fifth Credit
Anstalt laws carried on the work of reconstructing this bank, but
the panic continued with an estimated reduction of short-term
foreign obligations of Vienna banks, exeluding the Credit Anstalt
and direct loans to industry, from 400,000,000 Schillings before
the May crisis to 250,000,000 Schillings at the beginning of August.
Devisen reserves in the National Bank shrank in the same period
from 855,000,000 to 566,000,000 Schillings, despite the 250,000,-
000 Schillings credits from the Bank for International Settlements
and the Bank of England.

In this extremity the government addressed a desperate
appeal on August 7 to the League of Nations for a 250,000,000
Schillings loan. Representatives of the Financial Section went to
Yienna to study the situation, but not until the summer of 1933
was the loan actually consummated. However, a meeting of
forcign bankers in Basle, August 14-19, accorded a six months’
standstill upon the remaining 240,000,000 Schillings? of Ausirian
banks’ short-term debts, under the so-called Bruins agreement.?

of England required a repayment of 50,000,000 Schillings of its advance, and
thus hastened the advent of exchange control.

1. By subsequent agreements on January 11 and Aprit 27, 1933, its affairs
were finally put in order through a “Foreign Holding Company”’ with the
participation of the Auslrian Guvernment, On July 20, 1934, the guarantee
of its deposits was finallv terminated.

2. All figures in Schillings to p. 54 ,parngraph 1 ae given on the bagais of
gold parity, thereafter at the “private clearing” rate,

3. The standstill was renewed on January 20, 1932, and ab six months
intervals thereafter until repayments and other arrangements supplanted it
eatirely on December 10, 1934.
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Simultaneously in mid-August the Hungarian government prom-
ised to permit 50 per cent repayments upon all Austrian claims
falling due before September 12; but its failure to transfer more
than 3,000,000 Schillings from a total of 10,000,000 Schillings con-
tributed to the embarrassing shortage of devisen. During August
a further 5,000,000 Schillings was withdrawn from Vienna banks.

The rapid ebbing away of devisen reserves had ereated ashort-
age of foreign exchange immediately after the Credit Anstalt
collapse, so that transactions of any importance proceeded on a
premium basis for gold currencies. In September the phenomenon
beecame commonplace; though the large banks found it more seemly
to sell only at National-Bank rate, the informal (but still legal)
ecffee-house dealings involved premia of 10-15 per cent. After the
Stock Exchange was closed on Seplember 21 {0 siay the process
of liquidation and capital flight,! the Bank officially limited its
sales of devisen to “legitimate’” import demands; but even so the
supply proved inadeqguate. On October 7 the Ministry of Finance
suspended remittances abroad by money order, and on the 9th the
First Devisen Law was proclaimed. Reserves of the National Bank
had fallen by that time from 855,500,000 Schillings on May 7 to
358,900,000 Schillings, private discounts had risen from 69,500,000
to 736,200,000 Schillings.

For several years preceding 1930, Austrian indices of produe-
tion and of note cireulation had followed roughly parallel courses.
The continuation of note eirculation secularly upward during the
latter half of 1930 and the first months of 1931 did not signify
relative inflation, despite a persistent decline in the produetion
index (ef. Fig. 7, p. 61), since diminished veloeity through hoard-
ing offset the purely quantitative increases. Bavings deposits, from
an average of 2,119,000,000 Schillings in 1929 increased to 2,392,-
000,000 Schillings by June, to 2,512,000,000 Schillings by Decem-
ber and to 2,620,000,000 Schillings by March, 1931. For May
their decline to 2,320,000,000 Schillings does not mean diminished
hoarding but rather a fight from the banks attending the Credit
Anstalt debacle; this interpretation holds also for the still lower
savings deposits figures of the second third of the year, which is
marked in the note circulation eurve by a hump corresponding to
the hoarded 1,000 Schilling notes (ef. Figs. 1 and 2).

1. The Exchange reopened in early November, 1931.
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By September, however, the foreign short-term obligations of
all Vienna banks, including the Credit Anstalt, had been prolonged
by agreements, and government guarantees had assured bank
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* League of Nations, Austria: Public Finances, First Report (Geneva,
1936), p. 12, extended to termination of the Bank's existence in March, 1938.
The decreuse in private discounts and simultaneous increase in state debt are
explained by the absorption of Credit Anstalt losses by the Treasury. Cf.
p- 54, n. 1, below. For statistics, cf. pp. 340-331, below.
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liquidity. But the sapping away of central bank reserves through
capital flight, continued by Austrians and foreigners alike, caused
popular apprehension to turn now from the banks to the currency.
Reductions in savings deposits persisting throughout the final
third of 1931 to a low peint of 1,878,000,000 Schillings in Decerz-
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* Monatsberichte des Oaterreichischen Tnatitutes fiir Konjunkturforachung
{hereafter: O_ T 1. K.), Jhrg. 7, Nr. 2, p. 19. For statistics, ¢f. p. 350, belaw,

ber signify 2 flight from the eurrency and an acceleration of more-
tary velocity. During the same interval, doubtless partly as a
consequence of the reduction of bank-rate from 10 to 8 per cent
on November 13, the note and deposits index rose from its tempo-
rary low of 123 in October to & maximum of 131 in December, 1931
and February, 1932.

The inevitable result of inereased velocity and quantity of
central-hank notes and deposits was a pronouneed upward sweep
in the Austrian sensitive-price index, beginning in September, 1031,
Fig, 3 shows its departure from the downward course of world gold
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prices as typified by the United States.! We shall return later to
the data in Figs. 1 and 3 for an explanation of the eventual devalu-
ation of the Schilling by 22 per cent; at present we note that price
equilibrium with gold eountries such as America persisted until
September, 1931, but that thereafter the official parity quotations
on the Schilling were maintained in the teeth of a decidedly adverse
turn in purchasing power parity.

At this juncture questions naturally arise as to whether Austria
had anything to gain by introducing exchange eontrol in October,
1931, and if so, whether the control should not have been applied
much earlier. T do not believe it can be seriously doubted that a
government’s decision to support the banking system is necessary
Lo prevent wholesale financial demoralization,? and that for Aus-
tria. this decision inevitably involved sacrificing the monctary
standard, unless foreign loans had been fortheoming quite beyond
the bounds of probability in 1931. With these considerations as
data, the authorities might simply have let the Schilling “find its
level” or have devalued by an incisive step shortly after the Credit
Anstalt crisis. Against this course, however, stood three important
obstacles: the popular tendency to identify devalualion with
inflation, the burden of foreign debts, and the impessibility of
foreseeing a continugnce of world deflation. Coneerning the first,
it is imperative to recall (1} that England had not yet given her
demonstration of the practical feasibility of cutting loose from gold
without inflation, and (2) that the Austrian people consequently
associated devaluation with the post-war inflations. Less conclu-
sive, but still important, was the per-capita foreign indebtedness of
476 Schillings, substantially less than Hungary’s 766 Schillings bus
approximately equal to that of Germany or Rumania. Devalua-
tion would have aggravaied not only the real burden of debts in
foreign currencies, but also the difficulty of eoming to an under-
standing with foreign creditors, Finally, the conversion of
Credit Anstalt deposits into central bank and government obliga-
tions did not per se mean inflation, but only the erystaliizing of the
eredit volume against downward revision. Who in October, 1931,

L. Experience with these two series has indicated to the Austrian Cycle
Research Institute that closest conformity through a number of previous years
is obtained when the Austrian scries is advanced by four months. A normal
divergence of 25-30 per cent of the Austrian curve above the American is

eliminated by redyucing both ta 106 in June, 1831.
2. Thus Wilhelm Ripke also: Criscs and Cycles (London, 1936}, p. 8, n. 6.
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could have foreseen a fall in the international price-level in
the immediate future, to say nothing of a continued decline for
two or three years to come?
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*0. L1 K., Jhrg. 7, Nr. 4, p. 65, The time basis for Austria sppears at
the top, for America at the bottom, of the diagram. For statistics, ef. pp. 353-
355, below.

Another course would have been an attempt to maintain the
gold Schilling by deflation. To cope with the panic psychology of
a capital flight, sharp and rapid contraction of eradit is requisite,
with a successful outcome by no means assured. It iz diffieult to
believe that credit could have been substantially reduced. Dr.
Viktor Bloch called the attention of the Withrungsenquéte in April,
1932, to the fact that of 850,000,000 Schillings in National Bank
loans nearly 700,000,000 Schillings direatly or indirecily represented
frozen Credit Anstalt assets, leaving & maximum of 150,000,000
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Schillings which could be affected by the rediscount rate. Though
commercial banks would have had to follow this rate, a large por-
tion of their loan portfolios, in turn, were illiquid. Precisely this
general condition is recegnized by these who say that the cost of
salvaging the Credit Anstalt was the gold Bchilling, although the
game persons inconsistently upbraid the National Bank for not
deflating.

Perhaps even mare momentous were the purely political con-
siderations. The Social Demoeratic Party emerged from the
elections in November, 1930, with unbroken strength, but the
cohesion of the Government's majority was seriously affected,
especially later through the ill-starred attempt to establish a
Customs Union with Germany. The collapse of the Credit Anstalt
virtually put the Government at the mercy of the socialists, and
the Buresch cabinet had to cobrdinate its policy with the wishes
of the Lefi.

The Sccial Democratic Party took a firm stand against any
devaluation of the Schilling. For the masses of the Austrian elee-
torate and even for many leaders of the party! devaluation and
inflation were identical notions, and the party, accountable to its
voters, never could, at least openly, pursue such a policy. On the
other hand, the implications of a persistently deflationary policy
were even less aceeptable; together with the trade unions the party
firmly rejected any policy which would inerease the pressure on
wages and salaries or which would decrease the part of costs of
production caused by social legislation? As early as June, 1931, in
confidentizl meetings of the party, its leaders eited the warning
example of Germany where, as they said, the deflation policy of
the Briining Government supported by the German Social Demao-
crats would “‘cost the latter thirty seats at the next election.’

In their attitude towards the Credit Anstalt problem the
socialists were guided first and foremost by the desire to maintain
at any price! employment in the industrial concerns owned by the
Bank. Tn place of lowering costs of production, they urged the

1. Cf. Speech of Otto Bauer in Protokoll des sozialdemokratischen
Parteitages. Abgehalten vom 13 bis 15 November, 1931 (Vienna, 1931), p. 22.

2. The aggregate “social burden’ was estimated at 25 per cent of wages
and salaries, Die Industrie, vol. 33, No. 8, p. 7.

3. Pertinax, Oesterreich 1934, (Zurich, 1934}, p. 163.

4, Walter I'edern, “Der Zusaommenbruch der #sterreichischer Credit-
Anstalt,” Archiv fiir Sozialwissenschaft und Sozialpolitik, vol. 67, p. 427,
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Government to restore the viability of this large part of Austrian
industry by caneelling the heavy loans these undertakings had
obtained from the Credit Anstalt;! and they continually demanded
a reduction of the National Banlk’s rate of diseount. It was in the
main beeause of the socialist opposition that the National Bank
did not raise its rate immediately after the failure of the Credit
Anstalt. In the general panic precipitated by sterling devaluation,
the socialists did, indeed, vote for a law which reduced the salaries
of eivil servants and railroad employees and imposed additional
taxes on wages and salaries.® But even thiz shy attempt to pursue
a policy similar to that adopted by the German Sceial Democrats
aroused deep distrust amongst the party’s membership and
represented the last concession politically possible. Under these
circumstances introduction of exchange control was the only
alternative left, and the socialists readily gave their votes for the
Constitutional Aect of October 8, 1931, which created the legal
basis for subsequent exchange control by cabinet decree. How the
introduction of exchange control at an earlier point — for example,
on May 8 when the Credit Anstalt failed, or on the occasion of the
Danat Bank closing and the adoption of control by Germany on
July 13 — would have altered the course of events belongs to the
realm of pure guesswork. Since the primary purpose of introducing
exchange control is to meet an emergency, the measure should
have been adopted at one of these junctures, if ever. The great
benefit would have been to preserve devisen reserves against a
capital flight. This might have permitted an orderly devaluation
in September along with the pound, and probably an immediate
return to free payments. On the other hand, the device would have
irritated Austria’s creditors and possibly have delayed the agree-
ments beyond even their tardy consummation as things were.
The actual occasion for introducing exchange control was
England’s departure from the gold standard and the further
encircling of Austria by control countries. To Germany and Huyn-
gary were added Czechoslovakia on October 2, and Jugoslavia on
October 7, accounting together for 42 per cent of Austria’s exports
and 52 per cent of her imports. Those countries which absorbed
half her exports without paying in devisen were the very ones from
1. Cf. the “Economic Program of the Social Democratic Party”: Jahr-

buch der ésterreichischen Arbeiterbewegung 1931 (Vienna, 1032), p. 21.
2. Budget Sanierungs-Gesetz, October 3, 1931, BGBL204.
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which Austria had to derive her raw materials. Furthermore,
although the Credit Anstalt arrangement in June and the Bruins
agreement in August prevented the withdrawal of 750,000,000
Schillings of short-term capital, there remained not only an anngal
debt service on all categories exceeding 450,000,000 Schillings, but
also the possibility of an indefinite flight of domestic capital,

The League representative in Austria, Mr. Rost van Ton-
ningen, appraising the adoption of exchange control, concluded that
“No other step could be taken if the foreign exchange necessary . . .
for raw materials and foodstuffs and for meeting the foreign lia-
bilities of Austria was to be secured.”” Dr, Viktor Kienbéck, the
governor of the National Bank subsequently responsible for the
virtual abolition of exchange control, regarded its introduction as
a means of coping with the loss of confidence attending the
underwriting of the Credit Anstalt.? Probably the final resort to
exchange control was unavoidable. Even so, the benefits deriv-
able from control do not seem to have warranted adhereniee to the
old gold parity. Had Austria followed the sterling bloc, and had
its exchange control been really effective, the same ends would
have been achieved as actually were realized after much fumbling
and disturbanec to trade. Certainly it was hopeless to attempt to
preserve the old parity of the Schilling with the central bank nearly
denuded of reserves and saddled with 2 mass of frozen assets, with
gold prices everywhere declining, and with a National Bank
management which permitted cven an absolute increase of its
credit after the official proclamation of exchange control.

TeE ATTEMPT AT FuLt MonoroLy, OcTOBER, 1931
T0 FEBRUARY, 1032

‘To anyone uninitiated into the hazards of exchange eontrol,
the First Devisen Act of October 9 would appear to insure an
entirely adequate apparatus for the regulation of foreign payments,
The National Bank was empowered to monopolize devisen dealings,
to set the rate of exchange (publication of other quotations being
forbidden), and to ration out devisen according toits own judgment
without legal recourse on the part of private persons. Its consent

1. League of Nations: Quarterly Reports on the Dinsncial Positien of
Austria (cited here under the suthor's name); Rost van Tonningen: First
Quarterly Report (Javuary 12, 1932}, p. 10.

2. Mitteilungen des Verbandes osterreichischer Banken und Banlkiers,
Bd. XVI, Nr_ 12, p. 3258,
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was neacssary not only to transfer abroad foreign and domestic
means of payment of all categories, including deposit books and
deposit receipts, but also for a bank or even for a private firm to
credit & foreigner's account on its own books, Foreign means of
payment and bank accounts had to be registered and offered for
sale to the National Bank within eight, days, if their total exceeded
1,000 Schillings, orif their total subsequently reached 500 Schillings.
Anyone exporting goods to a value exceeding 200 Schillings was
obliged to inform the Bank of the payment conditions, and upon
its requirement to deposit a sum immediately as a guarantee that
devisen proceeds of exports would be duly surrendered. An excep-
tion was made for sales in terms of Schillings against foreigners’
Schilling accounts in Austria. Offieial approval of the Bank was
required also for lending or borrowing abroad or for making pay-
mernts of prineipal, interest, dividends, ete. abroad in foreign money.
Finally, the National Bank was granted access to ail business book-
keeping and correspondence; and extreme penalties were enacted
—a maximum 250,000 Schillings fine for the first offense and
double this sum and imprisonment up to five years for the second
offense, Any bank violating the statute might have its charter
revoked.

No sooner was the legislation enacied than its defects began
to appear: on the one hand an intolerable severity, and on the other
the possibility of legal and illegal evasions. Three days after the
act was promulgated, exporters and transit firms received authority
to retain dovisen necessary for purchasing raw materials and goods
for re-export, though documented accounts of all such transactions
had to be rendered the National Bank. Furthermore, foreign
balances of insurance companies and banks for correspondent pur-
poses were released by decree on October 15, Minor amendments
were incorporated into a Second Devisen Act passed on October 16;
and on November 18 there was promulgated a Third Act designed
to strengthen the hand of the National Bank. The law failed
signally, however, to stop evasion through purchase of foreign
securities and through export against Schilling accounts of foreign-
ers. The first law had made obligatory the sale to the Bank of
foreign balances with credit institutions only; now the obligation
wes extended to foreign balances with any ageney, A further
clause prohibited the sale of domestic gold and silver currency at a
price exceeding its nominal value.
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The final legislation, the Fourth Devisen Act of January 4,
1932, explicitly limited exports against foreigners’ Schilling
deposits to accounts which originated before October 9 or were
especlally designated as “free’” by the National Bank. The bare
legal framework of exchange control as evolved in the four Devisen
Acts was complemented by intricate administrative measures.
Under the anthority of these laws, the Austrian National Bank
concluded clearing agreements with Hungary, Ttaly, Switzerland
and Jugoslavia in the four months of attempted government
monopoly prior to February, 1932. Simultancously a system was
being slowly and haltingly worked out for the rationing of devisen.!

1. With the majority of exchange control countries, the Austrian authori-
ties attempted to lighten the task of the central bank itself through two
devices — a certificate system, and a preliminary examination of demanda for
devisen, both with the coéperation of the Chamber of Commeree. Immediately
after the First Devisen Law the National Bank empowered the Chamber to
grant to exporiers of known standing certificates or attestations which permit-
ted them to retain devisen proceeds for essential imported raw materials. The
system seems to have been administered with too open a hand; on January 9,
1932, & census revealed 1,700 licensed firms, and the Bank was moved to a
vigorous reduction of their numbers,

Although the imposition of exchange control had been impending for
several weeks by the time of its actual adoption, the National Bank, caught
without provision for its heavy duties, eould attend to only a mere fraction of
the aprlications for devisen. A first step in simplifying matters was the complete
stoppage of rationing for certain import categories. The Bank also fostered a
system of Advisory Counecils, the first one heing ereated for the shoe and
leather industry on QOctober 28 subsequently there were extensions to metals,
wood, resin, and glass. Although the Councils were designed to represent and
adjust the divergent interests of manufacture, trads, and commerce, they
functioned poorly and had to be supplanted by another system.

As early as November 15 there were established in the Austrian National
Bank twelve administrative divisions, corresponding to an equal number of
important groups of industries, for the alloeation of devisen. At first these
divisions attempted to ecarry on the work in the Bank alone, but by the
end of November the task of dividing out this allowance amongst individual
applicants was left to complementary agencies called Vorpriafungsstellen,
These preliminary examination boards were not fully established before the
really active pericd of eontrol terminated. The first one, organized on Novem.-
ber 30, controlled bread-cereals and fodder; and during December and January
similar units were created for industrial raw materials, fertilizers and textiles.
One unit existed quite outside the Chamber of Commerce—the Vorpriifungs-
stelle in the Ministry of Agricutture. Its isolated position gave rise to recrimi-
nations, because in the later developments, when industry generally had to
purchase devisen at the free market price, farming interests still received sub-
stantial rations of exchange at the official par. [Of. Arbeiter Zeitung, June 21,
1932; Neues Wiener Tagblatt, November 28, 1932.) The impression prevails
even with high authorities in the Bank and the Ministries that allocation pro-
ceeded in ali quarters by high-handed and arbitrary methods.
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Tue Erficacy oF CONTROL

Despite the beavy administrative apparalus, the attempt
between October 9 and early February to make government con-
trol of exchange effective began unpropitiously and ended in fiasco
because of widespread evasion, illegal and legal. Black market
dealings in exchange flourished at all times in the Vienna cafés.
Notwithstanding all prohibitions, a lively traffic in domestic cur-
rency sprang up in the Austrian border villages, and the National
Bank withdrew the issue of 1,000 Schilling notes (cf. Fig. 2, p. 32)
which had facilitated smuggling. Illegal, also, but widespread, was
the practice of having foreign sellers bill the Austrian importer for
a spuriously large amount, subsequently utilized as an excessive
claim for devisen alloeation. A favorite device, utilized extensively
until as late as 1937, was to arrange to be billed for an import {.0.b.
the foreign city of origin, whereas actually the importer had really
to pay only fo.b. Ausirian border. Another ruse, even more
extreme, was to induce foreign firms to send to Vienna their
printed blanks for billing custemers, or even to found in a foreign
city a holding company to originate billings for goods which had
never been imported. Firms within Austria enjoying the privilege
of retaining export proceeds for the purpose of imperting raw
materials for re-export or for fabrication and re-export used
receipted import-duty bills in conjunction with these spurious
billings to secure devisen allocations which could then be applied
to capital fight. During the period following the Third Devisen
Act, when exports against payments in blocked Schillings were
commenly thought to be legalized, exporters drew bills upon
foreign purchasers for payment in blocked Schillings, secretly
arranging for payment in devisen, which thus eseaped control,

It is surprising, however, that illegal evasion should have been
resorted to at all, in view of the many possibilities within the law.
Most important amongst these were the so-called “export agzinst
Schillings” and the purchase of foreign securities. Both these modes
of cvasion were facilitated by the anomalous position of legal
trustees under the Devizen Acts. On a slightly different level were
the virtual evasions through purchasing goods on credit and through
the clearing system.

The question of “‘exports against Schillings,” 7.e. whether
Austrian producers should be permitted to sell for payment, not
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in devisen, but merely in Schillings transferred from the otherwise
frozen account of a foreigner in an Austrian bank, was hotly
mooted in the press. Comimercial organizations, on the one hand,
maintained that the export industries could sell at competitive
prices abroad only by accepting the {depreciated) blocked Schil-
lings in payment, and they peinted to a further gain in this reduc-
tion of Austria’s commercial indebtedness.! Officials of the Bank,
on the other hand, maintained that the practice simply removed
the control of Imperts from their hands and permitted a speculative
market on blocked Schillings abroad, a market said to be narrow
and subject to disastrous price declines from small decreases in
demand. To the degree that blocked Schillings were accepted in
payment of exports, the inflow of free devisen to the Bank was eut
off. Furthermore, the officials and their supporters argued, when
exchange control was imminent many Austrians had transferred
their bank accounts to foreigners in order to be able to send funds
out of the country later. To permit their utilization now for exports
would be to complete the intended capital Right by means of real
goods.

What the spirited journal discussions apparently missed was
that this question invelved not simply a particular practice but
the whole matter of exehange control. The advantages to exporters
cited by propoments of “export against Schillings” were real
enough; but, after all, the “advantage” of reducing the commereial
debt was precisely what exchange control was designed to prevent.
President Kienbock pointed out that he later permitted this mode
of payment merely as one way of withdrawing from the system. So
long as exchange eontrol was to be enforced, however, it is clear
that the National Bank was right in opposing “exports agzinst
Schillings."?

1. Cf. the Sofortprogram of the Chamher of Commerce of Vienns in its
Geschaftsbericht tiber den Monat Mirz, 1932; also the demands of the two
leading industrial and commercial crganizations in Austriz wx the Neue Froie
Presse, February 6, 1932.

2. Execution of this decision was seriously crippled by two defeels in the
Devisen Ordinances. For one thing, whereas the First Devisen Act (Bec. 5)
authorized the Nativnal Bank to require of exporters a promise under oath to
deliver export proceeds, if payment were taken in foreign devisen, o mere notifi-
cation of the Bank by the exporter was sufficient, if payment were taken in
foreigners’ free Schilling deposits, But Section 5 of the Third Devisen Act
(November 18) omitted mention even of the notificution: this cireumstance led

to the popular impression that the bars had been let down to “export againat
Schillings,” though the omission was really a “joker” perpetrated by interests
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Another peculiarity in ihe ordinances was that only credit
institutions were probibited from transferring foreigners’ zecounts
to others without the permission of the Bank. Until the Fourth
Devisen Act expressly extended the prohibition to all agents,
hundreds of attorneys drove a lucrative business with impunity by
acting as trustees for forcigners and transferring accounts 1o
third parties.

A second main channel of legal cvasion was the purchase from
abroad of internationally traded securities. Under the exchange
preseriptions, the seller of a foreign security outside Austria could
be paid in “inland’”’ or bloeked Schillings, and these sums could
legally be invested in domestic securities, real estate, or by per-
mission be applied to exports. To the degree that blocked Schil-
lings were actually utilized by foreigners there could be no damage
to the forcign value of the Schilling, aside from eases in which the
foreign purchaser would otherwise have taken the Austrian
goods or titles even for payment in free devisen. If, however, the
procecds of the sale were simply left in blocked accounts, their
growing magnitude drove down quotations on these Schillings to
lower and lower levels.

By the end of October, 1931, the Vienna quotations on Austrisn
League of Nations bonds and the International Federal Loan stood
20 per cent above the foreign quotations. A heated discussion arose
in the pross as to the desirability of following Czechoslovakia,
Germany, and Hungary in requiring the sale of privately held
securities to the government. The proposal was stigmatized as a
squandering of the national wealth, especially, it was said, as Aus-
trians held a much higher proportion of their wealth in foreign
securities {han the nationals of other exchange control countries.
Actually the proposal was not incorporated into the Third Devisen
Act as the public bad feared, and even the Fourth Devisen Act
prohibited merely the acceptance of foreign securities in payment
for exports. The purchase of foreign securities continued to be a

opposed to the control system. A reduction of foreigners® Schilling deposits by
29,000,000 Schiilings from November 30, until the Fourth Devisen Act defi-
nitely coneluded the practice for the time being, explains fullv one-seventh of
the adverse balance on capital account during this inferval. The figure of
29,000.000 Schillings actually includes the four months period from November
30, 1931, to March 31, 1932. Cf. Rost van Tonningen, Fourth Quarterly
Report {November 30, 1932}, p. 9. It is fair to sssume, however, that most of
it is accouated for in the limits given ahove.
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maode of capital fight long after exchange control in other respects
had been abolished, and not until April 5, 1933, did the Finance
Ministry prohibit dealings in certain Swiss railway bonds which
bad become favorites. By this time the practice had become so
deeply imbedded that the demand simply switched over to Swiss
stocks, English consols, and various war loans! The proposal to
prohibib purchases of foreign securities, or to end the practice by
compulsory sale to the government was a logical complement to the
compulsory sale of devisen. The failure of the Austrian devisen acts
to embrace this category of international credit instruments
resulted in a direct channel of capital flight.

Besides these types of evasion in a strict sense, the existenca
of clearing agreements and the praclice of selling to Austrians on
credit operated to remove control over imports from the Natianal
Bank. It may, of course, be argued that even “‘superflucus’
imports derived in either way do not make any current claim upon
devisen. Nevertheless, since clearing balances have eventually to
be met, and since forcign short-term eredits come eventually to
an end, such imports represent an eventual burden upon the coun-
try’s exporting and paying eapacity. The Austrian Institute for
Business Cycle Research estimated sales on credit from October,
1931, to April, 1932, at 200,000,000 Schillings, or nearly half the
total excess of imparts over exports of 417,700,000 Schillings in
the same period.

The net result of the late intreduction of exchange control
and the lax administration and evasion of the law was its almost
complete fzilure to secure the devisen yiclded by exports. When
toward the middie of November, 1931, the National Bank pub-
lished returns for the first month of control, it transpired that
devisen receipts had amounted to 86,000,000 Schillings, of which
65,000,000 Schillings came from stocks of devisen already in private
hands on Ociober 9 and surrendered in conformity with the
requirement. Only 20,000,000 Schillings had been produced by the
flow of exports, although their total had aggregated more than
100,000,000 Schillings in that menth. The discrepancy of 80,000,
000 Schillings was partly accounted for by legal exemptions for raw
material imports under the certificate system. Furthermore, the
owners of certificates often obligingly handed over their receipted
custems bills, as evidence of actual importation of raw materials,

1, Die Borse, June 29, 1933
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to persons desirous of documenting a claim to devisen allocation,
perhaps only for purposes of exporting capital. Inasmuch as
imports of raw materials amounted to only about 30,000,000
Schillings, and not even all of this was covered by certificates, it is
clear that a minimum of 50 per cent with the probability of some-
thing approaching 65 per cent of devisen receips legally or illegally
evaded control! The result was that even by the end of the first
week in November allocations of exchange did noi exceed 3-4
per cent of demand.®

CLEARING AGREEMENTS IN THE PERIOD OF ATTEMPTED MONOPOLY

The history of Austrian clearing falls into two phases, the
first extending from late December, 1931, to the spring of 1932,
the second extending to March, 1938. During the former phase,
while Austria imposed sharp restrictions on all foreign payments,
the introduction of clearings proceeded on foreign initiative;
whereas in the latter period, while Austria relaxed exchange con-
tral, she was forced to rely upon clearings to secure payment for
exports to control countries. Another very significant difference
between the two episodes of elearing was the use of gold par in the
former and a rate approaching free market quotations on the
Sehillivg in the second. The Austrian attitude itself underwent a
complete reversal. The earlier president of the National Bank,
Dr. Reisch, had enthusiastically supported clearings at & eonfer-
ence spensored by the Bank for International Settlements in
Prague on November 2 and 3, 1931; by the end of December, he
announced with evident satisfaction, that ten agreements were

1. Der csterreichische Volkewirt, November 12, 1931, pp. 181-182.

2. On Japuary 1, 1932, the Bapk reported as follows upon the period
October 9 to December 31, 1931: devisen received, 185,300,000 Schillings;
devisen paid out —for the state debt apd government needs, 53,600,000
Schillings; for the serviee of other loans, 13,900,000 Schillings; for tommercial
purpases, 109,300,000 Schillings; a total of 176,800,000 Schillings. (Cf. Rost
van Tonningen, Mecond Quarterly Report, May 2, 1932, p. 10.) The total
receipts of 185,000,000 Schillings represent not oculy the entire devisen yield
from 280,000,000 Schillings exports, but also from the compulsory sale of
existing stacks at the outset! By the end of January, 1932, alloeations emounted
to 1-1L4 per cent of demand. The fact that the first four weeks of control
produced 85,000,000 Schillings in devisen receipts, whereas the next eight weeks
yielded only 99,000,000 Schillings, is explained by the absorption of stocks in
the earlier period and by the growth of “export against Schillings” in the
second
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completed or in process of formulation.! But his suceessor, Dr.
Kienbtick, regarded clearings as a defensive instrument only, and
proceeded to hiquidate the agreements with free exchange countries
as fast as Austria herself could reduce the obstacles to international
payments.?

During the first peried the National Bank put into operation
agreements with Switzerland on December 11, Hungary on Decem-
ber 14, 1931, Italy on January 10, and Jugoeslavia on January 20,
1932, The French clearing initiated on May 1 has also to be
ineluded with the earlier agreements by virtue of the par Schilling
rate. In general these clearings followed the pattern of the Swiss
agreement, which was the first of its kind anywhere; but they did
not include its provision that one-third of the Austrian procceds
had to be applied to the service of non-commercial debts. The
Hungarian elearing was peculiar in that, wheat exports to Austria
being paid for in free devisen and the pengd and Schilling being
about equally depreciated in terms of gold, payments approxi-
mately balanced off throughout this period and indeed, with oecca-
sional inequalities, through June, 1935, This clearing must there-
fore be excepted from the following generalizations.

No sooncr had these early agreements been pui into force
than their perverse effects began to appear: the overvaluation of
the Schilling sharply reduced exports and stimulated imports,
and the National Bank automatically lost control of imports.
As Dr. Robert Breza bas pointed out® instead of essential raw
materials for domestic eonsumption or fabrication and re-export,
Italian fruits and early vegetables and Swiss clocks came into the
country. Since clearing stopped the flow of devisen to exporters,
they lost the benefits of certificates permitting retention of devisen
for imperted raw materials; they hkad therefore to depend on the
meager Bank alloeations. Austria was caught between the upper
and nether millstones: exports to Switzerland and Italy, which
had formerly brought in devisen on belance, now resulted only in
franc and lira clearing balances, whereas with Hungary it was
necessary to pay for the indispensable wheat imports with devisen.
Furthermore, Austrian exporters had every reason to attempt to
obtain payment oulside the clearing with free curtency countries

1. Die Birse, December 24, 1931,
2. Kienbiek, op. cit., p, 385.
3. Neues Wiener Fagblatt, December 25, 1931,
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such as Bwitzerland and France, while Austrian imparters from
weak currency countrics profited by wfilizing the clearing. In
consequence the clearing balance took an even more unfavorable
turn than the balance of trade.

In January and February, 1932, exports dwindled to an unprec-
edented low level of 61,000,000 Schillings and 66,000,000 Schil-
lings; during the first quarter of the year gold and devisen reserves
fell from 318,000,000 to 215,000,000 Schillings. Unliquidated
clearing balances with partner countries mounted meanwhile to
such appalling sums with the Austrian National Bank that the
whole system had graduafly to be recast. On March 10, Austria
denounced both the Swiss and Talian agreements, upon which
balances of 9,000,000 and 19,000,000 Schillings had accumulated;
and on March 22 Jugeslavia denounced ihe existing agreement,
though a renewal carried on the old parity clearing until Oetober 5,
with an accumulation of 10,000,000 Schillings against Austria.
The French clearing represented a distinet anomaly in being intro-
duced on May 1 with the parity rate; it persisted, however, until
June 17, 1933, with an unfavorable balance to Austria of 16,000,000
Behillings. At the end of 1932 the total of Austrian short-term
comnmereial debts had risen by 100,000,000 Schillings, largely
through adverse clearing bglances.!

Eixcept in one case the liquidation of these balances proceeded
painfully and with numercus bickerings as to rapidity of payment
and rates of exchange applicable to old debts. The introduction
of 2 12 per cent premium on Sehillings in Jugeslavia between
October 5, 1932, when this couniry denounced the elearing, and
October 20, when the agreement actually ceased, ensbled the
Austrian National Bank to pay its entire debt within the fortnight.
In all cases the repayment had to be effected by a retroactive levy
upcn Austrian importers who had utilized the clearing during the
period when the indebtedness accunnlated. Nos until May, 1933,
was the Swiss balance liquidated; and the process continued until
September, 1933, and February, 1934, respectively, for the Ttalian
and French balances. Liquidated eclearing agreements were not
renewed during the remainder of Austria’s independent existence;
and after the spring of 1932 the clearings — restricted 1o countries
with exchange eontrol—proceeded, with the exception of Hungary,
until late in 1935, on the free market value of the Schilling.

L. Osear Morgenstern in the Londen Times, July 20, 1937, p. 18.
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How Avustaia EscarEp FROM Excmance CoNTROL:
FEBRUARY, 1932-May, 1935

Austria’s withdrawal from all but rudimentary exchange con-
trol constitutes a unique chapter in monetary history. The eventual
official recognition of Schilling depreciation, which bad always been
contemplated as a calamity, scarcely aroused a word of comment
even in financial cireles, and the general public remained happily
ignorant of the fact. IHow this eould be is explzined by two cir-
cumstances — the general decline of world gold prices, which per-
mitted virtual devaluation without an ahsolute rise in domestic
prices; and, secondly, the gradual and adroit adoption of the new
currency basis by the National Bank under Dr. Viktor Kienbock.
At his suceession to the presidency of the Bank on February 5,
1932, the allocation of devisen was approaching zero as a limit, and
the trade balance kad become extremely passive. The first subtle
approach to liberating payments began with the Bank’s permitting
Austrian exporters of wood produets, including lumber, paper,
pastebozard, and cellulose, to sell their devisen at rates privately
agreed upon to importers of mineral oils. Exports of the eate-
gories mentioned languished because pound-sterling devaluation
had cut off important markets; on the other hand, imports of
mineral oil could easily bear the higher rate on devisen because
there was no competing domestic production. Another commadity
showing substantial importers’ profits was oleomargarine, and this
the National Bank paired off with butter, which likke wood products
could legitimately be assumed to embody a weak “comparative
advantage.”

The eoupling of specific exports and imports came by degrees
to be extended further —to hats and leather exports against
imports of grain and fodder, pharmaccutical products, and textile
raw materials. In Austria, however, contrary to the later practice
in Hungary, exchange rates in these cases were never determined
by the National Bank, but solely by pairs of contracting parties.
Consequently the quasi-free market in Vienna was always desig-
nated as “private clearing.” It should not be imagined that this
market, particularly in its beginning stages, gave free rein to
competitive forces. For many months the express permission of
the National Bank was necessary for each single transaction, with
the result that small traders found themselves relatively handi-
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capped. In all eases the commeodity prices had to include, besides
fairly high commission fees, & premiwm for the risk of not securing
official permission. Egually important was the “raw-material
quota,” a requirement that even when admitted to private clsar-
ing, the exporter should surrender to the National Bank at its
official price a certain pereentage of his devisen, at first really, later
on only ostensibly, to permit the Bank to continue certain alloca-
tions of devisen at par for “indispensable’” imports. The quota was
levied differentially amongst various eategories of exports accord-
ing to country of destination and the Bank's estimate of profit
margins. Until fate in 1932 the fiction was maintained that an
export had to be "additional” to be eligible for admission to
private clearing; and, finally, only transactions involving visible
exports and imports could be admitted at all. As might he expected,
the isclated pairing of exporters and importers, the differential
charaeter of the “raw-material quota,”” and the delays and restrie-
tions involved in official permission resulted at first in a welter of
guotations for one and the same foreign money.

The advent of private clearing also opened channels of evasion
of exchange control generally. Raw materials could be imported
for certain industrial purposes duty free. With the custom papers
in hand, an importer could secure permission to purchase foreign
devisen on the private clearing to satisfy his foreign creditor. There-
after nothing prevented his also re-exporting the raw material and
securing foreign devisen a second time, which could then be used
10 export capital.

Once begun, the relief to exporters and importers through the
private clearing sufficed to insure its increase and elaboration.
The Austrian National Bank on July 17, 1932, designated the
Wiener Giro- und Kassenverein, a bankers' organization which
had long existed as a clearing center for bank balances and a
depository for securities, as the official agency for private clearing,
From this point forward, as the statistics show, the turnover of
private clearings grew steadily until, toward the middle of 1933, it
reached a level set by the visible trade of Austria minus payments

ToeNovER 0N THE Private CLEARING
(Million Schillings)
Jan, Feb, Mar. Apr. May Juos July Aug Sept. Oct, Nov. Deo.
1932 56.8 90.0102.3130.7119.3
1932 113.6110.6 164.8 159.1 204.5 181.8 187.5 164.8 187.5 227.3 244.3 204.5
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escaping control or passing over the remaining clearing and com-
pensation agreements. Circumstances combining to produce this
evolution were four: the termination of clearing agreements
belonging to the “first period”; the attenuation of devisen rations
by the Bank and its designation of further items of payments to
be covered in private clearing; the reduction, eventually to zero,
of the raw material quota; and, finally, the progressive liquidation
of frozen aceounts, so that virtually all payments passed over the
free market.

The accompanying table reveals not only the striking fact
that from October, 1931, to December, 1932, nearly 70 per cent
of all imports were either purchased on credit or withdrawn from
central bank control through evading the official channels of pay-
ment, but also that by October, 1932, the allocation of devisen
had reached negligible proportions. During the course of that
month allocations for agricultural imports such as fodder, seed,
and wheat, beside raw material for textile manufacture, were
stopped. With the decree that foreign exchange for purposes of
travel abroad after November 21, 1932, should be derived from the

AvusTRIAN IMPORTS AND AUTHORIZED IMPORT PayMexTs*

Allpeations
Granted by Settled by
National
Bank for - Imports
Period Importa to
and Sundry  Inter-State Private Sehilling Austria
Commercial Clearing Clearing Compensation
Purpones
(in millions of Schillings)
1931:
October-December 108.4 0.4 — — 332.7
(December
1932: only)
January-Mareh 79.4 33.8 } . { 394.6
April-June 447 424 Estimates 50 { g6,
July-Septemher 233 39.1 18 (From 12 3121
July 17)
Oetober 34 20.1 9 11 107.3
November 0.8 18.5 11 10 103.5
December 0.5 14.5 14 12 117.—
Total 260.5 173.8 52 45 1,736.2

* Payments abroad converted at parity rates, including payments effested by the National
Bank in foreign exchange under the Jugoslav clearing, “Old Debts' mecount, and under the
Hungarian clearing, “Wheat” account; excluding payments under the Bulgatian and Greck
tobaceo clearings, and for the debt service of the Swiss clearing. This table is reproduced from
Rost van Tonningen, Fifth Quarterly Report {February 24, 1933), p. 8.



50 EXCHANGE CONTROL IN CENTRAL EUROPE

private clearing market, allocations for all private purposes ceased.
Meanwhile, because of the violent protests of the export interests,
the “‘raw-material quota,” which had stoed as high as 40 per cent
and even normally had varied from 20 to 15 per cent, was reduced
to 12 per cent. On December & the final step in this direction was
taken with the complete abolition of the quota.

Austrian fmporters still had to pay extra amounts over the
clearing rates in order to liquidate the adverse balances with
Franee, Italy, Rumania and Switzerland. Not until April 6, 1633,
did the National Bank formally suspend its right to pass on trans-
actions to be admitted to private clearings; the same decree also
terminated the formal obligation of Austrian citizens to surrender
devisen to the Bank at its official price. This eliminated an anomaly
which had persisted from the end of the “raw-material quota,”
namely, that whereas ordinary exporters received the free market
value for their devisen, the low official price was still applied to
devisen received by authors, patent possessors, annuitants, and
dependents,

Intimately associated with the disappearance of devisen
rationing, compulsory sale of devisen, and the “raw-material
quota,” were two other processes contributing to the slow eva-
nescence of exchange control in Austria — the liberation of cer-
tain frozen accounts, and the cautious and piccemes! official
recognition of devaluation, The new Bank regime, in rceogniz-
ing that future stability of the Schilling conld be jeopardized by
the presence of Austrian Sperrkonti on foreign markets, immedi-
ately took steps toward their liquidation. On March 9 the banks
were authorized to honor drafts against frozen accounts up to
1,000 Schillings monthly for each owner for travel in Austria,
On April 22 all blocked accounts — estimated at 10,000,000-
12,000,000 Schillings — accumulated between October 12 and
December 3, 1931, were converted into *‘free™ accounts, applicabls
to a variety of domestic uses and to exports. The measures of
May 2, 18, and 25, June 22, 1932, and January 21, 1938, liberal-
ized the use of blocked accounts for travel in Austria. Blanket
permission to recelve payment for export in Schillings, regardless
of date of contract and ocurrency originally stipulated, was
extended on October 20, 1932, provided that (1) 12 per cent of the
bill was paid in foreign devisen; (2) the payment was for commenr-
cial purposes, and (3) the export proceeded to the country where
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the account was owned. The export stimulus of this measure was
somewhat dampened by the 12 per cent “raw-material quota”;
but six weeks later, as we have seen, it too was removed, The
monthly reductions of foreigners’ Schilling accounts in conse-
quence of these measures can be traced in the following figures:

CrANGES IN FOREIGNERS' ScHILLING AccounTs*
(In Millions of Schillings)

(Ertimates)
Free Inland Blocked Schilling

From To Schilling Accounts Accounts

Nov. 30, 1931 Mar. 31,1932, ., ..., —29.0 + 21
Mar. 31, 1932 June 30, 1932. .. .. —-11.3 —~14.0
June 30,1082  July 31,1933 .. ..., — 490 — 1D
July 31, 1932 Aug. 31,1932, ...... - 2.5 o~ 43
Aug. 31, 1932 Sept. 30, 1932, .. ... - 12 + 08
—43.0 —16.4

* Rost van Tonningen, Fourth Quarterly Report (November 30, 1932), p. Y. Cumulative
figures have not been made i“bhc' and the monthly statistics given do not include aceounta
with other agencies than banka.

The manifold and practically {ree uses of blocked Schillings are
reflecied in the fuct that by June, 1934, their quotation on the
Zurich market stood at 55 for 100 Swiss francs, while ordinary
Schilling exchange stood at 56-57.

By the end of 1932 the most rigorous features of exchange
control had vanished: ordinary trade proceeded entirely over the
private clearing, the early gold-parity clearings were being liqui-
dated, compulsory sale and the rationing of devisen were both in a
state of desuetude, and the frozen accounts were being rapidly
reduced. Why, then, was exchange control not completely
abolished? Beside several reasons to be examined later, two
appeared with particular cogency. To permit & small handful of
directly concerned traders to deal in paper Schillings at a discount
is, in the first place, a vastly different matter from playing with
the fire of panic psychology by making a general publie acknowl-
edgment of depreciation. Secondly, a large amount of domestic
debts in terms of foreign currencies, the so-called Valuta-Schulden,
presented an almost insoluble problem,

The Austrian Supreme Court on March 23 and April 26, 1933,
took the first legal step, in contrast with the foregoing purely
edministrative measures, in recognizing devaluation by uphelding
the validity of gold contracts. Supplementary cabinet decrees at
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the same time proclaimed that contraets for effective gold pay-
ment would be revalued according to the quotation of Schillings
on the private clearing market, but leaving the precise date of the
relevant quotation for future settlement. The actual valorizations
subsequently enforced through taking the quotation “as of*
different dates varied widely amongst the several types of obliga-
tions. Owners of bank deposits, for example {the holders of
Kassenscheine), were allowed an effective premium of 10 per cent
by decree of November 14. But owners of agricultural mortgages,
though their paper was revalorized by 25 per cent, or almost to
the full 28 per cent premium which had eventually established
itself on gold currencies, actuzlly received nothing because the
interest was reduced rceiprocally, so that mortgages simply con-
tinued at their old prices. Repayments on dollar and pound foreign
loans into the special aceount for this purpose with the Bank had
to be made at the full private clearing rate after August 28, 1933,
and this was extended to all foreign loans after January 1, 1934.
Another stage in the gradual recognition of devaluation was
reached on April 30, 1934, when the Austrian Nationa! Bank
revalued its gold reserves at 6,000 Schillings to the kilogram, in
place of the old rate of 4,715 Schillings (cf. Fig. 1, p. 31), bringing
sbout a correspondence with the 128-100 ratio of paper o gold
Schillings, or a devaluation to 78.2 per cent.! Not until December
2], 1934, were possessors of bank deposit-books and “eurrent
accounts” allowed the full private clearing rate on their claims,
totalling 10,000,000 Bchillings. The obligations of industry to the
banks were not settled, nor was the last step in legal devaluation
taken, the redefinition of the Schilling in gold.

Liquipation or DEBTS AND THE SITUATION PRECEDING
INCORPORATION INTO GERMANY

To appreciate the desperateness of the Austrian situation in
1932, when effective exchange control had already been abandaned,
but before the “automatic correctives’ through prices and exchange
rates could operate, we must return to the foreign debts. During
1931, 1,000,000,000 Schillings had been withdrawn from the
country, a sum equal to the entire amount of short-term foreign

1. The “profit™ of 20,700,000 Schillings financed the reorganization and
fusion of the Credit Anstalt, the Wiener Barkverein, and the Niederoester-
reichische Escoraptegesellschaft in the Spring of 1934.
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obligations of Austrian banks in May, 1931! Over the year, also,
gold and devisen reserves had declined from 930,000,000 to 318 -
000,000 Schillings. Thke Bruins Agreement, covering 240,000,600
Schillings of short-term bank debts abroad in August, 1931, was
renewed for the balance of 114,000,000 Schillings on January 20,
1932, for six months with a complete standstill en principal and
interest. Even so, with a remaining debt service of 23,000,000
Schillings monthly, devisen reserves sank by 20,000,000 Schillings
& month during February and Mareh, and before the Transfer
Moratorium in July, 1932, by a total of 114,000,000 Schillings, or
by more than s third of the 318,000,000 Schillings in reserves
which had survived to the beginning of 1932.

I have already remarked upon the appeal for a loan directed
by Austria on August §, 1931, to the League. After consultation
with the Financial Committee the government enacted a budget
reform on October 3, and on the 15th secured a three months
extension of advances made by the Bank for International Settle-
mentg and the Bank of England during the Credit Anstalt crisis.
The Financial Committee was unable to stir the League to action
upon & loan, and on May 9, 1932, Austria sent a second petition.
Heavy maturities impending at the end of the mouth, together
with the failure of Austrian bankers and British and American
creditors to agree on the standstill arrangement expiring on July
20, forced the government to a provisional moratorium on June
23, 1932,

On July 15, the very date of the Geneva Protoce! which finally
indicated the willingness of the Powers Lo extend a loan, the formal
Transfer Moratorium had to be proclaimed. Excluding 332,000,000
Schillings In trade debts, all foreign obligations fell under the
decree — 3,200,000,000 Schillings in principal with an annual
service of 247,000,000 Schillings.! Henceforth all payments owing
abroad were made into a Foreign Debt Fund with the National
Bank; out-payments to creditors were permitied on two condi-
tions: (a) that the creditor agree to employ the proceeds for
Austrian real estate and securities, for cxports, or for services and
travel within the country: or {b) that the Bank give express
permission for payment in devisen. At first in-payments proceeded

1. Rost van Tonningen, Fourth Quarterly Report (November 30, 1932),

pp. 14-15. The figure does not include the Sehilling accounts of foreigners or
trade debts in Schillings.
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only ab the official exchange rate, but later the private clearing
ratc was applicd. The total accumulation in the Foreign Debt
Fund amounted to 55,000,000 Schillings at the end of September,
1932, and 88,000,000 Schillings at the close of the year. Though
limited transfer was resumed on January 1, 1933, the total Tose to
108,000,000 Schillings at the half-year. Several factors precipilated
a fall to 17,000,000 Schillings three months later: the Bank allowed
freer use of the Llocked Sehilling accounts; many foreign creditors
sceepled payment in Schilling balances and utilized them in the
country; and private arrungements for postponement or sctile-
ment increased in number, From September, 1933, to May, 19385,
the Fund dwindled from 17,000,000 to 8,000,000 Schillings, and at
this point the Bank was able to authorize complete transfer on all
funded forcign liabilities.

When allowance is made for the underwriting of the Credit
Anstalt, Ausiria experienced a relatively ymall increase in public
indebtedness, 2 fact which contributed substantially to the
strength of the Schilling.! Foreign indebtedness included under
the original Standstill Agreement amounting to 295,060,000
Schillings (in devalucd Schillings) was reduced by 230,000,000
Schillings at the cnd of 1933, and on December 10, 1934, was
completely extinguished. It was not until two yeary after Austria’s
first plea to the League and a year after the Geneva Protocol that
the Austrian Government Guaranteed Loan (1933-1953) was
finally floated, in August, 1933. The yield of 237,400,000 Schillings
enabled the Bank to repay the 100,000,000 Schillings credit from
the Bank of Kngland and 90,000,060 Schillings from the Bank for
International Settlements, prolonged at six-months intervals since
July, 1931; and to liquidate 50,000,000 Schillings arrears on the
1923 League Loan and the Federal Loan of 1930. Dollar devalua-
tion accounted for 568,000,000 Schillings of a total foreign debt
reduetion of 1,059,700,000 Schillings between 1932 and 1933, and
the devaluation of the franc and other currencics in 1936-1637
contributed 42,000,000 Schillings. An important cvent of 1934

1. The absorption of Credit Anstalt liahilities from the Austrian National
Bank aceounted for an inerease of the public debt from 2,077,400,000 Schillings
ut the end of 1931 to 2,613,000,000 Schitlings nt the end of 1932, By the
ond of 1933, the figure bad rvisen slightly to 2,711,700,000 Schillings, or to
3,471,100,000 Schillings when gecount is taken of devaluation. In the closing

months of Austria’s independent existence, the public debt stood at 3,000,
000,000 Schillinga.
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was the conversion of the 1932 League of Nations Loan from
interest rates of 6, 634, and 7 per cent to 414 per cent, completed
by December 1, with a consequent reduction in Austrian foreign
liabilities of 80,000,000 Schillings. In consequence of these favor-
able developments, foreign indebtedness was reduced over the
entire period by 56 per cent.
AvustriaN ForelgN Drets 18 PoreigN CorrEnciEs*
(Year-end figures in million Schillings)
1932 1933 193¢ 1935 1936 1037

Bouded indebtedness 2,574.6 2,542.8 2,002.2 1,928.7 1,707.1 1,592.7
Long and middle-term debts  380.0 360.1 3432 353.5 2560 <241.7
Short-term debta 1,287.4 3739 2446 1477 1001 469

Total 4,251.0 3,191.3 2,590.0 2,429.9 2,063.2 1,881.3

* Data from “The Austrian Nations] Bank in Liquidation,” s given by the Berichte of
the newly 3gommit-u.t,ecl Wiener Institut fir Wirtechaft und Konjunkturfomchung, Jarg. 12, Nr.
2-10, p. 230.

The complete consolidation of foreign debt and substantial
improvemens in all capital accounts gave to Austria an enviable
position amongst European debtor countries. During 1936 and
1937 Austria was unique in heing able to secure again short-term
commercial ercdits on the London market. It has been hinted in
responsible quarters that a substantial amount of the repayments
just recorded proceeded by evasion of exchange control laws with
the tacit consent of the National Bank, which could be pardoned
for having had this regurd for Austria’s credit standing,

Undoubtedly the Schilling was put to severe test by the gold-
bloc and attending devaluations in late September and October,
1936. Some foreign observers thought that Austria was the most
seriously threatened of all other countries; and within the coun-
try certain vested interests, industrial exporters, for example,
warmly espoused devaluation. Over 27 per cent of Austrian
exports and 19 per cent of imports were involved with Ttaly,
Switzerland and Czechoslovakia, when these coumtries devalued in
1936; and other devaluations since 1931 had considerably exceeded
the 22 per cent Schilling depreciation. On Qectober 8, however,
the government announced that the existing Schilling would be
maintained: Austria, according to the Finance Minister and the
Central Bank President, could not risk the social consequences of
a price revolution nor could she meet the first shock of devaluation

1. In my judgment, a small additional devaluation would have had
beneficial effects on balance.
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with her available eapital reserves. Embracing cnly 2 small part
of demand on International commeodity markets, she could not
possibly reduce the level of gold prices by devaluation, but the
Schilling prices of imported raw materials and foodstufls would
rise instead. It would be impossible to compensate for this tend-
ency by lowering import duties and thus abruptly exposing domes-
tic producers to foreign competition.!

That the Schilling successfully weathered the foreign devalu-
ations of 1936 is attributable not only to the moderate growth of
the Austrian public debt and the rcduction, consolidation and serv-
icing of foreign debts, but also to three factors of immediate
relevaney. So far as concerns imponderable psychological matters,
the Schilling market was undoubtedly affected favorably by the
spontaneous termination of League oversight of her finances on
November 1, afier the announcement that the Schilling would
not be devalued; and furthermore the very definitencss of this
announcement, coupled with the reputation for firmness on the
part of the central bank president, reasstred the publie. Thirdly,
so far as concerned the quantitative determinants of trade, Aus-
trin secured advaniages in both the regulated and free sectors.
In the former, several trade agreements were modified to permii
larger exports; and in the price-determined sector, for the first
time since 1929, foreign determined prices, as may be seen in Fig.
4, overhauled the advance of domestieally determined prices.
Whereas foreign prices advanced sharply under the influence of
recovery and rearmament, Austrian prices were restrained by
conservative central bank policy and by the isolation common to
countries involved in clearings, quotas, and import prohibitions.
After March, 1937, domestic prices again moved along a sub-
stantially higher level than prices determined abroad; but the
devaluation crisis was then water under the bridge and Austria
could safely oppose the general seramble for liguidity.

Definite evidence of the success of the currency policy came
with the flotation on February 6, 1937, of the Domestic Invest-
ment Loan of 180,000,000 Schillings. Without gold or gold-value
clauses characteristie of previous loans, and with an effective yield
substantiatly below even the depression-period loans of 1033 and
1935, ninety per cent of this issue was absorbed by the general

1. League of Nations, Austria: Public Finances, First Repert (Geneva,
1936), pp. 10-12.
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public with extensive participation by small savers! The loan
indicated the solid position of the Schilling, but it also sontributed
to stability through consolidating short-term Treasury debts,
improving government industrial holdings, and indircctly increas-

AusTRIAN Prices Since 1929*
{Log. BcavLe; 1929=100)

I T 1
e bolnd pricee

|
N

oifx determined |[abroad
1929 | 30 | w1 | 9oz w33 ] wae | a5 | w35 [ 1937 | 1998
T1a. 4

*O.LLK, Thrg. 11, Nr. 4, p. 79. The figure has been extonded through
February, 1938, For statistics, of. pp. 78-80.

ing the liquidity of the National Bank. Gold and devisen reserves
of the Bank equalled 34.2 per cent of its notes and deposits in
February, 1038, or almost exactly double the reserve ratio at its
low point in December, 1932,

Nevertheless, the exchange control laws were never revoled,
and some of their provisions were still enforced, such as the blanket
prohibition, except to owners of exporters’ certificates, of remitting
abroad without permission of the National Bank. This included,
beside payments on old obligations, remittances for travelling, for
refatives abroad, and for imports in the {ransit trade. What had
been achieved was, in fact, the “simple exchange control to prevent
capital flight’’ advocated as early as December, 1931, in mercantile
circles?

A peculiar irony foreed Austria, despite her own withdrawal
from exchange control, to extend her clearing system because of
developments in neighboring countries. On August 10, 1934,
Austria entered for the first time into an agreement with Germany
to cover the whole field of trade by clearing, the chief German
export being Rubr coal against Austrian agrieultural produets.
After two years of fairly satisfactory functioning, this clearing

1. League of Nations, Austria: Public Finances, Second Report (Geneva,
1937), p. 4.

2. E.g. by the eminent Vienna merchant Julius Meinl, sn ardent liberal,
Cf. Neues Wiener Tagblatt, December 31, 1931.
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was amended on July 11, 1936, to allow Austrians to purchase travel
marks at the usual discount and to provide for an increased expor-
tation of Austrian dairy products. On January 27, 1937, another
agreement sought to expand the mutual trade of the two countries
by 40,000,000 Schillings through switching some of Austria’s coal
importations from Poland to Germany, which would then absorb
an increased gquantity of Austrian cattle, horses, dairy products,
lumber, iron and steel, and such invisibles as travel and copy-
rights. Supplanting unilateral action on quotas, prohibitions, ete.,
a system of mutual agreement through permanent trade commit-
tees was inaugurated. With the introduction of exchange centrol
in Poland, Austria put into effect the clearing arrangement of June
12, 1936, which was subsequently modified to permit increased
“compensation” dealings.

Through the last years of independent Austria, clearing and
compensation persisted as defensive weapons in international pay-
ments involving nine countries with strict controis themselves:!

1. With three countries, Bulgaria, Greece, and Turkey, Austria maintained
clearings chiefly for tobacco purchases; and with Rumania, Jugoslavia, and
Czechoslovakia, trade proceeded largely by means of compensation. The
Hungarian clearing, the only one to have been carried over from the earlier
clearings on a gold-par basis because it seemed to work reasonably well, had to
be revised. Tntil mid-1934 no particularly large clearing balances were
accumulated either way, since Hungarian wheat exports were paid for chiefly
in devisen. In May of that year, however, the relation of Hungarian to Austrian
wholesale prices suddenly increased from 64 per cent to 72 per cent, and thence-
forward with occasional small reversals it advaneed to 100 in December, 1935,
The tendency for Austrian exports to incresse while Hungarian exports
decreased was given a new impulse, and the adverse balance of Hungary in
the clearings mounted to 15,000,000 Sehillings and 16,000,000 Schillings in
October and November, 1935, On November 27 the situation was at least
partly remedied by an alteration of the clearing basis to provide & 10 per cent
bremium on Hungarian exports and a 13 per cent premium on Austrian exports
to Hungary, approximating the purchasing power parity of 100 Schillings
equals 90 Pengd revealed by Fig. 12, page 104, in the relative movements of
wholesale prices and cost of living in the two countries. Austrian exporters, of
course, opposed the measure strenuously. The year 1936 saw a decline of 1.7
per cent in Austrian export values to Hungary, despite an 11 per cent increase
in export quantities, whereas import values increased by 2.8 per cent and import
quantities by 7.9 per cent; the “balance’ so essential to bilateral clearing was
nearer realization, though substantial eredits remained for Austria.

The clearing with Italy functioned smoothly until the Abyssinian War,
which advanced prices and reduced Austrian purchases of eitrous fruits, rice,
and textiles; on Decamber 17, 1935, the new clearing provided for the liquida-
tion of Italian debts out of her exports to Austria. After the Italian devaluation
another agreement, signed on November 7, 1936, compensated Austrian export-
ers for the new relation. During this yvear, also, the Rumanian clearing under-
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Austria was never able, however, to sscape the chronic malady of
uncleared balances. During the period of gold-par clearing, as we
have seen, the balance was continually adverse to Austria, amount-
ing to 100,000,000 Schillings at its maximum. After the recognition
of de facto devaluation, balances accumulated in the other direction
through the adherence to artificial exchange rates by clearing
partners. The difficulty wus aggravated by increased purchase of
Austrian raw materials by Danubian states in their efforts to find
usable equivalents for exports under the clearings. Raw material
prices were so severely advanced in Austria as to force her to a
geries of export-prohibitions in Octcber, 1934, including eotton,
non-ferrous metals, pelts and rags, and later sueh agricultural raw
materials as hay and straw.! But, as we have seen from specific
cascs of clearing, the defensive measures did not avail. During
1936 and 1937 the existence of Austrian credit balances represented
an equal abstraction of capital from her own economy ; the National
Bank could not, because of the risks, make advances upon all of
these exporters’ claims, and consequently there was bitter comn-
plaint against the handicap to recovery arising from these forced
foreign loans.?

AvusTRIAN ExPERIENCE WITH ExCHANGE CONTROL
To MaRrcH 1938 1IN RETROSPECT

The dramatic quality of the Austrian experience arises rather
from the intricate but finally successful process of abandoning
exchange control, except for an irreducible minimum, rather than
from striking evidence of its economic accompaniments, The tardy
intreduction of eentrol, the multifarious evasions, and the relatively
short duration in anything approaching complete monopoly pre-
vented any very marked effects upon domestic production. Com-
plaints, for example, of a shortage of industrial raw materials for
te-export in fabricated form were loud in the last months of 1931
went a revision (on May 15) which abolished the prevailing undervaluation of
the lei relatively to the Schilling by leaving exchange rates to the free agrea-
ment of trading parties. A one-sided balance of 14,000,000 Schillings in Aus-
trig’s favor in the Czech clearing prompted a now arrangement on April 2 and
May 15, 1936; by mid-summer, the balance had nevertheless risen to 23,750,000
Schillings, and the Czech devaluation in the autumn did not prevent the per-
sistence of uncleared bxlances.

1L.OILK, Jhrg. 10, Nr. 11, p. 2580.
2. Ibid., Jorg. 11, Nr, 12, p. 258, and Jhrg, 12, N, 2, p. 24.
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and early 1932, Bankrupteies during the first three months of
1932 exceeded a weekly average of 100, the apex of a curve begin-
ning in 1929 and extending to the present. The Berndorfer
Metallfabrik, doubtless without full justification, aseribed its
failure in June, 1932, directly to exchange control. Exchange con-
trol contributed to the embarrassment of many firms, but the
shrinkage of domestic production is too closely allied to the general
course of depression to admit specific measurement of this partieu-
lar influence. The general impression prevails that agriculture
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fared better than industry in the National Bank’s allocation of
devisen, but no records exist by which this can be definitely proven,
Furthermore, the artificially high Schilling rate bore more heavily
upon industrial production, since Austria exported preponderately
in this category, and it afforded corresponding protection to agri-
culture. Figs. 5 and 6 reveal a wholly artificial recovery of domestic
agricultural prices precisely through the period of most extensive
exchange control (latter part of 1931 through 1932), when industrial
prices both at home and abroad continued to sag and foreign agri-
cultural products continued their downward course in price.

Inpex oF ProbucTioN, ExrorTs AND IMPORTS BY VALUE,
Excess or IMporTs (INDEX Basw: 1929=100)*
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Extensive import prokibitions upon agriculture, put into effect in
June, 1932, offset the weakening of agricultural protection through
the departures from Schilling parity on the “private clearing”
market.

In the Austrian foreign trade, the effects of exchange control
are again mingled with general causes, and Fig. 7 reveals the
marked reduction in the total velume of foreign trade even before
exchange contrel had been introduced. But the abruptly descend-
ing segment of the import and export curves from mid-1931 {o the
end of 1932, while it undoubtedly reflects the composite operation
of depression and all spontancous and artificial factors militating
against international trade, does coincide approximately with the
period of “‘attempted monopoly” in Ausirian exchange control,
The continuance of both export indices for four years thereafter
(1933 through 1936) 2t & low level of 40 per cent of 1929 values,’
despite the dramatic improvement of production, rests on the
prevalence in world trade of clearings, export and import quetas,
import prohibitions, high protective tariffs and exchange control
and, more specifically for Austria, the lack of commerecial tresties
with Hungary and Czechoslovakia. During this quadrenniym,
however, world trade proceeded at levels even slightly lower —
35 per cent, 34 per cent, 35 per cent and 37 per cent of 1929 values.
Thus Austria was able, by virtue of the abandonment of the cfficial
Schilling parity and the rationing of devisen, to escape with 2 pen-
alty upon its foreign trade slightly less than that imposad by more
autarkic eouniries.

Because of the short duration of exchange con:trol in the narrow
sense and the employment of market exchange rates in most of the
important clearings after 1932, it is difficult to discover striking
dislocations in Austrian trade with parficular countries due to
exchange control in isolation. The most conspicuous changes
assume a nearly secular character antedating exchange control,
and are for the most part aseribable to efforts of Austria and her
chief trading partners at self-sufficicney.? But the situation is

1. The indices in Iig. 7 show movements of exports and imports by
values, but investigations by the Austrian Institute for Cycle Research
revea] that the indices nlso are reliahle for changes in volume. Cf. OLLK,
Jhrg. 12, Nr. 2, p. 52.

2. On the side of imports, Czechoslovakia declined steadily from first
importance in 1922 with 23.6 per ceat of the total to 11 per cent in 1937.
through the loss of the Austrian market for wheat, fuel, textiles, and JUZAT,
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otherwise if, instead of regarding each country separately, we group
together all the clearing countries to contrast with countries
having free payments: in such an arrangement the aggregating of
changes, each small in itself, in trade with particular countries
ascribable to the presence or absence of clearing reveals a striking
metamorphosis. Studies made by the Austrian Institute for Cycle
Research, beginning with 1935 after the virtual abandonment of
exchange control, except for the clearings, and hence revealing this
factor in a fair degree of isolation, give the following results.

PercENTUAL SHARE oF CLEARING COUNTRIES
IN AUSTRIAN TRADE

(January-September Values)*
1935+ 1936 1837
Imports Exporta Imports Exports Imports Exports
Clearing  Volume  63.9 77.3 85.0 79.2 81.4 77.4
Countries Value 53.3 87.7 b8.4 62.6 54.3 87.7

All Other Volume  36.1 227 14.1 20.8 18.6 22.6
Countries Value 46.7 42.3 41.6 37.4 45.7 42.3

N * 0”5}{6 Thrg. 11, Nr. 1, p, 240; of. also 1bid; Jhrg. 11, Nr. 9. pp. 191-192 and Jhrg. 12,
r. 2, pp. 51- 60,
t Poland is omitted in 1935 figures, nat having yet adopted exchange cootigl.

Disregarding the absence of Poland in the 1935 figures for
clearing countries, their share of Austrian imports rose by volume
from 63.9 per cent to 81.4 per cent and by value from 53.3 per cent
to 54.3 per cent over the years 1935-37; whereas the share of non-
clearing countries fell by volume from 36.4 per cent to 18.6 per
cent and by value from 46.7 per cent to 45.7 per cent. Beeause of
the fixity of prices in clearing countries and the substantial rise of
prices on free markets, the value figures belie the actual sharp
deflection of imports to clearing countries.’ On the side of exports

Since 1927 Germany has been the chief source of imports, aceounting for
2} per cent in 1930 and 16.3 per cent in 1037. Hungary has held third place
in importance, varying but slightly from a norm around 10 per cent (e.g. 9
per cent in 1937), and Italy at fourth place has accounted for 4-5 per cent of
total imports. On the side of exports, these four ecuntries have ascounted for
roughly half the total, with Germany again leading. Tts importance, however,
declined slowly through the period 1930-1937 from 17 per cent to 14.9 per
cent, though the beginning of the decline dates back to 1928. Czechoslovakis
lost ground from 1930 to 1937 from 12.8 per cent to 7.1 per cent, whereas
Hungary and Italy both gained, the former rising from 7 per cent to §.1 per
cent and the Iatter from 10 per cent to 14 per eent. The fairly satisfactory
working of the elearing supported Austtian exports to Hungary, and the
Rome Agreements increased exports to Hungary.
1. Ibid., Jhrg. 11, Nr. 11, p. 240.
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there was no net change over the years 1935-37, 77 per cent by
volume and 58 per cent by value going to clearing countries and
23 per cent by volume and 42 per cent by value going to other
countries. Comparison of export and import fizures indicates the
probability that It was an effort — for the most part not successful
- -to draw upon credit clearing-balances which accounts for the
deflection of imports to elearing countries.

Beside its influense upon international trade, exchange con-
trol affects the forcign value of currencies. One would expect that

TeE Pricg or Goup v AvusTaia*
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exchange control would reveal itself in short-run variations in the
value of the Schilling, but that the basic factors would prove to be
such determinants of purchasing power parity as the relative
movements of domestic production and money. These expecta-
tions appear to be fulfilled. The course of the price of gold in
Vienna! shows short irregularities which will presently be explained
in terms of control measures; but the eventual level of 128 per cent
of par, reached by July, 1933 (cf. Fig. 8, above), is almost the exact
reciproeal of the movement of the index of production from 79
in April, 1931, just before the Credit Anstalt failure, to 65 in July,
1933 (cf, Fig. 7, p. 61), with the total of central-bank sight lia-
bilitics and notes remaining at approximately the same amount

1. By a strange anomaly the publication of the price of gold at the Mint

wag never forbidden, even during the months of most rigorous attempts at
maintaining official parity.
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(1,100,000,000 Schillings) at both dates (of, Fig. 1, p. 31). Other
comparisons yield similar results. Gold premia during the latter
part of 1931 and 1932 fairly closely reflect the lag of Austrian prices
downward in comparison with Germany {cf. Fig. 9, below) and the
United States (cf. Fig. 3, p. 34 and Fig. 10, p. 66). In Fig. 10 the
movements of Zurich quotations on Schillings (reversed to show
what Bwiss {rane quotations would have been in Vienna had they
been permitted} and the Vienna quotations on a favorite Swiss hond
describe courses resembling the variations of the gold price.

AvsTRIAN SENSITIVE Prices*
(As Per Cexr oF GurMaN, JaNUARY 1928 = 100)
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Shorter variations in the value of the Schilling are associated
with eertain phases of exchange control. The latc November and
early December, 1931, peak in the price of gold (142 per cent of
par) and of A-K Bonds scems to have been eaused by the pressurc
of capital flight carrying foreign devisen and valuta values beyond
purchasing power parity. The evasion device of “export against
Schillings,” thriving between the Third and Fourth Devigsen Laws,
permitted an effective capital flight without resort to devisen or
valuta. When this practice was stopped by the Fourth Devisen Law,
and it wns also made illegal to accept payment for exports in
foreign securities, the A-K Bonds declined, but gold prices rose,
through January. The accession of Dr. Kienbick and the begin-
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nings of private clearing in February, 1932, gave the exchange
market reassurances and permitted a fall of foreign exchange and
security values toward their eventual equilibriuin level. But this
was alzo the time when the early gold-par clearing gave relief to
importers and removed their pressure on devisen, a change reflected

INDICES OF THE DEPRECIATION OF THE SCHILLING®
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in the marked fall of gold prices to 117 per cent of parity. The
termingtion of Italian, Jugoslavian, and Swiss clearing in March,
and the subsequent necessity for liquidating unpaid Austrian
balances swung the pendulum in the ather direction by the end of
the next month. During May both the prices of gold and A-K
Bonds reached a point sbove their final lovels at a time when
maturities were particularly heavy and the Transfer Moratorium
was imminent. Following its provisional introduction on June 27,
relief given the balance of payments produced a sag in gold price,
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A-K Bonds, and Swiss exchange curves until March, 1933. There-
after the gradual resumption of transfer raised the curves some-
what, until finally a position of apparent equilibrium was realized
by the eventual gold premium of 28 per cent.

Conceding, as do some of the most intransigent foes of
exchange control, that interferences with exchange rates and
transactions in October, 1931, could scarcely have been avoided,
what is to be said of the actual course of events in 1932? All officia)
organizations representing industry, commerce, and trade! came
sooner or later to demand in categoric terms the removal of
exchange control; and they were seconded by economists connected
with the Austrian Institute for Cycle Research.? The Chamber of
Commerce actually recommended® deflation sufficient to restore
the parity of the Schilling, but by mid-summer of 1932 the de facto
depreciation was generally accepted as the appropriate basis for
returning to free payments.t

Admitting the desirability of clearing away the hampering,
ineffective and costly® apparatus existing at the end of 1931, one
must sympathize with the cautious course pursued by the National
Bank. At that time the great obstacles to immediate and complete
abolition of control were four: the foreign and domestic debts, the
dubious state of public psychology regarding the standard, and the
question of sceuring payment for exports te exchange-control
countries. Both the Bruins agreement and the Bank for Inter-
national Settlements-Bank of England credits were being renewed

1. Including the Genossenschaftsverbinde des Gewerbes und der Kauf-
mannschaft, the Hauptverband der Industrie, the Handelskammer, and the
Vienna Béirsekammer.

2. E.g. Oskar Morgenstern, Neues Wiener Taghlatt, February 3 and Sep-
termber 10, 1032; Fritz Machlup, ibid., November 11, 1932: Gottiried Haberler,
ibid., Auguat 14, 1932,

3. Cf. Wiener Kammer fur Handel, Industrie, und Gewerbe, Geschifta-
bericht iiber den Monat Marz, 1932, pp. 47-49.

4. E.g., Noues Wiener Tagblatt, September 20, 1932; Arbeiter Zeitung,
October 11, 1932.

5. The following is an estimate of costs of its own exchange control depart-

ment during the first four years put at my disposal by the Austrian National
Bank:

Employces Supplies Total
1931, October 9 to December 31 . . .. .. .. S8527,000 5141,000 5668,000
1932 ... .. .. .. ... e e e 1,328 000 103,000 1,431,000
1933 .. .l k3 000 48,000 531,000
1934 e e e 248,000 27,000 273,000

1935, half year. . ............. 134,000 5000 139,000
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for six-months intervals only; the Credit Anstall Apreement was
still far from a satisfactory formulaticn; and the devisen reserves of
the National Bank were being depleted by the remaining debt
service, Furthermore, no one could advance a ready solution to the
riddle of domestic debts expressed in foreign currencies; the process
required time not only for a erystallizing of opinion and elaborating
of details, but also for bringing recalcitrants to the realization
that compromise would be necessary. Again, although it was stated
by the proponents of immediate removal that 90 per cent of the
population already recognized the de fecfo Schilling devaluation,
this “population” must be restricted to bankers, brokers, leading
merchants, exporters and importers. The man on the strect scarcely
realized the fact even ultimately, since devaluation was never made
publie; its recognition in 1932 might easily have loosed & disastrous
velocity inflation and a renewal of the capital flight. Even under
conditions prevailing prior to March, 1938, after the foreign
debts had been completely funded, the principal reduced, and the
service of the debt lessened by conversicns, and after the problem
of the damestic foreign currency debts had largely been solved, a
modicum of control persisted. The stability of the Sehilling despite
gold-bloe devaluations had virtually removed any threat of panic
psychology. But, as President Kienbtick pointed out,! two eircum-
stances required the retention of formal control. Clearing agree-
ments are generally terminable on short notice by either country;
without cxchange control the Austrian Bank would have been left
without autherity to impose o defensive freezing of foreign bul-
ances to force setvtlement of its own claims. The action of both
England and Italy in empowering the central bank to introduce
“eompulsory clearing” in emergency is a parallel to the power
retained in Austria under the Devisen Acts by the National Bank.
In the second place, so long as contiguous countries exercised
exchange control, it was necessary for Austria to control payments
in order to avoid abuse of the transit trade, since otherwise third
countries eould have paid merely in clearing balances while the
Austrian transit firm would have had to pay the original exporter
in devisen.
1. Mitteilunger, loc. cit., pp. $29, 331.
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TrE IncorPORATION OF AUSTRIA INTO THE GERMAN
Excrange CONTROL SYSTEM

In the cases of the Saar in March, 1935, and Sudetenland in
October, 1938, the existing (German exchange control laws were
applied in their entirety by onc decrce. Because of the greater
magnitude of the undertaking, the complexity of problems, and a
necessary considering of politieal possibilitics, the German authori-
lies proceeded in the case of Austria very circumspectly, at first
retaiming the “devisen frontier” between the two countries com-
pletely, and then only by a series of tentative steps arriving at the
assimilation through a general recodification of devisen laws on
December 12, 1038, exactly nine months after the political change.

Inasmuch as prices in Austria before annexation lay consider-
ably lower than the German leve! al ihe old clearing ratio of two
Schillings to the Reichsmark, it was necessary fo choose between a
rise of Austrian prices, if the old relation were retained, or a simple
recognition of the higher real value of the Schilling, if price stabil-
ity were preferred. The first alternative was a2t first officially
adopted; but the German Chancellor on March 17 decreed the
official Schilling-Mark ratio to be 83=Rm?2, choosing thereby to
avoid the politically unpalziable upward adjustment in Austrian
prices. At the time of its introduction the 3:2 relation seems to
have approximated the Austrian-German purchasing-power parity
based on costs of living, so far as this may be computed despite
differences in kind and quality of consumers goods and services.
Substituting the 3:2 rate for the old 2:1 clearing rate made German
exports to Austria chenper by 25 per cent and Austrian exports to
Germany dearer by 33.3 per cent, and approximately removed arti-
ficial distortion of trade between the two countries. If a computa-
tion is made over the official valuc of the mark,! imports from other
countries than Germany became cheaper by 30.6 per cent and
cxports dearer by 44 per cent, the divergence between the second
pair of percentages and the first being explained by the fact that
the 2:1 Austrian-German clearing rate had already recognized a
small percentage of depreciation in the Mark. If 2 compulation of
the change in the effective rate of exchange for Austria were
carried out over the Mark rates actually prevailing in German
clearings and sales of blocked Marks, considerably lower per-

1. As was done in [0.] LEK, Jhrg, 12, Nr. 7, p- 178,
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centages would be given than 30.6 per cent and 44 per cent; but
singe the items as well as the source and destination of trade would
be quite different for Austria before and after annexation, the
results would be rather fanciful. Aside frem this unrealisy these
percentages indicate the artificiality of the official Mark value as
imposed upon the Austrian economy with reference to non-
German trade.

On the second day after the proclamation of German sover-
eignty, payments abread in domestic or foreign bills of exchange
were forbidden to private parties, as was also the export or import
of Austrian and German currency. To cope further with the
immense pressure of flicht ¢apital, the authorities limited with-
drawals from demand and saving accounts te 1,000 Schillings
weekly; and the gamut of precautionary measures was subsequently
run through — limitation of money for forcign travel to the
equivalent of 50 Sehillings, compulsory sale of precious metals,
foreign securities, devisen, and money to the Reichshank, blocking
of emigrants’ bank aceounts, ete. Curiously enough, the channel of
evasion through “export against Schillings,” which had fourished
as a mede of Lransferring flight eapital under Austrian exchange
control in Jate 1931 (Cf. p. 40), enjoyed a brief resurrection until
the practice was stopped by the German Devisen Office in Vienna
by decree of May 21! The Second Devisen Law of June 1 applied
to Austria the system of “Number Control” utilized in Germany
to cope with capital flight effected by smuggling out domestic
money, purchasing German securiiies abroad, and secretly bring-
ing the securities back into Germany (repatriation).

Imposition of the German Standstill and Moratorium decrees
upon Austria followed as a matter of course. Formally the step
was not taken for short-term foreign debts until November, 1038,
possibly because the sum owed by Austrian banks and industries
did not excced 47,000,000 Schillings. The long and medium term
debts of 1,834,400,000 Schillings in 1937 came under the Mora-
torium law of 1933 by a decree of April 29, requiring Austrian
debtors to pay into the German Conversion Office and offering to
creditors the cheice of blocked accounts or the regranting of loans
at reduced interest. As for the Austrian public debts, Germany
declined on principle to recognize them, on the ground that they
had been eontracted to prevent the Ansehluss. Nevertheless, after

1. Devisenarchiv, June 7, 1938, pp. 547-548.
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threats of compulsery clearings on the part of creditor nations and
protracted negotiations, agreements were arrived at with England,
Holland, Switzerland, and France, embracing 55 per cent of the
creditor interests. English creditors fared best, with full servicing
of the loans of 1933-53 and 1934-59, an interest reduction from
7 to 5 per cent upon the Federal Loan of 1930, and 50 per cent
transfer upon the serviee of others, The Dutch secured nearly as
good terms, but in the case of Switzerland and France existing
transfer arrangements between Germany and these countries were
simply applied without preferential treatment of Austrian loans,

The measure of creditors” success largely depended in these
cases upon the size of the ereditor country’s adverse balance of
trade with Germany. Since the United States had a favorable
balance, it was unable to secure concessions, and fell therefore
under a blanket offer made by Germany, still refusing any formal
recognition of obligation to Austria’s creditors, to convert the
holdings to a Reich Lozn at 414 per cent with a 2 per cent sinking
fund without transfer,

The proclamation of the new Schilling-Mark ratio immediately
raised complicated issues as to the terms of settlement of outstand-
ing commercial obligations. So far as concerned forsign debts or
credits in terms of a fureign currency, it was immediately decided
that watil April 25 devisen would be bought and sold by the
National Bank at the last quoted rate on Schillings on the old
private-clearing market. By this arrangement Austrian exporters,
of course, gained and importers lost in comparisen with what would
bave been paid and demanded for devisen had the Roichsbank’s
rates been applied ; but the decision was clearly not motivated by
this consideration but rather by the desire to secure holdings of
foreign devisen in Austrian hands. The arrangement prevailing
until Apnl 25 permitted the settlement of commercial debts in
foreign currencies without loss to the creditor — either Austrian
ar foreign — in terms of foreign currency.

With regard to commercial debts in Schillings, however, the
question of settlement threatened to bring eertain seetors of foreign
trade to an absolute ¢mpasse: Austrisn importers refused to dis-
charge their obligations at the higher sums in foreign currencies
involved in the 3:2 ratio of Schillings to Marks, while foreign
importers could not be induced to acquiesce in the upward valoriza-
tion of their debts in terms of their own currencies. The fmpasse



72 EXCHANGE CONTRGL IN CENTRAL EUROPE

was especially troublesome in the clearings, where Austria had a
net ereditor position of 134,000,000 Schillings. A part of this total,
the equivalent of 30,000,000 Reichsmarks owed by Germany, was
immediately repaid at the old clearing rate 2:1. Not until June 5,
bowever, was there established any norm for the balance. On
that date the Vienna Devisen Office declared that the 83=Rm 2
ratio had been intended merely for domestie relations; that obliga-
tions in Schillings entered into before March 17 were not thereby
aflecled; and that, aside [rom special arrangements, settlement
would be made on the basis of the last private-clearing quotation
on Schillings. This decision put the Austrian exporter who had
sold for Schillings in a position exactly the reverse of that which
would have resulied had the sale been made in terms of foreign
currency: in the present case he received the equivalent of only
70 Schillings in payment of an inveice for 100 Schillings. The same
inequities appeared in the settlement of Austria’s unfavorable
¢learing balances.

The process of incorporating Austria into the German trade
system would have been rendered still more difficult by the auto-
matic inerease in all protective tariffs entailed by raising the
Sechilling to the overvaluation attaching to Mark currency. By
decree of June 23, the customs duties, which by a quaint anach-
ronism had been stated in terms of the old Austrian gold erown,
were henceforth reduced to their pre-March level by computing
the ecrown at a rate of .90 Reichsmarks instead of 1.22.

In the economic relations of the Altreich with the new Ost-
mark, the German authorities introduced many precautionary
measures against a cataclysmic alteration of production and price
conditions, particularly in the old Austrian territory. Although
German tariffs upon Austrian gocds were removed almost immedi-
ately — on March 26 — Auslrian tariffs upon German goods were
at first maintained. However, every import into Germany required
in advance a permit from the German Import Control Office
(Uberwachungsstelle), ostensibly “to prevent denuding Austria of
raw materials.” A law preventing acquisition by citizens of the
Altreich of new or old businesses or sceurities belonging to citizens
of the Ostmark was maintained with gradual relaxation even after
June 1, when the “devisen frontier” between these regions was
abolished. Gradually the Austrian tariffs on German goods were
reduced by measures introduced on April 7, 23, 26 and on July 1,
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and their complete removal followed on October 1. Even then for
several months exporters and importers in both parts of Germany
under certain officially inspired “territorial protection agreements"
were prevented from invading previously existing market tersi-
tories.

The imposition of “price-stops,” beginning with a deeree of
March 18, has apparently a permanent character; their presence
interferes with the effort to trace economie consequences of the
Ansehlugs. The number of unemployed was reduced, acccrding to
German statistics, from 403,643 in April to 112,745 in November,
1938. Nearly all significant indices, including the index of produc-
tion, have not been carried forward; and it is impossible to isolate
in the avaitable trade statistics the share of German foreign trade
carried on by the former Austrian territory. Until August, 1938,
statistics of car-loadings for imports and exports exclusive of the
Altreich were available and revealed an 18 per cent shrinkage in
imports and a 83 per cent shrinkage in exports in the five months
April-August, 1938, compared with the previous year, despite a
revival of world trade.! Complaints have been heard concerning the
decline of the Ostmark textile and paper industries and the Vienna
luxury goods exports. Although the loss of foreign trade as
measured in car-loadings is more than offset for both exports and
imports by increases in trade with the Altreich, the decline of
Austrian foreign trade is in many rospects more significant for
Germany as & whole, cspecially in the light of its 433,000,000
Reichsmark adverse balance in 1938.

1. 0.1.L XK., Jhrg. 12, Nr. 8, pp. 200-201.



Cuarrer IT1I

HUNGARY'S STRUGGLE WITH AGRICULTURAL
DEPRESSION AND INDEBTEDNESS

EconouMic aNp FIvaNciaL CoNDITIONS OF 1931

The disaster which overtook Hungary in the summer of 1931
had its roots in four adverse developments, in addition te the back-
ground of world depression, in the years preceding : (1) the excessive
capital imports of the period 1924-1930, and (2} the defects of the
banking system; but more immediately (3) the movement toward
agricultural autarky in Europe, and (4) the general decline of
agricultural prices.

Between 1924 and 1930 Hungary borrowed 2,026,000,000
pengd,! one-fourth of which was at short term.? Of this tremendous
sum, 50 per cent went into federal and communal investments,
made without much reference to productivity in a technical sense;
and 40 per cent went to agriculture, where a large proportion was
absorbed stmply in the division of property rights? Agricultural
property accumulated mortgages to 37 per cent of its value* The
country had become oriented to a continuons capital influx; a “pros-
perity fever' infected horrowers and lenders as well, especially the
American. But a reflux of securities began: in 1929 capital import
sufficed ouly for the debt service, and during 1930 capital wes
withdrawn from Hungary on balanee, reduecing the reserves of the
National Bank by 100,000,000 pengd, or one-third. At the time of
the eredit erisis in 1931, total foreign indebtedness amounted to
4,310,000,000 pengd, with not more than 2,470,000,000 pengd at
long term.® The per eapita foreign and domestic indebtedness of
613 pengd in 1931 was the largest in Europe, half again as large
as Germany's or Austria’s. Even for the years 19261920 the aver-

1. Office Central Royal Hongrois de Statistique, Données de Statistique
Economique, 1928-32 (Budapest, 1933}, p. 9.

2. Dr. Anton Eber, Ungarisches Wirtschafts-Jahrbuch, Vol. 8 (Buda-
pest, 1932), p. 322. This yearbock hereafter abhreviated as Ung. Wirt. Jhrh.

3.6 Georg Kemény, {lsterreichischer Volkswirt, September 5, 1931,
v 1248. -Idem., Pester Lloyd, January 6, 1933, p. 11.

67‘?]' Magyar Statisztikai Szemle, Vol. 10, No. 8 (Budapest, August 1932).
P. .
T4
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age per capita income was only 514 pengé per annum, according
to Professor Fellner’s caleulations, and by 1931 it had sunk to
360 pengo.!

“The situation of the banks was satisfactory,” a representa-
tive of the leading Budapest banking organization reported on May
15, 1931.* Within a few weeks, however, the banks were found to
be in a highly illiquid condition, and only extensive government
aid prevented wholesale insolvencies. As the Lesgue of Nations
enquiry points out,? the peculiarly intimate association of banks
with industry in Hungary, and the merging of all types of banking
business in the same institution, including commercial and mort-
gage operations, rendered the whole eredit strueture particularly
vulnerable to weakness in any one quarter, for example, in agricul-
ture. Within a six-year period from 1925 discounted bills increased
from 651,000,600 to 2,010,000,000 pengd, mortgage loans from
practically nothing to 668,000,000 pengs, while the foreign short-
term obligations mounted to 823,000,000 pengd.

Meanwhile in continental Europe there was developing in the
chief markets for Hungarian grain an approach to self-sufficiency
which would eventually have brought the country to grief, even
without a world economic depression. France succeeded by pro-
tectionist mensures in raising the yield per hectare of her wheat
lands from 13.9 quintals in 1924 to 17.1 quintals in 1933; Germany,
during the same span, from 16.6 to 24.2 quintals.* German wheat
imports declined from 14,448,000 to a mere 3,000 quintals over
these nine ycars® The consequence of European agricultural
autarky, conjoined with competition of Ameriean grains produced
under revolutionary cost reductions, was a catastrophic reversal
for Hungary. Both in value and volume her exports had increased
far more than any other country’s in the last two prosperity years,
1927 to 1920.° But even et the average prices obtained for farm
preducts from 1925 to 1927, the value of Hungarian agrieultural

1. League of Nations, Quarterly Reports on the Financial Condition
of Hungary (hereafter by the author’s name): Royall Tyler, First Quarterly
Report (Junuary 12, 1932), p. 10.

2. The Stock Exchange (azette (London}, Vol. 31, p. 1139.

8. Lengue of Nations, Commercial Banks (Geneva, 1934), p. 133.

4. P. N. Panaitesco, Les contingentements dans les relations commmer-
ciales avec les pays agricoles (Paris, 1935), p. 9.

5. Ibid., p. 25.

6. Actually by 140 per cent. Cf. League of Nations, Course and Phases
of the World Eeonomic Depression (Geneva, 1931), p. 126.
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exportg declined from 936,700,000 pengé in 1929 to 920,500,000
pengd in 1930, and to 680,400,000 pengg in 1931,

In addition there was the precipitous fall in world prices,
especially for agriculture, which notoriously reacts to a decline of
values by maintaining produetion. World agricultural production
on a 1925-1929 base stood at 104 in 1029, 103 in 1930 and 1931, and
102 in 1932; whereas the indices of industrial production were 114
in 1929, 101 in 1930, 86 in 1931, and 73 in 1932.! Inexorably the
“agricultural price shears” reduced the ratio of agricultural prices
to non-agricultural wholesale prices from 103.7 per cent in Decem-
ber, 1929, to 82 per cent in December, 1930, and 65.4 per cent in
December, 1931.% The collapse of agricultural values, operating
together with the decrease in physical volume of exports Lo
autarchic countries, produced a decline in Hungarian agricultural
exports, taken at their actual values, from 887,700,000 pengé in
1929 to 745,700,000 pengd in 1930 and 431,600,000 pengd in 1931,
or to less than half in two years.? The aceentuation of this tendency
through 1932 and its persistence through 1934 help to explain the
continuance of exchange control in Hungary.

Tas IxtrRoDUCTION OF EXCHANGE CoNTROL, MORATORIA,
AND STANDSTILLS

The advent of exchange control is marked by three periods,
the first extending from the failure of the Credit Anstalt to the
bank hotidays in July, 1931, the second to the middle of August,
and the third to the moratorium at the end of the year.* When the
balance sheet of the Credit Anstalt appeared on May 8, a run was
begun upon the Hungarian Generzai Credit Bank, holding nearly a
third of Hungary’s 823,000,000 pengs short-term banking obliga-
tions to foreigners. Withdrawals shortly mounted to 45 per cent
of the bank’s habilities. Pessibly the situalion was less acute than
in Austria, since the General Credit Bank embraced not more than
20 per eent of the labilities of the ten leading banks of Budapest.
Even so, the Hungarian National Baok advanced its rediseount
rate on June 15 from 514 to 7 per cent and began negotiation with

1. Z. Kobs, Central European Agrienlture and the Problems of Foreign
Debts (Budapest, 1934}, p. 5.

2. Ungarisches Institut fir Wirtschaftsforschung, Vol. 25, p. 56. Here-
after referred to as U. 1. f. W, Cf. Fig. 15, p. 99.

3. Ibid,, p. 40.
4. Richard Quandt in Ung. Wirt. Jhrb,, Vol. 8, pp. 283-204,
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foreign banks for Lhe floating of an Emergency Loan to the
Treasury. Free exchange and payments were maintained, despite
a shrinkage of gold and devisen reserves from 47.9 to 39.4 per cent
over the two months, as portrayed in Fig. 11, p. 9L

On July 13 came the failure of the “Danat” Bank and the
declaration of bank holidays in Germany. Hungary followed suit,
closing the banks until the 17th and the Stock Exchange indefi-
nitely.! The first decree monopolizing the foreign exchange market
and forbidding outward paymenis without permission of the
National Bank was published on July 17. The weeks immediately
following witnessed a fever heat of panic. Note circulation from
the middle of July to August 7 expanded by 159,000,000 pengd to
a peak for the year of 504,000,000 pengé and central bank support
of institutions suffering withdrawal necessitated an expansion of
its bill portfolio from 244,000,000 pengd on May 7 to 608,000,000
pengd on August 7.2

Events in mid-August, however, corbined to relieve the crisis.
Arrangements for an Emergency Loan, which had been going
forward sinee the run on the General Credit Bank, came to fruition
on August 1410 the formal “Paris Agreement.” Through the inter-
mediation of the Bank for International Settlements and various
central banks, the Hungarian Government placed 139,000,000
pengd in Treasury Certificates on European markets, participa-
tions being 40 per eent by the French, 10 per cent each by the
Swiss and Dutcl, and 30 per cent by the large Hungarian banks
themselves. This credit was subsequently extended at three-
months intervals untit its consolidation for three years in 1933.5

August 14 also saw the passage of Hungary’s famous Gold
Pengb Law, declaring all old debts (including bank deposits), past
and future obligations to the state, and all future contracts in gold
to be gold pengé debts.* A supplementary decree provided that,

1. The 8tock Exchange did not resume ful) activities until September, 1932,

2. For central bank eredit and bills discounted, of. Fig. 11, p. 91.

3. On October 18, 1933, the National Bank of Hungury agreed with the
Bank for International Settlement and the central banks to pay one per cent
interest and two per cent annual amortization on 119,000,000 pengo, the
original loan after deducting 20,000,000 pengé for a gpecial amortization from
gold reserves. For the effect of this agreement on the Bank’s balance, see
Fig. 11, p. 91 and p. 361 below.

4. The Gold Pengi Law was not altogether withont precedent in Hun-
gary, for during the post-war inflation a “Savings Crown” had been introduced

for debts — a sort of tabular standard aiming at stability of obligations in
terms of renl valucs.
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until the end of August, the paper pengd was to be regarded as a
gold pengé, and that thereafter the National Bank was to establish
daily a ratio between the two. But on August 29 the Bank was
relieved of this duty, and the ratio, quite naturally, has never been
published, since this would be tantamount to a devaluation of the
pengd while all debts remained payable in gold, The obligation of
banks, particularly, to pay in gold pengd has since proved an
incubus; but the bizarre legislation had immediately a beneficent
effect: to secure the privilege of effective revalorization in case of
currency devaluation the banks converted their cash holdings to
balances with the central banks; and private persons, by the same
token, redeposited their hoarded curreney in the banks. Rumors
on September 23 that the Bank would publish a gold-paper ratio
even produced the curious phenomenon of a run info the banks!
Doubtless the Gold Pengd Law was originally enacted in good
faith, When a gold premium of one or two per cent appeared on the
black market, the Bank could see no gain in alarming the publie
by an official acknowledgment of depreciation; and when the
premia advanced to much larger percentages, the Bank lacked
courage to take the fateful step, though it continued to pretend
that the Law was ‘“‘the principal measure for protecting the
eurrency.’”

Another measure in mid-August was the erection of the Hun-
garian Guarantee Bank with a capital of 50,000,000 pengé sub-
seribed by the government, the large banks, and industrial con-
cerns. Its funetion consisted in endorsing eligible paper in order to
inerease general liquidity. Although it did not begin operations
for another year, its foundation helped to allay the panic.

The combined effect of the Emergency Loan, the Gold Pengd
Law, and the establishment of the Guarantee Bank was such that
on August 17 bank deposits, which bad been subject to 2 maximum
limit on withdrawals of five per cent for July and again for August,
could be liberated for domestic use. The third phase of the early
history of exchange control in Hungary was characterized by the
disappearance of acute panie, a reduction in credit demands or the
banks, and the elaboration of a eontro! apparatus described in
subscquent pages.? Nevertheless, the contraction of business and

1. National Bank of Hungary, Reports Submitted to the Eighth Ordi-
nary Annual Meeting (Budapest, 1932}, p. 12.

2, From its maximum of 608,000,000 pengé in August, the central bank’a
portfolio decreased to 520,000,000 pengd on October 23, and despite the usual
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production was such that, even with a nine per eent rediscount
rate, Hungarian prices Yose by six per cent against a two per cent
rise in gold bloc eountries from August through December, 1931.4

Under the embargo on foreign payments imposed by the
Devisen Decree of July 17, the National Bank continued for several
months to permit payments in private debt service. Hungarian
commentators agree that an outright moratorium was impossible
in the summer and early autumn of 1931, because of its probable
psychological effects and because of the necessity of proving to
foreign creditors that the debt service spelled financial ruin. By
December ruin was actually imminent. Ten leading Budapest
banks had experienced a 35 per cent loss of deposits, the central
bark & reduction of reserves from 43 to 25 per cent. Had it not
been for the 139,000,000 pengd Emergency Loan, reserves would
have disappeared completely, since they amounted to only
118,000,000 pengo at the end of 1931. After dedueting the neces-
sary cover for the note circulation, only 3,000,000 pengé could be
used for debt service, while maturities in late December and early
January equalled 20,000,000 pengi? There remained only the
resort to Transfer Suspension or Moratorium, a step taken on
December 22 by decree that for one year all payments owing
abroad on bonds and debentures should be made into a Foreign
Creditors’ Fund with the National Bank, which should undertake
the transfer to foreign countries in devisen® Embraced under the
Moratorium were long-term debts estimated at 2,470,000,000
pengd with an annual service estimated at 287,000,000 pengb.*

As for the short-term debts, Hungary did not have the advan-
tage of Austria in conncetion with the Credit-Anstalt of an carly
private agreement with her chief banking creditors. Tt was not
until three months after the Moratorium that the First Standstill
seasonal movement, did not, exceed 589,000,000 pengé at the end of the year.
Note eirculation decreased from 504,000,000 pengd to 352,000,000 pengd from
August 7 to September 23, and to 423,000,000 pengo at the end of the vear,
or 46,000,000 pengd less than the figure & year previous.

1 U. L f W, Vol. 24, p. 124,

2. Tyler, First Quurterly Report (January 12, 1932), p. 9.

3. Hungarian National Bank, Laws and Decrees concerning the Safe-
guarding of Normal Conditions of Economic and Cradit Life {Budzpest, 1932},
pp. 4142, The League of Nations 1924 Reconstruction Loan was excepted
from the Moratorium decree.

4. Cf. respectively Pester Lloyd, January 6, 1933, p, 13 and Eeonomist,

July 18, 1933, p. 75 for these estimates by Dr. Julius Walders and the League
Financial Committee.
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eould be arranged. Reference to the curve showing the portfolio
of the National Bank (p. 91} reveals the extensive aid given to
commereial banks in these months; the sound appearance which
their balance-sheets took on as a result probably delayed the
Standstill. Furthermore, the American representatives objected
to the priority of the League Loan, and attached their signatures
to the agreement made by the others on March 31, 1932, only after
the Hungarian default; on the League Loan in July. The first Stand-
still, applied to debts outstanding on February 1, 1932, provided
that there should be ne discrimination amongst creditors; that
interest should be paid by debtors into & blocked pengd account
with the National Bank; and that no capital repayments should be
made except by eancellation against Hungarian balances abroad.
Out of a total short-term indebtedness of 1,838,000,000 pengd, the
Standstill included 823,000,000 pengs.! We shall return later to
the tortured history of the Moratorium and Standstill,

Tae History or ExcEaNGE CONTROL

Regarded from the angle of the terms upon which devisen
were bought and sold by the Bank, the Hungarian experience
reveals four major phases. From mid-July, 1931, to the late months
of 1932 a fairly literal application of official parity was attempted,
any deviations assuming the aspect of evasions or specially anthor-
ized exceptions. The turn of the year 1932-33 witnessed a wide-
spread recognition of non-par rates in the form of an enormously
complex array of differential premia, a condition prevailing to
December, 1935. After the introduetion at this date of the scheme
of “linear™ preria and surcharges, control of foreipn exchanges in
Hungary underwent substantial simplification and reducticn, cul-
minating in the summer of 1937 in the gradual removal of the
Moratorium and the complete recasting of the Standstill. The
fourth phase, extending from mid-1937 Lo the present, involves a
somewhat milder form of exchange control with effective transfer
of the debt service in free exchange, Each phase is complemented
by foreign-payment arrangements, through clearings, compensa-
tions and the like, of distinctive character.

The gencral system evolved in the first year resembled the
early organization in Austria: petitions from importers for devisen

1. Magyar Statisstikei Szemle, loe. cit.
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went first to certain designated banks, then to an inlermediary
advisory authority, and finally to the National Bank. The Union
of Manufacturers, the Agricultural Institute, and the Budapest
Chamber of Commerce fun¢tioned in various spheres in the inter-
mediate capacity. A few large firms, under an arrangement
resembling the Austrian “certificates,” received “‘compensation
licenses” permitting them to retain enough devisen to pay for
imported raw materials used in exported goods; other firms were
granted this privilege only ad hoc for certain transactions. Some
exporting even at this early juncture was authorized as against
frozen pengd; and also, by special dispensation of the central bank,
s practice resembling the Austrian “private clearing” began to
gain ground. Hungarian metal industries, for example, obtained
devisen for imported raw materials at a 12 per cent premium from
exporters of poultry, and cotton spinners derived devisen under
similar terms from exporters of beans, seeds, poultry, and sheep-
skins. In October, 1932, President Eber of the Chamber of Com-
meree estimated these transactions for the preceding eleven months
at 60,000,000 pengé! But outside these officially recognized
channels, apparently an even greater volume of trade had to avail
itsell of smuggled devisen at agios ranging from 23 to 30 per cent.?
The initiation of formal premia and surcharges at the turn of the
year 1932-1933 recognized something already approaching a fait
accompli.

During the period of control, when the official rate was
actually applied, Hungary entered into gold-par clearings with
Czechoslovakia, Switzerland, Austria, France, Germany, Haly,
Belgium, and Rumania, in order given, between October 31, 1931,
and October 8, 1932. With the exception of the Austrian clearing,
which functioned reasonably well, because the Schilling and pengd
were about equally depreciated, and because the Hungarian favor-
able balance was covered by Austria’s payments for wheat in
devisen, none of these clearings worked satisfactorily. The over-
valued pengd in the relations with other countries piled up a total
adverse clearing balance of 15,000,000 pengd at the half-year and
42,000,000 pengd at the close of 1932. Furthermore, since all
commodities were admitted to clearing, the Hungarian authorities
complained of a loss of control over imports; and the complemen-

1. Ung. Wirt. Jhrb., Vel. 8, p. 323.
2. Osterreichischer Volkswirt, Vol. 27, p. 227.
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tary device of direct barter or “‘compensation” cccasionally resorted
to, with its forced day-to-day balancing of visible exports and
imports — and only visible items could be admitted — served
rather to restriet than to promote trade, at least in comparison
with clearing,

The inadequacy of devisen supplies for industrial raw mater-
jals at the Bank’s official parity rate and the incubus which this
rate imposed upon Hungarian agricultural cxports began shortly
ta force an extension and regularizing of transactions at scmething
approaching real cquilibrium rates. On December 1, 1932, formally
marking the beginning of the second phase of exchange control in
Hungary, a “Compensation Bureau” was established to deter-
mine the premia to be allowed exporters for each commodity and
country. The Ministry of Commerce administered the “Devisen
Fund” which arose from exchange surrendered by exporters, and
which was allocated to different import groups at various surcharge
rates. To receive rations of devisen from this fund, importers had
to sign a pledge not to raise domestic prices, despite the surcharges
imposed upon them. In February, 1933, a “Foreign Trade Com-
mission,” representing the various Ministries and the Bank,
and a “Foreign Trade Office” began their advisory functions,
attempting to encourage exports to countries without exchange
control. 8o far as can be determined from published information,!
the average premia and surcharges for the first ten months (to
September 30, 1933) were 13.4 and 16.9 per cent; by January,
1634, the averages to date stood at 17.9 and 22.9 per cent, and by
January 1935 at 23.2 and 27 per cent. During the course of 1935

1. Anything approaching a true account of the agios applied during the
1933-35 system of differential rates would be nearly impossible, since rates
were generaily ad hoe and each transaction would have to be considered
separately. No doubt the Hungarian authorities themselves desired to reveal
as little as possible regarding the agios, sinee, in the first place, it was an open
gecret that the rates depended as much upon the political or commercial
Importance, on the obdurateness or the unserupulousness of particular traders,
a8 upon the character of the trade; and since, in the second place, the pengs
depreciation was itsel§l an embarrassing fact. Even jn the reportg of the
League of Nations representativein Hungary (Tyler, Eighth Quarterly Report,
November 8, 1933, p. 12) the progressive raising of ngios was partly concealed
by publishing only inclusive averages from the date of their institution. After
the maltiple system was formally abandoned, monthly averages were indeed
given retrospectively (Tyler, Seventeenth Quarterly Report, January 15,
19386, p. 8), but even so they did not distinguish rates by major categories,

such as clearing, compensation, and free devisen, nor, of course, by particular
eountries and commodities.
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the premia rose and the surcharges declined to bring them to the
same level at 25 per cent when the differential system was termi-
nated.

Except for the Austrian elearing, which persisted on the old
basis, premia and surcharges applied specifically to the clearings
came in 1933 to be fairly uniformly 22 per cent for finished products,
20 per cent on semi-finished goods, and 18 per cent on raw materials
on the expart side, and 18, 20, and 22 per cent respectively for these
three eategories on the import side. This uniformity arose from
the ingistence of each foreign country that it be subjected to no
heavier surcharge than its competitors on sales in the Hungarian
market; but the “uniformity” is limited to ordinary eommodities
in the clearings only, and the many special commodity categories
and special combinations of rates made it largely illusory, ss we
shall presently see. The resulting rates seldom completely expressed
the real pengd depreciation, and during the years 1933-1935, save
for two notable instances, Hungary had adverse balances in the
clearings. Indeed, in the case of Austria, the high pengp rate,
coupled with the temptation to draw artificially high bills of lading
on the part of Hungarian importers and Austrian exporters alike,
caused unused pengs balances to pile up in Budapest even early in
1934, The progressive accumulation of these sums throughout
that year and the next finally required the abolition of par-clearing
in favor of premis and surcharges on exports and imperts, as a part
of the general referm of December, 1935, The clearing with Ger-
many, after the introduction of the “New Plan” there in the
sutumn of 1934, and the Italian clearing, after the launching of
the Fthiopian campaign, were exceptional in showing favorable
balances for Hungary.

During the second peried of exchange-contral history, three
clearings which had functioned poorly caused resort to the eruder
device of compensation, with Czechoslovakia, Rumania, and Bul-
ganria. Ilungarian authorilies explain that the devaluation of the
Cazech Krone on February 19, 1984, not being followed by any
significant rise of prices, made the existing clearing untensble,
Instead of revising the rates through premia and surcharges, the
Hungarians went over to the daily quid pro gue of & compensation
system with Czechoslovakia on July 12, 1934. Trade with Juge-
slavia had been on this basis since the institution of exchange
control; and the addition of Rumania somewhat later completed
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the countrics of the Little Entente. Clearing with Bulgaria was
terminated in favor of compensation on July 1, 1934. Compensa-
tion with the Entente countries was carried on through subsidiary
companies of the Hungarian Gereral Credit Bank with offices in
Prag, Bucharest and Belgrade, standing in a correspondent rela-
tian to the home office. Besides advising traders as to the possi-
bilities of arranging barters and interpreting the maze of regula-
tions, quotas, and special conditions, it is significant that these
companies did a resl banking business in financing exports. The
maintenance of running accounts cbviated the necessity of a strict
balancing for each separate transaction, and curiously in effect
rehabilitated clearing under private auspices. All transactions
required, of course, the consent of the National Bank, which
imposed certain norms, eg., that trade with Jugoslavia should
approximate a 1:1 ratio of exports and imports, or that Rumanian
imports should consist of 50 per cent. of wood, 17 per cent of fuel,
33 per cent of oil. Officials of the General Credit Bank maintain
that profits on compensation do not exceed what commissions
would be under free payments; outsiders, however, regard the
business as very luerative, particularly because of special rates
chtained on “additional” exports.

The distinguishing characteristic of the second period extend-
ing through 1933, 1934, and 1035 is that literally thousands of
pengd rates came into being; for, besides the clearing premia and
surcharges and the decidedly ad hoe rates authorized for compen-
sations, there were special rates applicable for particular categorics
of goods, unique rates on “additional” exports, the use of Sperr-
pengd at their distinetive quotations, to say nothing of differences
arising merely from considerations given one trader in comparison
with the next. Importing was less camplex than exporting, but
surcharges differed between large commeodity calegories and
between groups of countries. Imports from Germany at one time
under the clearing paid an 18 per cent surcharge for raw materials,
22 per cent for half-finished goods, and 25 per cent for finished
goods; and about the same rates prevailed for other clearing coun-
tries excep: Austria, for which the old gold parity was maintained.
Payments in devisen to free-exchange countries bore a fairly uni-
form 40 per cent surcharge at the same juneture, though doliars
cost 35 per cent and Swiss franes only 25 per cent more than par.
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Foodstuffs, however, paid uniformly a 60 per cent import surcharge
they were “charged what the traffic would hear.’’t

The multiple rate scheme had been put into operation on the
theory that in Hungary’s particufar situation price discrimination
would yield a larger return than uniformity: to allow such export
premia as were “‘necessary’” with the depressed world market for
agricultural products would be to give greater premis than many
other classes of Hungarian exports required. The theory under-
lying this policy is subject to later enquiry; here we observe merely
that, with a change in underlying conditions, the theory was aban-
doned. Most significant was the world-wide revival in the price
of agricultural produets and a progressive closing of the “price
shears” between agriculture and industry.! For Hungary this
meant an increased inflow of foreign devisen and a steadying of

1. {CL. “Das ungarische Wihrungssystem,” Die Burse, Avgust 22, 1035.)
Exports revealed unending differentiation of rates. Being a peculiarly “export-
able” commodity, govse liver paid no premia. Living fish brought 8 9 per cent
premium on 70 per cent of the devisen received from free-payment eountries,
with no premium, i. e., the official rate, on the remaining devisen surrendered.
Paprika brought a 20 per cent premium on 15 per cent of the devisen, if
exported to France, a 16 per cent preniium on 100 per cent of the devisen, if
exported to Germany. For seeds exported to Germany no premium was paid,
because of the high prices obtained; but the exporter had to couple these
sales with sales to other countries where the official rate of the Hungarian
National Bank produced losses.

With the further eomplication of special rates for “additional’ exports,
the premia assumed for the layman something like the appearance of astro-
nomieal physics. Certain standard articles in the additional export category
followed gemeral rules according to country of destination; for example,
salami sold to Italy fetehed a 20 per cent premium, to Holland and to Albania,
35 per cent. Exports of fat, however, commanded an 18 per cent premium if
gold to Germany; for England, a 50 per cent premium was paid on the 40 per
cent devisen receipts which had to be surrendered to the National Bank, while
60 per cent of the proceeds could be taken by the exporter in discounted
Sperrpengt and redeemed at par. Further complications were produced by
the existence of special export subsidies. Exports of proeessed foodstuffs
might secure premis in this fashion: a 35 per cent. premium on 20 per cent of
the price in devisen under the “raw material” subsidy, offsetting losses on
imported raw materials; a 60 per cent premium on 50 per cent of the price
in devisen under the “groceries syndieate’ quota, offsetting the general handi-
cap of high costs of production in Hungary; finally, if the export was “addi-
tional,” the remaining 30 per cent of the price might be taken in Sperrpengs,
thus supposedly extending sales beyond the quantity “naturally” absorbed
by foreign markets. To atiempt a messure of the efiects of such procedures
&s these upon Hungarian trade would resemble an attempt at a statistical
survey of the effects produced by stirring an ant-hill with a stick.

2. Ci. p. 99 below.
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pengd quotations abroad.! The encouragement from these gains
on the positive side and the nuisance and uncertainty on the nega-
tive side combined to move the Hungarian authorities to a simplifi-
cation of rates and a liberalizing of payment arrangements during
late November and December, 1935, the beginning of the third
historical phase of exchange contrel in that country.

The simplified scheme involved five main categories as follows:

FPremin for Burcharges

Category Exports for Imports
1. Clearing countries except Austria .. ... 389 419,
2. Free exchange countries . ............... 0% 53%

3. “Devisea-compensation” as applied to Ger-

TADY it et et e 189, 19%
dAustrin........o.. . 10% 13%
5. Compenszation countries ................ ad koc ad hoc

The rates which may be taken as basic are the 50 and 53 per cent
premia and surcharges on free currencies, approximately the premis
paid for gold in pengn eurrently. Lior clearing countries, including
after the middle of January, 1936, Belgium, France, Switzerland,
and Turkey (besides Austria), the 38 and 41 per cent rates repre-
gent a much closer approach to the market relation than the 18-25
per cent rates previously applied, the persisting margin below free-
exchange premia and surcharges being explained by the restricted
applicability and delays in realization of clearing balances. While
the rates under clearing and free-exchange categories were approxi-
mately juslified, the premia and surcharges on Austria were
undoubtedly too low, as the subsequent accumulation of Hungzrian
debts demonstrated. The figure for Austria was arrived at by
deducting from the 38-41 per cent rates on clearing countries the
28 per cent agio on free devisen which had established itself in
Austria afier de facto devaluation. But the resulting 10-13 per cent
premium and surcharge did not sufficiently recognize the depreia-
tion of the pengd; for since the end of 1933, when pengd and
Schilling depreciations were approximately equal, the index ol
Hungarian wholesale prices indicating the course of export prices
had risen by 18 per cent, whereas the Austrian index, even of
sensitive prices, had advanced by only two per cent.? As for the
Mark, which had depreciated by about one-fourth as against a

1. Ci. pp. 102, 103 belnw.
2. Cf. Fig. 12, p. 92,
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one-third depreciation of the pengd, the Hungarian premium and
surcharges of 18 and 19 per cent seem to be approximately correct,
though an overvaluation of the Mark Iater developed from the
retention of these rates. A new term, ‘“Devisenkompensation,”
which made its appearance at this juncture, ecoupled with the
announcement that the Hungarian and German banks were to set
the exchange rate daily, created the impression that something
approaching a free rate was being introduced. Actually, since the
rates were not so adjusted, devisen compensation proved to be
merely another name for clearing. It eame to be known also that
the 18-19 per cent rates for Germany were quietly departed from
for eertain commodities.! However, it was not the clearing rates,
but rather the policy of Germany in systematically exploiting the
clearings, which lay behind a balance of 25,000,000 pengd in Hun-
gary’s favor by June, 1936.2 After eight months more of “favor-
able” trade balance, the Hungarian authorities are said to have
threatened in August, 1937, to sell their Mark balances at any price
necessary to clear the market. Instead there was introduced the
“Loro system,” providing that, beyond a certain accumulation of
Mark balances, the Reichshank’s Hungarian account was to accept
payments only if equal payments for German exports were made
into the German account in Budapest.?

Despite undoubted benefits to the volume of foreign trade
attending the rate simplifications of early 1936, Hungary made

1. Basler Nachrichten, January 11, 1838.

2. Economist, June 20, 1936, p. 673.

3. Georg Kdldor, Georz Kemény, Josef Vdgoe, Die Volkswirtschaft
Ungarng 1938 (Budapest, 1939), pp. 192-193. ITereafter referred to as Volks-
wirtschaft, 1938.

4. The rate simplifications were far from being as thoroughgoing,
however, as might be inferred from the schedule given on p. 98. It has never
been divulged to what extent the simple scheme was departed from, but an

indieation may be obtained from the following data supplied to me by the
National Bank of Hungary for one sample commodity on a given day.

Prewia Graxeep ox tHE Exeorts or Ecas oy May 15, 1936

In the French clearing. .. .............. ..o 0s. 20 per cent
In the Italian clearing. ... .......................... 17.5 per cent
In the Swiss clearing. ............... e 22 per cent
In compensation transactions with Czechoslovakia.. . . .. 34-35 per cent
In “free” trade. .. ..... .. ..o 38 per cent
In the case of additional exports .. .................. 85-88 per cent

The consensus amongst competent observers scems to have been that there
was nevertheless a substantial amount of uniformity, after January, 1936, and
that it had a salutary effect on Hungarian trade.
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slight progress during the year on other methods of simplifying or
reducing exchange control, largely because of uncertainties preced-
ing the gold-bloe devalvations. Though other members of the
Little Entenie — Czechuslovakia and Rumania — remained on a
mixed scheme of clearing and compensation, Jugoslavia was put
upen 2 “devisen compensation’ or elearing basis on January 15,
1936, with uniform premia and surcharges of 45 and 46.5 per cent.
The term was also applied to 2n arrangement with Ttaly of Novem-
ber 19, 1935, though actually it was a complex mosaie of varying
systems, Hungarian grain exports being applied to the amortiza-
tion of her commercial debts, certain commodities being auto-
matically, others by permission, admitted to clearing, without,
public announcement of any uniform rates of exchange.! Trade
with France during the first three quarters of 1936 proceeded on a
makeshift basis over the old clearing modified to provide the
application of 75 per cent of Hungarian export proceeds to com-
mercial debts as a quid pro gue for a 30 per cent reduction in the
principal by French ecreditors. During the same period Hungary
was cbliged to devote two-thirds of her export procceds with the
Swiss to the amortization of commercial debts. The substitution of
a payment for a elearing agreement with Belgium on July 15, 1936,
marked the first of several steps toward a slight relaxation of
exchange control during the ensuing year.

The gold-bloc devalvations in late September, 1936, inter-
rupted current trading until, after prolonged negotiations, the Hun-
garians were able to strike agreements with clearing partners as to
the exchange rates {o be applied. Had the devaluations been
mechanically countered by an equal devaluation of the pengd in
the form of premia and surcharges, these agios on foreign currencies
would have had to be advanced very sharply. By way of illustra-
tion, a foreign devaluation of one-third on a currency carrying a
40 per cent apio in Budapest would have required a 210 per cent
agio.? In point of fact, the agios were advanced much less — for
France and Switzerland from 38 and 41 per cent to 50 and 53 per
cent, for Czechoslovakia from 40 and 43 per cert to 45 and 46.5
per cent, and for Italy, where the rates had not previously been

1. Tyler, Seventeenth Quarterly Repori (January 15, 1936), p. 10.

2. To offset a one-third devalustion abroad the pengi would have to be
devalued by a reciprocal advance of agios; thus, 3/2 x 140 per cent=210 per
cent.
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announced, from a lower level to 40 and 43 per cent at first and
to 47 and 48 per cent later. The relatively high lovel of domestic
prices in the gold-blo¢ couniries previous to devaluation makes it
appear improbable that a full meeting of their exchange-rate
reductions was necessary. But it also seems improbable that the
Hungarians sufficiently devalued the pengé in these clearing rela-
tions, for in the year following exports to the five countries involved
dropped by 16 per cent in relative share of total Hungarian exports,
while imports rose by five per cent.

When the Swiss clearing agreement expired on March 31, 1937,
transition measures provided for the liguidation of Hungarian
debts, and & payment agreement, providing for a free account in
the Hungarian National Bank, with the settlement of balanees in
frec devisen, supplanted the old clearings. On April 19 clearing
came to an end wilth France, payments being earried on similarly
by free accounts in the two national banks and by settlement of
balances in free devisen. Two further steps in the liberalization of
trade appeared in the transfer of Bulgaria and Turkey on April 20
and July ! from the category of compensaling to clearing countries.
Thus the year and a half of strong economic revival in Hungary
from early 1936 to mid-1937 witnessed the institution of devisen
payments with Belgium, France, and Switzerland, the abandon-
ment of barter for clearing with Rumania, Bulgaria and Turkey,
and, as we shall see presently, the culmination of liberalizing efforts,
after the debt regulation in the summer of 1987, in the resumption
of free-exchange debt service.

The fourth epoch in Hungarian exchange control, character-
ized by effective transfer of the debt service but also by a decline
in volume of production from the mid-1937 peak, has brought only
one measure which could be considered as a continuation of the
more liberal exchange policy begun in the third period. On January
15, 1939, the depreciation of pengd currency was recognized in a
formal way in Lhe “‘writing up” of National Bank gold and devisen
reserves by 50 per cent, corresponding to premis paid on free
deviser.. In relations with foreign countries, nearly all the foreign
trade agreements of the previous period have been renewed with-
out noteworthy change.!

1. Clearing with Italy, which functicmed poorly in 1937 because of
Ttalian measures to exclude Hungarian eattle and the requirement that a
portion of Hungary's whent exparts be paid for in free devisen, has repeatedly
been the subject of prolonged negotiations, yielding nothing but aa extension,
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Economic DEVELOPMENTS UNDER ExcHANGE CONTROL

A, Money, Production, Prices, and Exchange Rales.

The financial and economie history of Hungary under exchange
control is dominated by the successive phases of world depression
and recovery. As a symbol of these phases, we take four major
movements in Hungarian wholesale prices, represented in Figures
11 and 12:! (1) from July to the year-end 1931, relative stability in
wholesale prices in the face of sharply declining prices abroad,
reflecting the financial crisis in Hungary and the rapid depreciation
of the pengd; (2) from January, 1932, to September, 1933, gradual
deeline in wholesale prices attending agricultural depression and
the collapse of industrial production; (3) from the last quarter of
1933 to the third quarter of 1937, a rise in Hungarian wholesale
prices deriving chiefly from the improvement in world agricultural
prices and economic recovery generally; (4) after the elosing quar-

of the status quo to June, 1939, (Volkswirtschaft, 1938, p. 194.) The Rumsa-
nian clearing agreement had also to be modified as a consequence of Rumanian
protests against the sale of lei balances by Budapest banks at what was eon-
sidered to be such high rates as to penalize Rumanian exports. An agreement
valid until March 31, 1939, fixed the rate at 26.5-27 lei to the pengd, increased
the Rumsnian Bank's free balance with the Hungarian National Bank, and
extended the petroleum quota — for which Hungary had always to pay in
free devisen-—from 30 per cent to 40 per cent. (Volkswirtschaft, 1938, p. 195.
Hungarians have continually protested that the requirement of payment in
devisen is onerous.) By far the most important change in the foreign trade
situation has been the absorption of Austrin and Czechoslovakia inte Ger-
many. By the Hungarian-German agreement of May 7, 1938, all Austrian
import quotas were transferred to Germany. The establishment of the Schill-
ing-Mark relation at 3:2, with its consequent imposition of the Mark over-
valuation on Ostmark trade, has quite naturally raised Hunparian exports
and decreased imports, the former from 17 per cent to 18 per cent of total
Hungarian exports, the latter from 18 per cent to 11 per cent of total Hun-
garian imports, or a 35 per cent decline from 1937 to 1938. Complaints are
especially noticeable in Hungary beeause of the high price and sharp reduction
of imports of Austrian wood. (I. Ferenczi, “Ungarns Handelspolitik,” Ung.
Wirt. Jhrb., Vol. 14, pp. 175-177.)

1. Pp. 91 and 92. For comparative purposes the index of sensitive
prices of the Hungarian Institute for Economic Research has been repro-
duced in Fig. 12. While this index does show a number of short, sharp move-
ments, it fails to show as satisfactorily as the wholesale price index the larger
changes in depression and recovery. The Institute may have excluded agri-
cultural and industrial staples from its sensitive index because of the existence
of monopolies or contrels; but these elements were overridden by eyclical
forees, aceording to the evidence of the wholesale index, which does include
such staples, Prices included in the sensitive index are: cowhides, calfskin,
tallow, beefgut, bones, rapeseed oil, muslin unbleached and prints, iron wire,
serap-iron, brown coal.
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ter of 1937, a fall and indecisive rise in prices accompanying the
set-back and recovery of the last year and a half.

The incisive action taken in 1931 by the Central Corporation
of Banking Companies and the central bank in rescuing commereial
banks from the consequences of capital withdrawals preserved
banking liquidity at the cost of the monetary standard. Despite a
rediscount rate of nine per cent in foree until September 10 and
eight per cent during the rest of 1931, central bank credit increased
from 500,000,000 to 600,000,000 pengd and bills discounted from
275,000,000 to 400,000,000 pengd during the second balf year.
Part of the increase in money supply was dissipated into hoards
and part merely provided for the additional requirements of a
liquidation erisis; as a result the index of wholesale prices remained
stationary. Meanwhile, however, sterling-bloc dcvaluation and
deflation in other countries significant for Hungarian trade —
Czechoslovakia, Germany, and Switzerland — left the pengd “high
and dry” in asituation of relative inflation. Fig. 12 shows a fall from
May to December in English wholesale prices on a gold basis from
66 to 44 per cent. The premia on gold in the free Budapest market,
asshown in Fig. 13, moved reciprocally, except for the sudden spurt
in November, to the British price index. At the same time, black
market quotations on gold currencies such as the dollar showed
approximately the same movement as the price of bullion.! Inter-
national price comparisons and gold-currency premia indicate a
one-third depreciation of the pengé by the close of 1931.

Even during these first few months of exchange control, the
maintenance of the old pengd parity began te entail certain disad-
vantages which became chronic maladies of the system. TFor
example, the 1931 wheat harvest, chief staple of Hungarian export,
was marketed abroad at a total value of 40,000,000 pengd in com-
parison with 42,000,000 pengé for the 1930 harvest, despite a 50
per cent increase in physical quantities sold.? A fall of 14 per cent
in the price of Hungarian wheat on Hamburg and Liverpool mar-
kets accounts for a small share of this discrepancy, but much the
larger share must be ascribed to the penalty on exportsinvolved in
the low official price of foreign currencies. In the second place, we

1. E.g. in late December the dellar {old pur=5.71 pengd) was quoted at
8.3 — 8.5 pengd, i.e. at a 47 per cent premium, while gold sold at a 53 per
cent premium.

2. U. L i, W, Vol. 41, p. %0.
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observe how the limited allocation of import devisen afforded to
certain industries a degree of protection from foreign competition
exceeding that which resulted from protective tariffs alone. The
cotton textile and coal industries began to experience boom condi-
tions, and the stimulus spread to nearly all eartelized industries in

Huwngarian ForeiGN TRADE
VaLue 1y MitLions oF PENGG BY QUARTERS
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Fra. 14*
* For data and sources, see p. 369, below.

the early stages of exchange control. For those industries not pos-
sessing certificates enabling them to retain export devisen for the
purchase of raw materials, the National Bank’s key for allocating
exchange caused severe shortages of raw materials; and this came
to be the third main source of economic difficulty.
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Partly as a consequence of declining world prices for agrieul-
tural products, partly because of the pengé penalty on exportation,
and partly from the scarcity of raw materials, the Hungarian excess
of exports fell from 88,300,000 pengs in 1930 to 31,000,000 pengd
in 1931, but this year of catastrophic decline was not yet the
lowest, point, as shown in Fig. 14. The export surplus in 1931 thus
amounted to little more than a tenth the cstimated annual debt
service of 300,000,000 pengd. It is difficult to imagine a monetary
policy sufficiently deflationary to have developed the requisite
surplus. Exchange control had been practically unavoidable
because of eapital flight; and moratorium — decreed on December
22 — was similarly inevitable because of the impossible burden of
debf service.

The moratorium marks an end of the crisis phase of depression
and the beginning of nearly two years of deflation, financial liquida-
tion and economic stagnation. From its panic level of 170 per cent,
reached during the preceding month, the Budapest price of gold
came in January, 1932, to assume a level slightly uuder 150 per
cent, which persisted for the next half-year. From Fig. 12 it will be
seen that Hungarian sensitive and wholesale prices fell as rapidly
as the Austrian sensitive price index and even more than British
wholesale prices on a gold basis, Pengt depreciation and the loss
of central bank reserves came to a definite halt. Although the
National Bank inereased its portfolio slightly to the mid-year, total
central bank credit (notes and deposits) decreased. The decline in
the index of industrial production in these months undoubtedly
reflects the world depression and, more particularly, the low levels
of agricultural priees and the poor harvest of 1931;! but Hungarian
commentators ascribed part of the difficulty to inadequate alloca-
ttons of import devisen and a shortagoe of industiial raw materials.

The isulation of exchange control as peculiarly responsible for
the throttling of industrial production in the first half of 1931 has
some justification, inasmuch as the upiurn in the second half of
the year was accompanied, as we have already noted, by increasing
departures from the official pengé prices. From the angle of general
monetary policy, however, the second half of 1932 was character-
ized by an intensification rather than any lessening of credit
restriction and liquidation. Bank rate was indeed reduced four
times, on April 18 to six per cent, on July 1 to five per cent, and on

1. CL p. 370, below,
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October 18 to 414 per cent; but bills diseounted maintained their
former level and central bank credit shrank to 500,000,000 pengé
in comparison with nearly 600,000,000 pengd a vear earlier. How-
ever this development may be judged for its effect upon the dormes-
tic economy, it strengthened the foreign position of the pengs.
Hungarian wholesale prices continued downward in the second half-
year, while British wholesale prices, indicative of price movements
in countries not under exchange control, ceased falling altogether.
Gold premia in Budapest and the Zurich notation on pengé notes
moved reciprocally to one another and were virtually consistent in
showing a reduction in pengé depreciation from somewhat less than
one-third to approximately one-fourth in the course of the year, as
may be seen from Fig. 13.! Despite the narrowness of the gold and
pengi-note markets, their mutual consisteney and the fact that
pengi-note quotations in Zurich were paralleled quite ciosely by
the discounts on Standstill pengé scem to indicate that they
were fairly reliable indicators of the foreign value of the pengd.
The first three quarters of 1933 found the Hungarian economy
“bumping along the bottom’ in the final stage of depression. Under
the combined influences of depression, exchange control, quotas
and tariffs, exports and imports came to their lowest ebbin the first
quarter of 1933 at 26 per cent and 23 per cent of their 1925-27
values. Dominated by the world prices for agricultural products,
the index of wholesale prices shows the trough of depression, reach~
ing its minimum in September at 58 (1925-27 = 100) in comparison
with 71 at the initiation of exchange control in August, 1931.
Although the government instituted numerous measures to coun-
teract deflation — borrowing 15,000,000 pengd from the Foreign
Creditors’ Fund, fostering the foundation of an “Institute for
Industrial Rationalization” with an initial 15,000,000 pengé capital
for immediate undertakings, intermediating in 25,000,000 pengd of
new credits by the Central Banking Corporation to agriculture
1. Both the Budapest gold market and the Zurich market for pengs
notes weve somewhat narrow and artifieinl. As for the former, gold could nat
legally be sent out of the country, and its sole legal use consisted in its serving
8s a liquidity or hoarding medium. The Zurich market for pengd notes
existed chiefly by reason of the [act that, unlike the Gerinan authorities, the
Hungariuns did not attempt to interfere with reimportation of the notes.
The supply came from smuggling out currency, chiefly for the purpose of
repatriating Hungarian securities (ef. p. 145 below; Tyler, Twenty-third

Quarterly Report, July 15, 1937, p. 12), while the demand came from travel-
lers to Hungary.
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— the total of central-bank credit nevertheless remained constant
throughout the year at 500,000,000 pengs.! The year 1933 also
shows a remarkable constancy in indices of the foreign value of
pengd currency: quotations on the Budapest free gold market hov-
ered about a premium of 35 per cent, and pengé notes sold on the
Zurich market at a discount of about 25 per cent, the slightly
more favorable prices in the latter market being easily accounted
for by large profits made in bond repatriations financed through
smuggling out pengd notes.?

The recovery of industrial production beginning in the third
quarter of 1932 and carrying forward steadily throughout 1933 (the
seasonally adjusted index rose from 75.6 to 91.3 per cent) was not
only exceptional in the generally adverse conjuncture, but actually
ancmalous and artificial. Had exchange control operated in a
“pure” form and in isolation, the official rate on foreign currencies
would have entailed low yields on agricultural exports — such,
indeed, as were actually realized — but it would have exposed
industrial production for the home market to devastating foreign
competition. Agios over the official rates, introduced for dealings
in devisen late in 1932 and extended to clearings during the fol-
lowing year, averaged less than half the 35 per cent premium on
gold; they reduced but fell far short of eliminating the bonus to
importation. But exchange control did not operate in isolation;
beside the ordinary import tariffs, an extensive system of import
prohibitions and quatas protected industry at the cost of agricul-
ture. According to the League’s Representative in Hungary, by
April, 1933, import licenses eovered 86 per cent of the total?
Furthermore, industrial cartels undoubtedly fared much better

1. The sudden increuse of bills discounted in the last quarter of 1933, as
observed in Fig. 1, represents no increase of loans; in conjunction with an
sgreement on October 18 between the Hungarian National Bank and the
Bank for International Settlements regarding the consolidation of the emer-
gencey credit secured in the summer of 1931, the National Bank had returned
to it 126,000,000 pengd of discounted bills formerly in the hands of the Huro-
pean central banks which had granted the loan. At the same time 17,800,000
pengd was transferred from gold and devisen reserves to a special amortization
account. Cf. U. L f. W, Vol. 22, p. 19 and Tyler, Ninth Quarterly Report
(December 30, 1933), p. 7.

2. Cf p. 361 helow,

3. The pereentage of imports subject to license in April, 1933, was given
euphemistically in terms of 1930 imports! Tyler, Sixth Quarterly Report

(April 26, 1933), p. 16. This percentage (44.5) for 1930 imports equals 86
per cent of 1933 import values.



HUNGARY'S STRUGGLE WITH DEPRESSION 99

than unorganized and usually smaller competitive indllStl'i?S_ in
securing certificates for the retention of devisen and in obtaining
allocations for raw material imports. To offset some of these
buttressing forces on monopoly price, in December, 1932, attendl:ng
the official introduetion of agios on devisen, importers had to give
a written pledge not to raise prices; but in a period of generally
falling prices, such a measure would of course be purely .nuga?,o_ry.
Furthermore, a deeree of January 7, 1932, established a Price Fixing
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Commission; but the wording of the decree created the impression
that 1931 price relations were to be taken as “normal.”” 4nother
decree on January 23, 1933, made explicit a cost-of-production test
of justified price, apparently without avail. ]
The one fact of overwhelming importance to the Hungarian
economy during the whole period of depression was the opening of
the “agricultural price shears,” ie. the decline of agricultural

I. Stefan Varga, “Frobleme der Preispolitik,” Pester Lloyd, January,
1934,
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relatively to industrial prices depicted in Fig. 15. Under the arti-
ficial maintenance of cartel prices through tariffs, quotas, z2nd
exchange control on the other side, their decline being worsened
by the penally on exports from the official exchange rate and the
throttling of active balances with clearing partners, the price
disparity between industry and agriculiure came in the last phases
of depression to be the greatest in Burope! Since industrial pro-
duction accounts for a share of the nationa! income not exceeding
one-fourth, these relative handicaps laid upon agrienlture must be
charged with grave responsibility, quite aside [rem the inevitable
workings of the world agricultural situation, for the 40 per cent
shrinkage of Hungarian national income in the depression.?

Economists who rely upon each country’s combatting depres-
gion far itsell by means of an expansienist monetaty policy may well
consider the case of Hungary. In the first place, Hungary’s chief
difficulty was not less than full employment, but low international
values upon her produets. Employment statistics for agriculture
show a reduetion in unemployment from 1935 to 1938 from 1034
to 4 per cent; the reduction is aseribed,® however, even in these
years of strong recovery in Hungary, not to a genuine absorption
of unemployed factors but merely to a spreading of the work. The
ten per cent figure probably represents merely frictional and
voluntary unemployment. It is difficult to see how eredit expan-
sion could have done more than raise costs and domestic prices of
agricultural products, lowering the effective foreign value of the
pengd. Even from the beginning of the depression in 1929, Hun-
garian industry enjoyed a favored position at the expense of domes-
tic consumers and agricultural interests, The seasonally adjusted
index af industrial production, as shown in Fig. 11, did not fall
below threc-fourths its 1629 level; in 1932 the Hungarian index
assumed third place after England and Sweden among the ten most
important Furopean countries. Had the central hank and Treasury
followed a vigorous program for increasing meoney incomes, it
seems probable that the competitive strength of Hungarian agricul-
ture upon world markets would have suffered, and that industry
would have lost more through the impairment of farm purchasing

1. Tyler, Tenth Quarterly Report (April 26, 1934), p. 13.

2. Matthias Matolesy and Stephen Vargs, The National Imcome of

Hungary 1924-25 to 1936-37 (London, 1938), pp. 68-69.
3. Sudost Economist, Vol. 1, No. 5, p. 141 (May 26, 1939).
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power than it gained through “pump priming” activities directly.

Although the government, perhaps because of such reascns as
these, did not launch on a systematic effort at reflation, its own
financing was not deflationary. Budgetary deficits of 229,500,000
pengd, 179,700,000 pengd, 108,500,000 pengs and 66,300,000 pengd
in fiseal years from 1930-31 to 1933-34! served to increase the
flow of monelary incomes, since a large share went into agri-
cultural relief and other purposes of “social fegislation.” Tt must
also be emphasized that, though the operation of the monetary
system, including central bank and commcrcial bank® eredit, was
on the whole deflationary, Treasury borrowings from the National
Bank approximately doubled from 1931 to the end of 19332
The 30,000,000 pengd increase was simply overwhelmed in the
general liquidation, which reduced central bank money (notes and
deposits) from 600,000,000 pengé to 500,000,000 pengs. Finally,
other measures taken by the Stale against depression bore an
expansionist character — the reductions of bank-rate primarily
as an aid to agriculture,? the establishment of & National Credit
Senate to set maximum interest rates on all eategorics of indebt-
edness,® thereby reducing the service of agricultural debts by 51
per cent from 1931 to 1934, the extension of “Green Credits” on
crops,® and the limited moratorium on short-term agricultural
debts proclaimed on April 1, 1932, and extended for two years on
October 12, 1935.7

The story of economic recovery in Hungary from the last
quarter of 1933 to the last quarter of 1937 c¢an be told rather

1. Ibkid., p. 297.

2. Statistics of commercial bank credit have not heen reproduced here,
hecause of the faot, that the use of cheques is so limited as to render the princi-
ple of “system expansion” of little importance. “Current accounts” a$ the
close of 1938 only slightly exceeded the 1,050,369 pengd of cash, central
bank notes and its own deposits. The figure of ewrrent zccounts showed an
almost absolute inflexibility from 1929 to 1939, Cf. U. 1. {. W., Vol. 41, p. 46.

3. Cf. p. 361, below.

4. Osterreichischer Volkswirt, Vol. 25, p. 312.

5. Pester Lioyd, January 1, 1935, p. 16; The Stock Exchange Gazette
{London), May 18, 1934, p. 1125-1127.

6. Fester Lloyd, February 28, 1933.

7. UL w, Vol. 20, p. 113; Tyler, Eighth Quarterly Report (November
8, 1933}, pp. 14-16, idem, Sixteenth Quarterly Report (October 30, 1935)
pp. 9-10. For'u complete report of Hungarian government measures fop
agricultural relief, see International Institute of Agriculiure, The World

i\;:;eisultural Situation for the years 1931-32 to 1935-36 (Rome, 1932 {o
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briefly, because it is so completely dominated by the improvement
in world agrieultural markets. Monetary policy, quotas, and
exchange control aperated as cause and effect, but in either role
they are subordinate. Nutional income follows the course of agri-
cultural income so closely' that Fig. 16 may be taken as showing
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the variations of both. Industrial production, which begsa to
advance earlier than in most countries, and which outstripped other
countries in growth rate to mid-1937, excepting Japan, Germany
and Sweden, had a pyrotechnic quality, but it did not “call the
turns.”

Recovery began in the last quarter of 1933 as it became appar-
ent that, despite a one-third drop in the Liverpool price of wheat
in three months, the 1933 harvest would be large enough to insure
a larger value yield than the preceding year. There was, moreover,
an incresse in industrial cxports under the stimulus of the Martins
Agreement for “additional exports” against froszen pengio? The
year closed with a favorable trade balance of 78,700,000 pengd, or

1. Matoloesy and Varga, op. cit., p. 69.
2. U.L.1. W, Vol. 24, p. 126.
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only one-tenth less than 1929, the largest of post-war years.
The favorable balance of 1933 reacted strongly upon expectations
throughout the Hungarian economy the following year. Wheat
prices in Budapest aimost doubled, much exceeding any rise explic-
able from the poor harvest, since Liverpool quotations elosed the
year at the same level as prevailed at the beginning. Export prices
as & whole rose from May to November by 22 per cent ; and, despite
a three per cent fall in the British wholesale index, the Hungarian
index advanced by six per cent.

The consequence of this ten per cent, rise of prices relatively to
gold currency countries was a deprecialion of the pengé from a
level of three-fourths to a level of two-thirds of parity: gold premia
in Budapest (¢f, Fig, 13, p. 94) advanced from about 35 per cent in
1933 to 53 por cont by the end of the year, while pengd noles in
Zurich fell from 75 to 65 per cent of par. The favorable balance of
trade declined meanwhile by one-third. Responsibility for these
developments rests less with the banking system than elsewhere,
since central bank credit remained nearly constant. But the bud-
getary defieit in 1934-35 advanced to 70,400,000 pengd, carrying
with it a tendency to raise costs; government borrowings from the
central bank increased somewhat, and the artificial maintenance of
grain prices continned. Had the government actually felt the
concern regarding the external value of the pengé implied in its
retention of exchange control, it would have pursued & more rigor-
ous course in these matters.

However insecure the price advance of 1934, the revival of
Hungarian economy during 1935, 1936, and the first half of 1037
was solidly founded upon the improvement in world agriculture.
From the low point of depression to the first quarter of 1037,
industrial prices rose by only 13 per cent against 45 per cent for
farm products. This closing of the “agricultural price shears” goes
far in explaining the advance of industrial production from 101.5
{1929=100) to 135.3 and of national income from 3,490,000,600
to 4,227,000,000 pengé over the same pericd, as well as the redue-
tion of the budget deficit to 24,600,000 pengd in 1935-36 and the
appearance of a surplus of 8,100,000 pengd in 1836-37. Second in
importance in the recovery were the excellent harvests of 1935 and
1036' marketed at good prices because of relatively poor yields
elsewhere, circumstances which largely account for the swelling of

1. Cf. p. 370, below.
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central bank reserves (cf. Fig. 11, p. 91) from 94,000,000 pengs in
September, 1935, to 142,000,000 pengd in September, 1937, and
for favorable frade balances of 1935 and 1936 of 49,200,000 pengé
and 67,200,000 pengd.

In contrast with 1934, the first year of recovery, when the
pengd lost a tenth of its foreign purchasing power, the gradual
climb of the wholesale price index from 1935 to the turn of activity
in 1937 did not outstrip the advance of British prices (cf. Fig. 12,
p.92), and the external value of the pengs appears to have suffered
no detericration as measured in gold premia and the discounts on
pengi notes and Sperrpengt in Zurich (of. Fig. 13, p. 94). That the
enlire upswing was financed from hoards and current savings! is
evidenced by the continuous reduction of bilts discounted by the
central back and the inerease of its notes and deposits at a rate not
exceeding aceretions to its gold and devisen reserves (cf. Fig. 11,
p. 81), Monetary ease, frequently characterized as stagnation in
the money markets, prevailed throughout: by virtue of its isolation
from other capital markets — such as Germany — bank-rate could
be kept at four per cent from August 29, 1935 onward, and the
whole structure of interest rates could be held at the low levels of
that year. The culmination of four and a half years of economie
gains came in 1937 with a national income equalling that of 1930,
industrial employment exceeding 1929 by ten per cent, & balanced
budget, and the resumption of debt service in free devisen. Incon-
sistent with what would be the normal expectation for recovery,
and ominous for an approaching dewnturn, was the trebling of
National Bank advances to the Treasury from 1934 to 1937.

The current phases of the cycle began with a turn in wholesale
prices in April, 1937, reflceting a break in Liverpool wheat prices.
Prices for farm produce in general deelined, but not so rapidly as
to prevent the total value of Hungarian exports from increasing
over previous years. For agricultural exports in 1938 prices were
very low, but Hungary was favored by a record harvest bringing
a faverable balance of 104,100,000 pengd, equal to the previous
high mark in 1937, Thus, despite the decline of agricultural prices,
it has been agriculture which paradexically supported the economie
situation. Hungarian industrial preduction fell off from 135.3 to
116.2 irom the second quarter of 1937 to the third quarter of 1938,

1. Eccnomist, Fehruary 12, 1838, p. 20
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as compared with 105.1 and 69.1 during the same interval for the
United States.!

On the monetary and financial side, steady accretions in 1937
to central bark reserves justified the increase of its eredit, especially
in view of the declining index of wholesale prices. Developments
during 1938, however, were precarious. The absorption of Austria
into Germany in Mareh eaused apprehensions regarding Hungary’s
economie future and a withdrawal of 100,000,000 pengé from the
banks between March 1 and May 1, met by a corresponding
increase of central bank note issue. Before the heoarded funds could
return in significant amounts, the second crisis — this time involv-
ing Czechoslovakia — precipitated withdrawals of 150,000,000
pengd. Bills discounted at the National Bank increased eovre-
spondingly to 567,000,000 pengd by the end of September, but their
decline to 479,000,000 pengé a month later indicated the passing of
acute panic. The large increase of reserves at this juncture is not
real but & mere transter of 70,000,000 in gold and devisen from
“Other Assets” to ‘“Reserves,” a move which not only reveals the
existence of hidden reserves but also betrays a desire for a show of
strength at a time when note issue had been increased 60 per cent
within & single year. About one-fourth of the increase was, it is
true, involved in the exchange of pengd notes for Czecheslovakian
currency in the regions taken over by Hungary in November.3

On June 23, 1938, the statutes of the Hungarian National
Bank were revised in eonjunction with the initiation of the rather
ambitious Five Year Plan for public investments aggregating
1,000,000,000 pengd, funds to be provided by & domestic loan of
400,000,000 pengd and the balance by a capital levy. However
much certain of the amendments may have been required by

- “‘modern conceptions of a monetary standard,” sucl as permission
to engage in open market transaetions,® the provigion of a 130,-
000,000 pengéd credit to the Statc — an amount nearly equal to
central bank discounts for the Treasury in the prosperity year
1937 — arouses suspicion of inflationary fiscal tendencies, Of the
1,000,000,000 pengi provided for in the Five Year Plan (600,000,-

1. Reischskreditgesellschaft, Germany’s Economie Situation at the Turn
of 1938-39, p. 32.

2. Volkswirtschaft, 1938, p. 225.

3. Note issue was thereby increased in roughly the same proportion as
the accretion to population. Eeconomist, December 17, 1938, p. 595.

4. Ung. Wirt. Jhrb., Vol. 14, pp. 366-373.
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000 pengd for rearmament and 400,000,000 pengs for public works)
half had already been spent by the late spring, 1939, Industrial
produetion rebounded from 116.2 in the second quatter of 1937 to
147.0 in the first quarter of 1939 under the influence of these heavy
public expenditures.

The reappearance of a budgetary deficit of 67,900,000 pengd
in 1937-38, the disturbed state of international politics, large
increases in the note issue, and the launching of the Five Year
Plan have reacted unfavorably on the pengs. After three years of
stability extending through cven the gold-bloc devaluations of
1936, Zurich quotations on pengd notes fell during 1938 and the
early months of 1939 from 60 per cent of parity to 30 per cent (cf.
Fig. 13, p. 94). It is difficult to tell how much of this can be ascribed
to domestic price level changes, particularly since the cue given
by the Budapest gold market has been lacking sinee early 1935,
Until the end of 1938 the indices of both sensitive and wholesale
prices moved downward, and even the more moderate movement
of the latier equalled the reduction in British wholesale prices;
but with the first quarter of 1939 all the price indices of the
Hungarian Institute for Economic Research have disappeared in
its Reports, and their place has been taken by the relatively
insensitive indices of the Royal Statistical Office,? a change whieh is
calculated to arouse suspicions. The abrupt fall in the value of
pengd notes in Zurich, on the other hand, is probably partly
explained by the inerease of supply through a flicht of capital from
Hungary, while the demand for travel purposes has suffered under
threats of European war. On the whole, there seems to be & strong
probahility that the statement which had come to be conventional,
that the pengé is about one-third depreciated, now errs decidedly
on the side of optimism.

B. The Comparative Sttuations of Industry and Agriculture.

The most characteristic feature of exchange control, the main-
tenance of an artificially low price on devisen, operates to penalize
exports and encourage imports. If a country’s exports are largely
agrieultural, agriculture suffers; if its imports are largely industrial,
industry flourishes, at least relatively. A windfall to importers

1. Royal Institute of Intermational Affairs, South-Eastern Eurape, A

Political and Eeonomic Survey, 2nd ed. (London, 1939}, p. 118.
2 U. 11 W, Vol 42 (May, 1939), p. 52.
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of industrial products or to domestic industrialists arises in the
first place because, at ihe artificially low rate of exchange, im-
port devisen have to be rationed out and this entails a reduction
in imports and a rise of their domestic prices.! A second source of
windfall or monopoly profits to industry lies in the allocation of
devisen for industrial raw materials at the low foreign exchange
rates. Thirdly, to the degree that industries are monopolized or
firms are few and large, they are apt to fare better in securing
allocations of devisen, by fair means or foul. These three factors
per se increagse the profits of cartels and further the formation of
monopolies. The hardships to agricultural exporters, on the other
hand, induce them to band tegether to secure modifieations of
exchange control or better prices for their exports. Nothing pre-
cludes such export organizations from turning their attention to the
possibilities of domestic markets. It is to be observed that the
greater the divergence between official and “‘real” rates of exchange,
the more potent, are all four of these forees. Finally, almost as a
corollary from these propositions it follows that the consumer
must suffer loss.

The Hungarian economy under exchange control shows the
opcration of these tendencies in full force. Consider first the
position of industry. The narrative of economic developments in
Hungary under excharge control revealed that industrial produc-
tion turned upward in mid-1932, two years before the upturn in
agrieultural income,? that it maintained a fairly even advance for
five years thereafter at 12 per cent per annum, and that it was,
relatively to other countries, rather slightly affected by the down-
turn of 1937. The superior position of industry arose partly from
the “natural” divergence of industrial and agricultural prices in
depression; but it was also to an undetermined degree adventitious
— the result of protective tariffs, import quotas, and exchange
control *

1. The immedinte tendeney of an artificially Iow rate on foreign exchange
would be toward an absolute increase of imports. But with given conditions of
domestic cost and international demund this rate will necessarily reduce
exports and, except for available reserves of devisen which an exchange eon-
trol country is not likely to possess, reduce imports rlso.

2. Cf. Figs. 11 and 18, pp. 91 and 102 ahove.

3. Some offeet to the superior position of industry came from the levying
of the “social burden” iaxes almust exclusively upon industry, and from the

introduction in 1937 of the 44-hour week and minimum wage rates by adminis-
trative decree.
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Chief benefits from these interferences acerued to the cartel-
ized sector. Fig. 17 reveals how the prices of coal, lignite, firewood,
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minerai oil, and iron — monopolized industrial raw materials —
not only defied reduction throughout depression but even rose
slightly, whereas the prices of copper, lead, tin, lumber, briquettes,
leather, cotton, wool, linen, and paper — competitively produced
or imported industrial raw materials — fell in 1932 and 1933 to
50 per cent of their prices in 1929.

In addition to the five cartelized eommodities included in the
index, monopolies also controlled fertilizers, gasoline, lime, cement,
textiles, alcohol and milk. So notericus was the diserepancy
between pegged and free prices that publication of the two series
had discreetly to be discontinued by the Hungarian Institute for
Economic Research after September, 1932

Of those industries gaining from exchange control in and of
itself, glass, leather, paper, and iron are perhaps most notable.
Certain cartclized industries such as coal, while benefiting by
import resirietions through quota and exchange control, lost on
balanee, because of reduced demand from heavy industry, espe-

L U.Li W, Vol 14, p. 35.
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cially in the 1931-32 period of par exchange rates.! Buf this very
enforcement of the official rate provided an unparalleled stimulus
to the textile industry, beeause of a high proportion of its costs in
imported raw materials. As a result, as early as November, 1931,
it was especially noted as a booming industry;* similarly in the
following quarter, it was the one exception to general economic
contraction.? Despite a fall of 53 per cent in textile import from
1930 to 1931, therc was again a 57 per cent decline from 1931 to
1932; but total sales of textiles in Hungary decreased (1931-32)
only from 498,000,000 pengé to 408,000,000 pengs,® and number
of employces remained at practically the 1929 level throughout
the depression. In 1933 a one per cent tax on textile production,
calculated to yield 3-3,500,000 pengd annually for purposes of
export, subsidy, was explicitly justified from the favorable con-
juncture created by import limitations.

Throughout the exchange control experience complaints were
rife concerning a ‘‘shortage of industrial raw materials.” In view
of the fact that the percentage of total imports falling under this
caption increased from 23.6 per cent in 1931, when exchange con-
trol was introduced, to 34.6 per cent in 1934, and that it remained
at the relatively high level of 31 per cent through 1938, a phe-
nemenon which should cause no surprisc in a period of intense
autarky, the complaints may scem paradoxical. The explanation is
a simple matter: at the low official rate on foreign devisen, amount
demanded vastly exceeded amount supplied, however large the
imports of industrial raw materials. To some firms, those which
posscssed  importers' certificates,® large concerns and cartels
which suceeeded in enforcing their elaims in the devisen allogation,
and those, as for example the iron industry, drawing their raw
materials through the clearings,? even this circumstance meant no
embarrassment, The complaints emanated mostly from mer-
chants, small industrialists, and agriculturalists dependent upon
imported raw materials, As might be expected, a raw material

1. Osterreichischer Volkswirt, Vol. 6, No. §, p. 87.

2. U. 11 W, Vol, 13, p. 111. .

3. U.LL W, Vol 14, p. 118.

4. Osterreichischer Volkswirt, Vol. 25, No. 43 (July 22, 1933), p. 345.

5. Wirtschaltsdienst, September 20, 1935; U. L. £ W, Vol. 10, p. 111.

6. Cf. p. 81 above,

7. R. P. F. Edwards, Economic Conditions in Hungary, 1933-35, Depart-

ment of Overseas Trade, Bulletin No.829 (H. M. Stat. Off. T.ondon,
1936), p. 24.
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shortage in this sense was most acute at times when the exchange
rate applied by the Nationa! Bank showed largest deviations
from “Iree’ rates,' as for example in the latter part of 1931 with
the enforcement of parity rates.? It is frequently said® that the
shortage of industrial raw materials arose because Hungarian
exports went largely to European exchange-control countries not
supplying these essential materials. Had therc not existed the
artificially low rates on foreign devisen, however, windfall profit
on imports including this category would have disappeared, and
with it the “scarcity” of devisen for less fortunate applicants.

The concave side of the shield is the economic position of
agriculture. How the ‘“‘agricultural price shears” reduced Hungar-
ian agrarian classes to desperaie straits, and how in & variety of
ways the government attermpted to alleviate their diffculties, has
been deseribed briefly.* From the viewpoint of exchange contral
chief interest atfaches to the policy of maintaining grain prices®
substantially above their international level through the operations
of the Futura Company, the Boletta Fund, the Agricultural
Relief Fund, and international agroements. The Futura Company,
founded in 1919 to aid farmers in marketing, was utilized from
1930 onward to carry through open-market purchases on govern-
ment account to support grain prices. Throughout the entire
period of exchange control, also, the price of Hungarian wheat
was maintained above world market levels by international
agreements giving the buying countries a quid pro quo through
an undertaking on the Hungarian side to amortize debts or to
abscrb certain quantities of industrial exports. An agreement
made as early as 1931 with Austria merely offset the effect on
Austrian purchasers resulting from a 3.50 pengd per quintal mark-
up on wheat given as a bonus to Hungarian producers.t Under the

1. As (only approximately) indicated by the black market for devisen,
gold market, and Zurich quotations on pengé notes. CY. p. 97, n.1, above.

2. U. L. W, Vol. 13 (November 1931), p. 11i.

3. For example in Ungarns Handel und Industrie im Jahre 1936 (Buda-
pest, 1937), p. 3L

4. Ci. p. 101 above.

5. Coupcentration upon grain and neglect of livestock, the next most
important Hungarian export, may be explained by the fact that grain prices
fell early and violently, whereas livestock breeding actually gained for a
while by a shift of eonsumption to meat. Cf. League of Nations, World Pro-
duetion and Priees, 1925-33 (Geneva, 1934}, p. 26.

6. Osterreichischer Volkswirt, Vol. 23, No. 42, p, 1121, and No. 46,
p. 1208,
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terms of the famous Rome Pact between Hungary, Austria, and
Italy, which was put into effect in July, 1934, and renewed annu-
ally thereafter, the latter two wheat-importing countries agreed
to take definite guantities of wheat at a “fancy” price in return
for Hungarian trade concessions. Though the price was not
officially published, it is known to have been 16 pengs per quintal
for Austria and 17 pengd, subsequently 18 pengd, for Italy,! a
price level which, like “dollar wheat,” seems to have seized upon
the popular imagination es a sort of justum pretium. The Liver-
peol price did not exceed one-third this amount, but even se,
under the prevailing obstacles to trade the Rome Pact prices
assumed an intermediate position between world markets and the
domestic price in European wheat-importing countries.? While
the international agreements undoubtedly worked to an undeter-
minable degree toward grain-price maintenance in Hungary,
their results, so far as quantify sold is concerned, were generally
disappointing.?

The Futura Company and international agreements have
been operating during the whole period of exchange conirol in
Hungary, but the Boletta devicc utilized until 1934 has given
place to an Agricultural Relief ¥Yund. After an initial year (1930-
31), whon the entire proceeds of 3 pengd per quintal went to
grain producers, the price of the boletfa (ticket), which purchasers
were required to buy for each quintal of wheat or rye, went partly
as a subsidy to the producer and partly to the government for
an agricullural export subsidy fund; if the domestic buyer
exported the wheat or rye, the entire price of the boletfo was
refunded. In 1931-32, when the boletio cost 10 pengd,* 6 pengd
went to the farmer and 4 pengé to the export subsidy fund. The

1. Foreign Agriculture, Vol. 2, 1938, p. 105.

2. On October 20, 1933, for example, the Budapest price at 7.6 pengé to
7.8 peagd per quintal exceeded slightly the Liverpool price, while the Austrian
domestic price equalled 28.2 pengd and the Swiss 54 pengo! Cf. Tyler, Eighth
Quarterly Report (November 8, 1933), p. 16.

3. Details of the Rome Agreements are set forth by Tyler particularly
in the following Quarterly Reports: Eleventh, pp. 14-15; Thirteenth, P9
Fourteenth, p. 14; Nineteenth, p. 18; Twenty-second, p. 14; and Twenty-
fourth, p. 14.

4. In this year when the farmer’s share of the bolefta was at its maxi-
mum. premia had not vet been introduced on export devisen; furthermore,
the Hunganan price of wheat was at its lowest level in a centurv. Cf. Inter-

pational Institute of Agriculture, The Agricultural Situation in 1932-33
Rome, 1934), p. 465.
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difference between 10 pengi refunded upon exportation and 4
pengé going into the subsidy fund was made up by taxation, the
existence of this burden being partly concealed by keeping the
Boletta Fund separate from the budget.

It has been said that the Dolette sysiem “did not hamper
export, as the bounty was refunded to the exparter.’! The fallacy
of this reasoning lies in its neglecting four imporiani facts. (1)
Once export bounties are established, margins of culfivation and
exploifation assume such a position that the bounty can never
be removed without “hampering” the export of the subsidized
commodities, as Hungsary has discovered in being obliged to
retain the system to the present day, despite the notable increase
in agricultural purchasing power.? (2) The absorption of factors
of production inte the subsidized export raises the costs of other
export commodities, a force becoming important as business
revival proceeds. (3) Export commodities inte which the sub-
sidized article enters as a raw material ecost more to produce, even
in periods of less than full employment.? {4) Finally, as a con-
sequence of these three facts, the foreign value of the monetary
unit is maintained at a level higher than can be justified on the
basis of comparative costs of produetion.s

The farmer’s share of the boletfa was set at 6 pengs, 4 pengd,
and 3 pengé for the successive fiseal years of 1931-32, 1932-33,
and 1933 34. As we have scen,’ the system of premia and sur-
charges began to be introduccd late in 1932; as the high domestic
prices werc gradually and at least partly compensated for by
lowering the effective foreign value of the pengd by agios, the
boletta could be graduslly reduced. At the beginning of the new
fiseal year in July, 1934, the Boletta Fund was abolished — prob-
ably as a gesture to consumer and labor intercsts — in favor of
a system of authoritarian minimum prices® and the “Agricultural
Relief Fund,” which derived its income, like its predecessor,

L. Tyler, Thirteenth Quarterly Report (December 29, 1934), p. 8.

2. Cf. p, 102,

3. The high cost of living became 2 matter of concern in Hungary even
in the depths of agrienltural depression. Cf, pp. 153-155 helow,

4. Cf. the discussion of pengé rates, pp. 90-105.

5. Cf. p. 82 above.

6. The minima (1535 pengd in 1933-34, 14.75 pengs in 1934-35, 20
pengé in 1936-38) served merely to define the amount of domestie subsidy per

quintal of Tisza wheat. So far as eoncerns export prices, they had been set
by authority from the outset of exchange contrcl.
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entirely from extra-budgetary sales taxes. The expense of the
Funds for four fiscal years beginning with 1933-34 amounted to
75,000,000 pengd, 45,000,000 pengd, 49,500,000, and 51,000,000
pengd, and for the [ast two years it has remained at about the
50,000,000 pengs level. With these sums may be compared the
balances of the State budget, including State undertakings:
— 76,400,000 pengs —70,460,000 pengd — 34,600,000 pengd, and
+8,100,000 pengt for the years 1933-34 through 1936-37.
Subsidy to agriculture in the form of price maintenance alone
thus assumed a magnitude comparable with depression deficits
on the entire budget.

In November and December, 1935, when the system of
differential premia was for the most part abandoned for “straight
line”" premia for three or four main groups of countries, the wheat
premia shortly assumed z lcvel around 30 per cent, the general
premium paid on exports to {ree-exchange countries.! This
coincidence raises another interesting question concerning causa-
tion: does the general export premium determine the wheat prem-
jum or does the wheat premium determine the general devisen
premium? Obviously since wheal, despite its great significance
to the Hungarian economy, docs not exceed one-sixth to one-
eighth of total exports, causation runs more strongly from devisen
premium to wheat premium than vice-versa. To an unknown extent,
Lowever, the wheat premium ropresents an artificially high price
for wheat and enters in, thercfore, to the maintenance of the pengo
at artificially high values, even st existing agics on foreign devisen.
The impossibility of quantitative appraisal of this diffcrence rests
upon a lack of information eoncerning relative costs of production
of varipus Hungarian products and their “marginality” as exports.

While industrial countries can readily support the prices of
farm products by protective tariffs, this way is closed for coun-
tries with an agricultural export surplus. We have observed the
expedients to which Hungary resorted: import quotas, interest
and tax reduction, moratoria, credit extensions, minimum domestic
prices and export subsidies. To these may also be added the
toleration of export monopolies for agricultural products. Com-
Plete price control came into effect for horses, wine, gamc and
onions; and cxport syndicates had some degree of control over

L. The wheat premis, as was explained earlier, are those for export to
free-exchange or “gold” countries.
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the prices of seed, vegetables, eggs, feathers, goose liver, broom
gtraw, dressed poultry, honey, butter, animal fats, bacon, livestock
and animal products.t Tt is of course impossible to devise a. method
of measuring the results of this program aimed at lowering costs
and raising prices for agriculture. In the opinion of technically
competent Hungarian observers, however, all devices in the
aggregate did not suffice to offset losses entailed by the pengi
rale.?

Finally, there are important secondary repercussions from
the Hungarian attempt to cancel out the pengé rate penally
through artificially maintained grain prices. In the first place,
the high price of wheat and rye had a tendency to draw along
the prices of substitute goods such as clover and maize,? and
this raised the cost to domestic eonsumers of end-products such
as becf, milk and beer. In the second place, this circumstance
reacted adversely upon exports, particularly upon flour, which
had, of course, to carry the heavy cost of wheat. The accelerated
decline of Hungarian milling, once the largest in Europe, repre-
sents one of the most radical of the indirect workings of exchange
control,* though Hungarian flour exports had already fallen off
in the ’twenties in consequence of European protective tariffs.

1. Volkswirtschaft 1938, p. 209.

2. This opinion was expressed by at least one cofficial of The Budapest
Chamber of Commerce, the semi-officiz] Pester Lloyd, The Hungarian Land
Mortgage Institute, and the League of Naticns representation in Budsapest.

3. Osterreichiseher Volkswirt, Vol. 31, p. 903.

4. Tyler, Tenth Quarterly Report (April 26, 1934), p. 15; Volkswirt-
schaft, 1938, p. 108.
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Forrien Trapk UNDER ExcHance CONTROL

A, Cyclical and Secular Developments.

Hungarian foreign trade during eight years of exchange con-
trol to mid-summer, 1939, has been dominated by two major
forces —the course of world depression and recovery, and the
restriction of international trade through autarky. Preceding
sections have narrated the history of control and have described
the course of the eycle within Hungary., Here it may be added
that over the cycle Hungarian industrial activity fell less than that
of most countries and recovered more!, but the volume of Hunga-~
rian foreign trade declined to a very much lower level than that
of most countries and also recovered slightly less, as the table
given below shows. Juxtaposition of the volume figures of 74 per

HoungaRiaN AxD WoRLD TRADE

1929=100
HuNgary* WorLpt
Imports Exports Total Trade  Total Trade
Volume Value Volume Value Volume Value Volume Value
1938........ 823 508 822 554 822 527 85 579
1932........ 448 308 506 322 478 315 744 391
1933........ 508 203 74.1 376 628 334 751 35.2
1934...... .. 61.8 324 72.3 389 672 356 78.6 34.1
1935........ 69.5 37.3 73.5 43.0 71.5 40.6 82.3 34.7
1936........ 79.7 406 90.6 48.7 853 44.7 854 375
1937 ........ 83.8 45.5 106.7 a7.1 93.6 50.9 97.0 46.0
1938........ 733 394  90.5 50.7 809 447 8571 3961

* Hungarian trade: percentages computed from value and velume
figures given in Statisztikai Negvedévi Kozlemények (Budapest, 1931-39).

t World trade: values in gold, League of Nations, World Trade; volume,
Institut fiir Konjunkturforsechung, Berlin,

t For 1938 the fizure represents an unweighted arithmetic average of
four quarters as reported by Wirtschaft und Statistik, Vol, 19, No. 5, p. 178.

cent for world trade in 1932 with 48 per cent for Hungary reveals
the relative severity of both depression, particularly agricultural
depression, and autarkic limitations upon trade for this partic-
ular country. Furthermore, the volume of Hungarian foreign
trade lagged behind the recovery in world trade during 1937 and

1. While Hungarian industrial production fell to 76 in June 1932, world
industrial production reached 69 (1929 =100, cf. L. of N., World Economic
Survey 1936-37, Geneva, 1937, p. 76); and while the former rose to 135 in
October 1937, the latter rose only to 108 (ibid., 1937-38, Geneva, 1938, p. 120).
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1938 (94 per cent and 81 per cent in comparison with 97 per cent
and 86 per cent), despite a notable improvement in the prices of
farm products. Comparisons upon the basis of volume of trade,
such as these, indicate much more reliably the relative position of
Hungary than do value of trade figures, inasmuch as the statistics
of her foreign trade rest upon valuations in official-par pengi.

The two major forces — business cycle and autarkie trend—
come into bold relief again in the compesition of trade by com-
modity groups. When (total exports and fotal imports are divided
into raw materials, half-finished, and fnished goods, cyclical
changes preponderate over the tendency to autarky. At the
low point of depression in 1933, Hungary experienced the climax

Huyxgarian Foreien Trane By Grours or CoMMoDITIES®
Percentage of Total Exports
1920 1930 1931 1932 1933 1034 1935 1036 1937 1938
Raw 599 592 582 585 648 618 608 61.4 559 59.7
Half-
finished 7.1 8.1 9.8 8.6 7.3 87 113 101 105 9.8
Finished 33.0 32.7 320 329 270 208 279 285 308 30.5

Percentage of Total Imports
1920 1930 1931 1032 1933 193¢ 1935 1936 1937 1938
Raw 378 392 415 424 421 431 47.7 452 421 41.3
Half-
finished 228 226 261 284 287 299 274 201 313 289
Finished 39.4 382 324 202 202 271 250 957 265 9298

* From Statisztikai Havi Kozlemények (Royal Statistical Office, Buda-
pest), Vol. 33—42, 1930-39.

of difficulties ascribable to relatively high domestic prices, partic-
ularly in competition with foreign manufactured goods, so that
agricultural products constituted a larger share of exports. The
gradual progress of recovery in western Furopean countries

1. Cf. Tyler, Eighth Quarterly Report (November 8, 1933}, p. 17 and
Ninth Quarterly Report (December 30, 1933}, p. 11. Because of seantiness of
published information concerning premis and surcharges, as well as quantities
of import and export against pengé, “additional” exports, etc. , it i3 impossible
to deflate the figures to “‘real” pengd values, Published statistics on value of
exports and imports give obviously absurd results. Thus in 1932, when the
volume of Hungarian trade had fallen to 47.8 per cent in comparison with 1929,
its value was reported at 39.1 per cent in value, If one accepted the official
figures, one would have to conclude that despite the relatively great fall in
agricultural prices, the unit price of Hungarian trade had fallen to 66 per cent
of 1929, whereas the unit price of world trade had fallen to 53 per cent.
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thereafter reversed the tendency, as foreign industrial costs
mounted. On the side of imports following 1929, the gradual
disappearance of plant extension and the lowering of standards
of living reduced finished imports from 39 per eent o 25 per cent
in 1935; but with the revival of Hungarian capital goods indus-
trics and the upturn of per capite income the share of manu-
factured goods in imports increased and that of raw materials fell.
Even so, in 1938 the former category ineluded only 30 per cent of
imports as compared with nearly 40 per cent in 1929 — the frui-
tion of a decade’s efforts at industrial sclf-sufficicney.

If restricted to industrial imports, the three commodity
groups reveal still more clearly the movement toward autarky.

Huxvearian INDUsTRIAL IMPORTS*
Groups as Percentages of Total Imports

Raw Half-Finiahed Finighed
1928, ... 1.1 28.6 56.3
1929, ... ... 20.2 29.1 50.7
1930, ..o 23.8 20.5 46.7
931 ... ... 23.6 35.1 413
1932, .. ... 28.3 36.4 35.3
19833 ... 32.3 33.9 33.9
1934, ... 3486 34.0 31.3
1935. .. ... 338 35.1 311
1936. .. .. 33.9 353 30.8
L 34.9 35.4 29.7
1938, ..o 310 34.1 349

* U. I £. W, Reports.

Eleven years (1928 through 1938) brought an approximate doub-
ling in the share of industrial raw materials, a 25 per cent increase
in half-finished imports, and a 37 per cent decline in imports of
finished industrial products. The tendency is again observed to
have been most marked in the trough of depression, though a
subsequent easing did not counteract the general trend.! Exchange
control, introduced in 1931, merely intensified the pre-existing
secular development toward autarky; but it is impossible to
measure its influence separately.

1. Imports by the machine, electrical, iren and other metals, textile,
and leather industries, in which autarkic tendencies came to their culmination,
represented 44 per cent of total imports in 1926 and 23 per cent in 1935. Cf.
Hungarian General Credit Bank, Economic Report, Vol 10, No. 2 and 3
(February, March, 1936).
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Some indication of the relstive importance of exchange con-
frol in the whole nexus of causation appears, however, in changes
in Hungarian trade in 1933 and 1936. It will be recalled that
toward the end of 1932 the attempt to enforce official pengs pari-
ties was abandoned for a system of multiple premia and surcharges.
Whatever the defects of this innovation, it at least narrowed the
gap between the nominal and real foreign values of the pengs and
consequently brought abeut a reduction of the artificial stimulus
to imports and penalty upon exports. The following year —
undoubtedly partly because of the good harvest-— brought at
one step an increase in the volume of Hungarian foreign trade from
47.8 per cent to 62.8 per cent of the 1929 level, while world trade
increased in volume from 74.4 per cent to merely 75.1 per cent.!
Furthermore, Hungarian exports rose in volume from 50.6 per cent
to 74.1 per cent, while imports — as one would expect from the
rate changes — increased less, from 44.8 per cent to 50.8 per cent.
The next largest upward step came in 1936, when the volume of
Hungarian trade inereased from 71.5 per eent to 85.3 per cent,
thaugh world trade showed a relatively modest gain from 82.3 per
cent to 85.4 per cent. Hungarian exports again rose more than
imports, the former from 73.5 per cent to 90.6 per cent, the latter
from 69.5 per cent to 79.7 per cent. This increase followed the
abolition of multiple pengé rates in favor of relatively uniform
premia and surcharges; but again the comparison is complicated
by the favorable harvest of 1936. Informed observers seem never-
theless to ascribe the improvements in both volume and favorable
balance of Hungarian trade in 1933 and 1936 to the changes in
exchange confrol;® and this judgment would seem to be confirmed
by the increase, not merely of agricultural exports in the two sig-
nificant years, but of industrial exports also.?

B. Trade by Couniries

The question as to the effects of exchange control upon Hun-
garian trade with particular countries very largely resolves itself
into the question of the effects produced by various international

1. Cf. the table given on p. 115 above.

2. Pester Lloyd, January 1, 1935, p. 17; Tyler, Seventeenth Quarterly
Report (January 15, 19368); Ung. Wirt. Jhrb., Vol. 13, p. 166; Hungarian
General Credit Bank, Economic Report, Vol. 11, No. 2,3 (February, March,

1837).
3. CLU.LEW, Vol 41, p. 67.
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arrangements for trade: how was trade affected by clearing, com-
pensation and payment agreements? In its answer to the League
of Nations questionnaire in January, 1935, concerning clearings,
the Hungarian Government replied that “it is not possible to
indicate in figures the effect of these agrecments on the movements
of gouds, which are also influenced by numerous other and more
important factors.”! The answer is perhaps too sceptical, but it
is indeed difficult to disentangle the effects of clearings; partly,
as the Hungarian authorities held, because of “other and more
important factors,” but alse because of statistical limitations.

It is not possible to present a quantitative summary of the
historical course of irade under the contrasting categories of
clearing, compensation, and free exchange merely from a list of
the countries involved in each type of payment arrangement and
the statistics of Hungarian trade by countries. Complications
arise from the shift of countries from one categery to another at
other intervals than these utilized in trade statistics, from ambi-
guities of such terms as “Kompensation,” ‘‘Verrechnung,” and
“Zahlungsabkommen,” from inadequate information concerning
the precise dates at which new agreemenis took effect and the
mode of liquidating old balances. The one insurmountable diffi-
culty is the fact that trade with one country may, and usually
docs, proceed partly in each of the main eategories, but the amount
of trade in each category by countries has never been reported.
Thus Hungarian wheat exports to Austria and TItaly, within
certain limits, were paid for in free devisen, though the bulk of
trade passed over clearings with barter transactions as an added
possibility. Hungary had to pay for & certain percentage of petro-
leurm imports from Rumania in free devisen outside the clearing.
In other eases, such as in Hungarian commerce with Czecho-
slovakia and Italy, clearing was limited to certain totals, while
compensation covered dealings exceeding the limits or not admit-
ted to clearing.

To draw any comparison of the dircetions of Hungarian trade
before and after the institution of exchange control it is obviously
necessary to ignore changes in the status of a given country dur-
ing the period of control as well as the other complications men-
tioned in the preceding paragraph. The deviee usually employed

1. League of Nations, Enquiry into Clearing Agreements (Geneva,
1935), p. 114.
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is to classify countries under the dominant form of payment
arrangement with Hungary as of a given date during exchange
control, maintaining the same classification for all years both
before and after the termination of free exchange. Such a com-
parigon appears in the following figures.

HuNgarIAN TRADE WiTE CLEARING,
CoMPENSATION, AND FrEE-ExcEANGE CoUNTRIES!

(Imports and exports in each eategory as a percentage
of total imports and exports)

Imports Exporta
Category of countries 1930 1931 1933 1934 1930 1931 1933 1934
Clearing. ............ 690 61.6 703 706 804 774 747 T7AS
Comapensation. ... .. .. 20,5 287 162 177 125 146 121 12.1
Free exchange. ... .. .. 105 97 135 117 71 %0 132 13.1

The years 1930 and 1931 effectively represent the situation
before clearing and compensation began, since the Czech, Swiss,
and Austrian clearings were in operation for only 2 months, 1
month and 15 days, respectively, at the end of 1931, Because the
process of introducing clearings extended throughout 1932, this
year is omitted. The years 1933 and 1934 represent the foreign
trade of Hungary when clearing and compensation were extended
to a total number of countries not subsequently exceeded. On
the whole, the comparison of 1930-31 with 1033-34 reveals a
strong inflexibility in Hungarian trade with each of these paricular
groups of countries. But it is only from this one angle, as will later
become apparent, that one can agree with the Hungarian authori-
ties in reporting to the League that “clearing agreements were not
able to exercise a decisive influence on the movements of foreign
trade.”?

Though trade by countries grouped by predominant mode of

1. The classification is based on the relation of H ungary to other countries
as of SBeptember 1984. CF. U. 1. f. W., Vol. 24, p. 44, Under clearing come
Austria, Belgium, Czechoslovakia, France, Germany, Italy, and Switzerland;
under compensation: Bulgaria, Denmark, Greece, Jugoslavia, Poland, Ruma-
nia, Spain, and Turkey; and under free exchange, all other countries. Per-
centages computed from Hungarian trade by countries in League of Nations,
International Trade Statistics (Geneva, 1933), p- 142, and ibid., (Geneva,
1935), p. 138.

2. The increase of exports to free exchange countries, which seemed to
rejoice some Hungarian commentators, failed to bring any increase — there
was actually a decrease — of free devisen as a percentage of total payments

to Hungary, because the difference want to legal and illegal debt repayments.
But of. p. 122.
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payment showed no particularly noteworthy alterations through
the advent of exchange control, there did occur important changes
in relative amounts of irade paid for in different ways. Statistics
of payments for exports and imports under the separate heads
of clearing, compensation, pengd payment and free devisen are
available only for Hungary, Austria and certain other countries
to which the Leaguc of Nations appeinted economic and financial
advisors.! What these figures reveal is that exports and imports

Mzeruons oF PayMENT FoR HunGartan ExprorTs anp IMPORTS™
Main Categories as Percentage of Total

Exparta 1932 1933 1934 1935 1936 1937
I-vI
Clearing . ................ 424 475 588 598 611 61.3
Compensation ............ 243 215 152 155 180 151
Total of clearing and eom-
pensation ............ 66.7 69.0 740 753 79.1 76.4
Export against pengdé ...... 1.8 103 100 5.1 3.6 46
Free devisen obtained . . ... 315 207 150 197 173  19.0
Importa 1932 1933 1934 1535 1936 1937
I-vVI
Clearing . ................ 453 51.8 62.4 64.4 66.2 66.5
Compensation . . .......... 301 28.7 18.3 187 19.9 18.3
Total of clearing and com-
pensation ............ 754 805 80.7 831 861 848
Devisen applied............ 246 195 193 169 13.9 152
Imports against marketable
pengé . ... ... (65 (14 ( 8 (L

Free devisen disbursed. . .. (12.8) (155) (13.1) (14.2)
*Annual avernges from quarterly percentages as given in the Reports
(1932-37) of U. I. f. W. The improbability of seasonal variation in payment
methods permitted the striking of an unweighted average.

passing through the clearings inereased persistently as a share of
the total for the five years 1932-36, So persistent was the increase
that, despite the reduction of compensation deals, the percentage
for clearing and compensation taken together increascd also —
for exports from 67 per cent to 79 per cent and for imports from

L. Unfortunately, through the merging of elearing payments with those
made in free devisen, and of compensation with payments in pengd, the
elaborate statistical matter published by Tyler in his Quarterly Reports to
show “the results of exchange control,” is practically useless. The same con-
cealment of free devisen payments characterizes the summaries given in
Ung. Wirt. Jhrh., Val. 14, pp. 363-364. I have drawn upon the much more
iluminating figures published by the Hungarisn Institute for Economic
Research.
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75 per cent to 86 per cent. The decline in amount of exports
yielding free devisen rigidly limited Hungarian importers in their
choice of sources of supply. This adverse tendency asserted ifself
despite the avowed aim of the Forsign Trade Commission and
the Foreign Trade Office to encourage exports to free exchange
countries,' and also despite the exchange control reforms of 1932
and 1935.

Responsibility for the marked trend toward a smaller percent-
age of total payments to Hungary in the form of free devisen is
borne partly, in the first place, by the spread of exchange control
even after 1931, Most of these new countries were unimportant
individually in Hungarian trade, but their collective and indirect
effects were not negligible; and Italy, going over to really drastie
exchange control in 1934, was third in importance in Hungarian
exports and fourth in imports. Furthermore, the gradual redue-
tion of gold reserves throughout continental Europe led to a diver-
gion of imports to clearing countries such as Hungary. Finally,
since Hungary had a favorable trade halance with her most
important creditors, these countries could exploit their debtor
position on current account to secure the earmarking of increas-
ingly large shares of Hungarian export proceeds for the liquidation
of old debts, a circumstance which caused bitter recrimination
on the side of Hungary.

Latest developments show no improvement in the portion
of Hungarian trade yielding free devisen. For the last period
reported in detail, the first half of 1937, elearing and compensation
deelined slightly in favor of free devisen in both exports and
imports.? An estimate for 1938 however, puts clearing and com-
pensation at two-thirds with a further addition of 90,000,000
pengd as partly {ree or covered by gentlemen’s agreements limit-
ing the availability of devisen.* The conclusion of payments agree-
ments including Belgium, Switzerland, and France during 1936
and 1937 failed to work any noticeable betterment, simply
because trade with these eountries did not exceed 5 per cenl of
the total. In conclusion it may be observed that clearing and

1. Cf. p. 82 above.

2. Cf p. 121

8. Volkswirtschaft, 1938, p. 192; cf. also R. P. . Edwards, Report on
Economic and Commercial Conditions in Hungary, 1935-37, Dept. of Over-
geas Trade, No. 697 (H, M. Stationery Office, 1938), p. 203.
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compensation covered from 8 per cent to 10 per cent less on the
import side, beeause exports of wheat to Austria and Italy brought
free devisen.

Very significant changes in Hungarian trade appear from a
separation of exports' into geographic regions, though the influence
of exchange control in this respect is probably secondary. The

HunagariaN Exronrrs BY GEOGRAPRIC DISTRIBGTION*
1926-30 1929 1930 1931 1632 1933 1034 1935 1936 1937 1938

Immediately

adjoining

countriest 61.9 572 53.8 43.3 46.4 43.2 374 31.3 283 26.7 204
Germany and

Italy 17.8 186 232 22.5 230 198 304 37.1 36.1 36.3 36.1
Other

countries 203 24.2 23.0 34.2 306 37.0 322 31.6 356 237.0 35.5

*Compiled from Statisztikei Havi Kézlemények, Vol 24-41.
tAustria, Cezechoslovakia, Rumania, Jugoslavia. The figure for 1038
does not include Austria in Germany.

proportion of Hungarian exports going to adjacent countries —
Austria, Czechoslovakia, Rumania, and Jugoslavia -— fell by half
over the decade 1929-38; exports to Ttaly and Germany doubled
from 1933-38; and exports to “other countries” increased by half
from 1929-31, therealter maintaining about this level. The
abrupt drop in percentage of exporis to adjacent countries eame
in 1931, when exports to Czechoslovakia dropped from the 1930
share at 16.8 per cent, giving to this country a rank second only
to Austria’s, to 4.2 per cent and a rank of sixth or seventh in
Hungarian exports. This cataclysmic decrease, explained by the
lapse of the commercial treaty with Czechoslovakia at the end of
1930, was never made good; and it is precisely this decrease which
gave to “other eountries'” the sharp gain in their share of Hun-
garian exports from 23 per cent to 34.2 per cent, subsequently
neither reversed nor intensified.

Another eataclysmic change appears in the strong gains made
by Germany and Italy in 1934 and 1935 at the expense of the four
countries immediately adjoining Hungary. By one bound exports
to Germany doubled from 1933 to 1934, both in absolute magni-
tude (43,700,000 pengd to 89,500,000 pengd) and in relative

1. Changes on the side of imports simply refleet the diversion of exports

analyzed in the text, or change in a fashion to suggest the operation of no
general forces,
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importance (£1.2 per cent to 22.2 per cent). A new trade agreement,
initialled on February 21 and put into force on April 1, 1934, pro-
viding wider opportunities for Hungarian agricultural exports,!
paved the way for this movement; but the real impetus seems to
have come from the Work-Creation program in Germany, with
its increased demand for raw materials in general? and more par-
ticularly for foodstuffs demanded by newly employed laborers.?
Furthermore, because of the superior bargaining pesition of
Germany,* it would be natural to expect some favoring of exports
to this country through the system of differential exchange agios
then in foree in Hungary, though the lack of published rates
prevents confirmation of this belief. The German gain of 1934
was followed next year by a sharp increase of exports to Ttaly from
8.3 per cent to 13.5 per cent of ithe Hungarian total. Tn May,
1934, Italian exchange control had been tightened, and in July,
1934, the Rome Agreements of ltaly, Austria, and Hungary had
been ratified. With the outbreak of the Abyssinian War it was
quite naturel that Italy should draw her imports more extensively
from clearing countries, particularly from Hungary, which declined
to join in the League of Nations sanctions. But within the last
eighteen months the change of greatest significance has been the
absorption of Austria and Czechoslovakia into Germany. From
1937 to 1938 exports to the Altreich alone inercased from 24 per
cent to 28 per cent and imports from 26 per cent to 30 per cent of
the Hungarian totals. In the first quarter of 1939 Greater Ger-
many {ook 95 per cent of Hungarian meat export, 88 per cent of
the hogs, and 75 per cent of the grain. The portentous political
and economic significance of this situation is worthy of especial
emphasis.?

Discussions of Hungarian trade under exchange control have
s0 frequently referred to & tendency of exports to go to “distant’’*

1. Tyler, Tenth Quarterly Report (April 26, 1034}, p. 18.

2. Ungarns Handel und Industrie im Jahre 1936, pp. 22-25.

3. A. v. Mecsér, “Die Rickwirkungen des Anschlusses auf die
Bezichungen zum Deutschen Reiches,” Ung. Wirt, Jhrb., Vol. 14, p. 23.

4, Whereas Germany coustituted a fifth of {he market for Hungarian
products, they account for only two per cent of German imports. In this
sense ef. alse Mark Mitnitsky, “Germany’s Trade Monopoly in Eastern
Europe,” Social Research, Vol. 6, pp. 22-39.

5. The New Statesman snd Nation, Vol, 17, No. 482 (June 3, 1939},
p. 850,

6. Hungarian General Cradit Bank, Feonomie Report, Vol 9, No. 10-11
{October, November, 1835); Tyler, Third Quarterly Report (July 15, 1932),
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or even 0 “far distant’? countries that the idea became a shib-
boleth. Actually no non-European country figures prominently
in Hungarian trade; and amongst Furopean countries which
might be thought of as “distant,” such as England, Belgium,
France and the Netherlands, there was no tendency for their
share of Hungarian exports to inerease under exchange control
If by “distant” one should mean simply Italy and Germany, we
have already observed the persistent gain of these countries at
the expense of the four countries adjoining Hungary, and the 10
per cent loss on the export side suffered by all six of the near and
contiguous countries in comparison with “other countries.” The
latter change actually came before exchange control: and the
growth of exports to Italy and Germany derived from a tendency
toward a political entente with these countries, favorable trade
agreements, the German work-creation program and the Italian
war in Africa, rather than from exchange control. It is true of
course, as Hungarian authorities have maintaired, that in the
absence of clearings and compensations, neither country could
have drawn heavily upon Hungarian agricultural supplies. But
political enmities and alliances play the largest role. To Austria
and to the three remaining contiguous countries, which consti-
tuted the former Little Entente, Hungarian exports averaged 61.9
per cent over the period 1925-30; even by 1930 they had fallen to
53.8 per cent and by 1931 before the clearings came into operation
to 43 per cent; on the other hand, the share of Germany and Italy
rose from an average of 17.8 per cent during 1925-30 to 23.2 per
cent in 1930 before the advent of exchange control, remained
unaffected in 1932 by the introduction of clearing, and experienced
its great augmentation in 1933-35 with the development of pres-
ent political alignments.

Finally, we may observe the behavior of Hungarian trade
with the most important of her creditor eountries.? From 1930
to 1931 Hungarian exports to these countries inereased in absolute
amount by 11 per cent and in relative share of her total exports

. 12; idem, Tenth Quurterly Report (April 16, 1934), p. 15; idem. Twelith
Quarterly Report (Cetober 13, 1934), p. 10; League of Nations, World Eco-
nomic Survey 1933-34 (Gengva, 1934), p. 149,

1. Hungarian General Credit Bank, loc. cit., Vol. 11 {February, 1937);
Tyler, Twenty-Fifth Quarlerly Report (February 26, 1938), p. 5.

2. Cf. figures for exports, imports, and balances with France, United
Btates, England and Switzerland, p. 371, below.
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from 12 per cent to 22 per cent; at the same time capital inflows
from these very countries continued at 210,000,000 pengé for 1930
and 287,000,000 pengd for 1931, despite the conversion of the
small unfavorable balance of trade in 1930 with the creditors into
a large favorable trade balance in 1981! Under free exchange, such
as obtained while most of these funds were moving, there is no
necessity that as between two countrics goods should move on
balance in the same direction as capital. Yet there would be some
tendency of this sort; a movement of goods dircctly contrary to
the capital movement is unusual.

The explanation of this situation seems to lie in the fact that
the outward movement of values had more powerful and intimate
connections with commodity trade than did the much larger move-
ment of funds inward. In response to pessimistic anticipations
arising from the catastrophe to agricultural prices, Hungarian
nationals engaged in a capilal flight by exporting to the financially
strong nations and taking payment in foreign currency and securi-
ties. As depression deepened, inventories and ali things available
for export were sacrificed to the flight into safer currencies. For-
eigners who had made direct investments in Ilungary may have
withdrawn inventories and even some equipment. Capital flowing
into Hungary, on the other hand, went largely into state and
muricipal improvements which eompeted with export industries
only remotely for raw materials and factors, or inte Hquidity
reserves, such as the Bank for International Settlements loan to
the Hungarian central bank, which did not operate to raise costs.

Exchange control, including elearings, effectively stops
repayments vie third countries; after 1931 it would be natural,
therefore, to expeet a direct association of eapital and commodity
movemenis. Lending to Hungary ceased in 1932, and repayments
by means of “addiiional exports’ had searcely begun: the neutral
trade balance which actually appeared in that year fulfills expec-
tations. After 1932 the expected favorable balances with creditor
countriss likewise were realized, their size depending upon the
phase of the cycle within Hungary.

Hungarian exports turned strongly toward England and
Switzerland during 1931, for as countries with a reputation for
“sound” currencies they atiracted & large part of the substantial
pengd export balance developed by flight capital in that year.
Expectations are also confirmed in the decline of Hungarian
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exports and the increase of imports from particular countries after
their devaluations, as in the case of trade with England in 1932
in comparison with 1931, and with Switzerland in 1937 and 1938.
Finally it is to be observed that, though France was quantitatively
half again more important than England as a creditor of Hungary,
the favorable balances which Hungary developed in maintaining
debt service for France were a small fraction of those for England.
The French quota system seems to have purchased protection
for domestic producers at a heavy cost to French foreign lenders.

€. Ezport and Imporl Prices: Terms of Trade

In the introductory chapter it was argued on purely e priori
grounds' that the introduction of exchange control and clearings
would raise costs and prices in international trade: exports would
bring higher (gross) prices, if sold to clearing rather than to free-
exchange countries, and imparts from clearing countries would
cost more than if they were purchased from free-exchange coun-
tries. Itisstrange that the League of Nations Report on Exchange
Control restricted its argument to the side of exports; but for-
tunately for present purposes the statistical verification for exports
happens to be drawn from the case of Hungary, Furthermore,
the League appears to have had more complete trade statistics
at its disposal than those published by the Royal Hungsarian
Statistical Office, in which the quantity of, and total price paid
for, a particular export is not always given for each country, The
figures of the Report are particularly valuable, therefore, for their
inclusion of ¢ll countries for several of Hungary’s most important
exports. Prices in several cases are 50 per cent higher for exparts

Howaary: AvEraus ExporT Prices oF (ERTAIN ARFICLES, 1936*
{In Pengd per Quintal)

Ta Ezehange-Control Te Other To All
Countries Countries Countriea

Whent. ........... 16.01 11.15 14.09
Wheat Bour .. ., ... 22.70 12.96 18.53
Chickens, ate. ... .. 132.0 87.0 118.0
Fresh butter. .. ..., 188.0 115.0 158.0
Egga........ . 89.0 70.0 87.5
Malt............. 23.49 18.68 19.68
Rye.............. 12.69 8.51 12.63

*League oi'Nations. Report on Exchange Control (Geneva, 1938), p. 34.
1. Cf, pp. 24-26.
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to clearing countries, and for wheat flour the margin exceeds 75
per cent. The extent of these differentials and the exhaustiveness
of the figures as to countries seem to leave no doubt that in 1036
Hungarian trade fulfilled the theoretical expectation.

However, if the price differentials had antedated exchange
control — price differences resting upen differences in quality, in
method of quotation, in “terms” allowed the purchaser — the
evidence of 1936 would be inconelusive. To explore this possibility,
I bave carried back the calculation of export prices for three of
the commodities in the Report to 1931, before clearings were
established. T'he very restricted size of the sample is explained by
the necessity of selecting commodities of standard quality and by

Prices or HoNgariaN Exrorrs 7o Cerray FRER
avp Excaanee-Contron Countrins™
{Average Prices in Peng per Quintal)
Commodity exported 1031 1932 1933 193¢ 1935 1036  [937 1938

Dressed poultry

England. ... . 1857 117.7 1134 07.8 859 846
Germany . . . .. 1940 1438 1223 109.2 1221 126.5
Butter

France 1931-33
: E 34885 660 109.9 X . .
Enpland 193438 280.7 169.8 13 1144 1350 1359

Cermany. . ... 276.0 1929 1574 203.0 1979 2044 2UI0 2047
Flour

England. ..... 280 230 158 180 118 130

Czechoslovakia 268 230 21.7 ... 380

*Compiled from data of volume exports by countries in quintals and
totel value of specific eommodities exported to given countries, as given in
Statigatikai Havi Kézlemények, Vol. 36-11.

the fact that, even in the most exhaustive trade statistics pub-
lished, it is practically impossible to discover complete series of
both volume and value of exports by commodities by specifie
countries, However, in the case of the three commodities for
which somewhat interrupted series could be shown there is no
instanee in which the {endency of export priees 1o exchange-
control countries (Germany or Czechoslovakia) to exceed export
prices to free countries (England or France) is explained by a price
differential existing before the introduction of clearings. Further-
more, although the samples include only single countries in either
category in contrast with the Lesgue’s figures including all coun-
tries, the figures show also that the year 1936, the only one pre-
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sented by the Report, is not an isolated ease or a mere accident.

On the side of imports, not included in the Report, limitations
such as those encountered for exports restrict the figures presented
here to mere illustrative examples. Average prices paid for raw

Prices or HunaARIAN IMPORTS FRoM CERTAIN FREE
AND Excranee-CoNTrRoL COUNTRIES™
(Average Prices in Pengd per Quintal}
Commodity imported 1931 1932 1033 193¢ 1935 1036 1937 1938
Raw coffee

England. .. .. 140.0 1550 130.3 121.1 789 78.1 91.2 672

Germany ..., 140.0 180.0 1457 121.1 852 1065 126.1 1289
Anthracite coal

Poland... ... 350 350 350 278 257 256 230 230

Germany . ... 3.50 351 348 29 310 308 305 3.19
Cocoa beans

England. . ... ver evee ..., 442 430 530 744 503

Germany .... ... e e 442 430 510 880 622

*Source as on p. 128,

coffee imports began in 1931 with absolute equality, but immedi-
ately thereafter revealed the a priori expectation that more would
have to be paid to the exchange-control than to the free-exchange
countries. For the single year 1934 coffee prices again came to
equality when, under the operation of the so-called Swedish clause,
Germany extended her imports without extra expenditure in
devisen, and was consequently in a position to offer some com-
modities at reduced prices; but with the abrogation of Swedish
clause agreements in 1935 the original tendency reasserted itself,
and by 1938 Hungary was actually paying double the English
price for its coffce imports from Germany. In 1934 and 1935,
while Poland still maintained freedom of payments, her anthracite
coal cost Hungary less than Germany's; thercafter the same rela-
tion persisted, undoubtedly because of Germany’s ability, as over-
whelmingly the greatest market for Hungarian exports, to drive
a hard bargain! Figures are not available for cocoa-bean imports

1. The opinion is expressed in the Royal Institute of International
Affairs, South~Eastern Europe, pp. 196-200 that Germany either did not
strive or at any rate did not succeed in utilizing her mere size ns an importer
to turn the export-import price relation in her faver. The evidence for this
contention is that for a number of southeast European countries following

1933-34 export prices rose relatively to import prices. The recovery of agri-
cultural relatively to industrial prices is quite forgotten!
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inte Hungary in the early years of exchange control, and they
show no marked changes from 1934 through 1936; but in 1937
and 1938 the expected rise in cost of German supplies to Hungary
puts in its appearance.

The evidence given in the League Report and the further
indieations adduced here support the generalization that, as applied
to Hungary, exports bring higher gross prices and imports entail
higher costs in trade with exchange-control than with free-exchange
countries, Though the terms of trade may be shifted in these
price changes by differing cost and demand functions, there can
be no a preors certainty as to which country, as between two
exchange-control countries, will gain or lose. But the terms of
trade are only half the story: when volume of trade is also eon-
sidered, the ordinary tendency of clearings to enforee an equality
of exports and imports by levelling downward, makes it prac-
tically certain that both countries derive a smaller gain from
international trade.

As between a free-exchange and a clearing country, or as
between the situations of one country before and after the institu-
tion of exehange-control, the foregoing evidence would show that
the second situation involves a loss even in terms of trade. For
since clearing raises the cost of imports, and since there is ho
reason for believing that import costs in the free relations should
fall, the average cost of imports must be raised for the country
under clearing arrangements. On the side of exports, the higher
gross prices would mean a reduction in net prices except in the
limiting cases of demand and cost funetions which throw the
interest and risk costs of sales through the clearing entirely on
the buyer. The probability of this constellation is small. Conse-
quently clearing involves losses in both terms and volure of trade,
if comparison is made with free exchange.

The Hungarian Institute of Economic Research publishes a
monthly and annual index of the prices of exports expressed as a

Hounearian ExporT Pricss As A4 Purcenraus or InroRT PRicES®
(1925-27 =100)

1929 92.0 1933 81.8 1937 94.4
1930 30.4 1934 94.4 1938 97.0
1931 847 1935 102.9 1939

1932 86,4 1936 98.0 April 92.0

LI W, Vol 142,
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percentage of the prices of imports, the so-called “foreign trade
price shears.” Over the years 1929-1935 the fall and rise in Hun-
garian terms of trade as measured by this index follow the collapse
and recovery of agricultural prices relatively to industrial prices,
and whatever adverse effects exchange control may have had are
submerged in this major movement. But since the agricultural
shears continued to close from 1935 to 1937,! it would be reasonable
to conclude that the adverse movement in Hungarian terms of
trade in 1935, 19386, and 1937 rests directly upon exchange control
and other avtarchie devices. The implications of this deterioration,
either natural or induced, in the “gain from trade” appear with
catastrophic severity in the matter of foreign debt.

Foreigy DEsTs UNDER ExcuANGE CONTROL

The introduction of exchange control in 1931 was oceasioned
for Hungary as for other countries by withdrawals of oreign
capital threatening the collapse of the monetary standard. We
have already followed carly developments — the stop-gap pro-
kibition of all outward capital transfers under the exchange-control
decrees, and the petrifying of long-term debts under the Mora-
torium of December, 1931. Since the Moratorium, unlike the
Standstill on short-term foreign debte, was a matter of one-sided
action, it included the entire body of long-term debis (2,470,7386,-
088 pengd), exempting only the League Beconstruction Loan of
1924. Amortization and interest were maintained on this loan
antil August, 1932; for the following year service had to be sus-
pended entirely; and thereafter only interest was paid, half in
exchunge and half in coupons or blocked pengé, With this excep-
tion and one per ecent interest on the Bank for International
Settlements loan, Hungary paid nothing in devisen upon its foreign
obligations until 1937, and even where transfer was made indirectly
by “additionzl exports’ and so forth, interest alone and at reduced
rates was paid, The first renewal of the Moratorium ic December,
1932, carried with it one-sided reductions in nominal interest to
5 per cent; the renewal of the Moratorium was simply made by
annual decree thercafter.

Hungarian debtors paid the pengé equivalent of sums owing
to foreigners on long-term debt — principal and interest — into

1. Ci. p. 103 above,
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a “Foreign Creditors’ Fund”! with the Hungarian National Bank,
Except for interest service on the Bank for International Settle-
ments and League loans, disbursements from this fund were made
into “Blocked Inland Pengd Accounts” held by authorized Buda-
pest banks to the eredit of foreigners. Utilization of blocked pengs
held by foreign owners under the Moratorium depended upon
permission of the Hungarisn National Bank; in fact, the use was
limited with some exceptions 1o defraying expenses incurred by
the owner through travel or residence in Hungary.? On the basis
of permitted uses, these so-called “coupon pengé’”’ or “coupons”
were traded in at varying percentages of parity on the chief for-
eign markets at Zurich, Amsterdam, and Londen. If, as in Decem-
ber, 1933, the coupons sold at 73.8 per cent of par, a 5 per eent
bond yiclded effectively 3.69 per cent; if, as in November, 1936,
coupons sold at 30.3 per cent, the yield dropped to 1.52 per cent.

So far as obligations of the State, embracing about half of
Hungsry's foreign long-term debts, are concerned, payments into
the Fund came to be o mere formality. ¥rom the Autumn of 1932
to June, 1933, the government fell into arrcars to the Fuad by
34,400,000 pengd; thenceforth it constantly inereased the amount
which was paid by means of Treasury bills, as may be seen from
the statistical summary in the Appendix,? relying as a matter of
fact exclusively upon this method. But even this financing entailed
2 less than proportional burden upon government credit, inasmuch
as, from aboui the same time onward, the Fund advanced to the
Treasury and to the state railways sums exceeding half the in-
payments. In certain quarlers this move was censured as infla-
tionary or at least as preventing the deflation necessary to provide
price-differentials to accomplish transfer in real goods* The
official Hungarian attitude, warmly supported by the banks and
economists, was that the very desideratum in the administration
of the fund was avoidance of deflation.® The matter turns in
prineiple simply upon the degree to which it is politically and

1. On February 26, 1935 the designation of the Fund was changed to
““Cash Office of Foreign Credits.”

2. Tyler, Twenty-third Quarterly Report (July 15, 1937), p. 15,

3. Ci. p. 372 below.

4. O.L{ K, Vol. 6, No. 2, p. 39 If,, and Vol. 7, No. 6; ef. also Machlup
in the Neues Wiener Tagblatt, January 1, 1933.

5. U. L £ W, Vol, 14, p. 116. Cf. also Stephan Varga, “‘Bemerkungen

zu den Problemen von Aufbringung und Transfer,” Eeonomic Essays in
Honour of Gustay Cassel (London, 1833), p. 654-658.
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economically possible to reduce standards of living by the defla-
tionary method of inducing actual transfer. In the actual course
of events the maximum outstanding loan of 57,000,000 pengd
in June, 1936, does not scom particutarly alarming in comparison
with a monetary circulation of 598,000,000 pengs, though it
admittedly contributed something to the upward divergence of
Hungarian from gold-bloc prices.

In dealing with short-term foreign debts the maintenance of
good relations with foreign bankers induced the Hungarian authori-
ties to resort to attempts at agreement rather than to unilateral
action. Of 1,838,000,000 pengé in this debt eategory, only 823,-
000,000 pengd eould be covered by agreements, partly because
the foreign ecreditors were scattered and not represented in any
organized fushion. Even upon the Standstill debts three months
elapsed between the end of the first on August 1, 1932, and the
acceptance of the second agreement, and a month again elapsed
between the Second and the Third Standstills. Thoe latter, entered
upon in March, 1933, was significant in its provision for a 5 per
cent annual amortization quota, if the ereditor agreed to pengd
payment. Although the Third Standstill was expected to run
for one year, it was substantially modified on October 20 by the
famous Pengd Transfer Agreement.! The possible employment
of blocked pengd under earlier arrangements had largely been
restricted to domestic applications — to granting mortgage leans,
purchasing Hungarian shares, morigages and bonds, acquiring
real estate and land, and granting pengé credit to banks.? Under
the “Berkovitz Plan” of Octoher 19, 1932, a limited extension of
blocked pengd to “additional exports” at a discount from par
value was introduced. The Pengé Transfer Agrecment now regu-
larized this practice by allowing additional exports against the
5 per cent capital amortization quota, and in addition against
volunlary repayments by industries (not banks), provided there
was no diserimination between foreign ereditors, and finally against
other pengé balances approved by the Banks License for addi-
tional export required that 20 per cent of the export value be paid
in free devisen.

1. Sometimes ealled the “Marting Apreement,” because of the use of
Marting Benk, London, as the clearing bank for blovked pengé balances.

2. Hungarian National Baak, special publication, Administraiion of the

Foreign Exchange Control in Hungary (Budapest, June 13, 1933), p. 17.
3. Tyler, Eighth Quarterly Report (November 8, 1933), p. 12.
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The Standstill Agreement was renewed for one year on
April 4, 1934, with the possibility of one-half per cent interest
reductions (to ¥ per cent) for prompt payment. The principle
of equal treatment of all ereditors, originally applied to voluntary
paymentg but considerably modified in the Pengo Transfer Agree-
ment, was now removed altogether. After a temporary extension
for three months on April 1, 1935, the Standstill was renewed for
a seventh time on June 25, 1935, for one year heginning July 15,
with another interesi reduction of one-half per cent and a short-
ening of the compulsory amortization quota to 3 per cent; and
this quota persisted until the thorough revision of Hungary’s
entire foreign debt service in the summer of 1937. When the Stand-
still was again renewed on July 6, 1936, it included, beside the
British and American short-term banking creditors, also the Swiss,
French and Duteh. Obligatory capital repayment for siate and
municipal obligations was raised from one per cent to three per cent
prevalent for other Standstill debts; claims for repayments in
pengé were made transferable between parties included in the
Standstill, and finally pengd balances were made applicable to
shares traded on the Budapest Stock Exchange, though such
shares had to remain blocked for three years. The Standstill
Agreement of 1937 marked a new epoch in Hungarian exchange
control by providing for the first time that payments should be
made entirely in free exchange. From its inauguration on July 15
this arrangement has, except for certain eategories, paid 414 per
cent interest and one per cent amortization.

Under the general prohibition of outward eapital transfers
under the devisen decrees, payments of Hungarian debtors on
foreign debts were sequestrated into cerlain blocked accounts.
Various exigencies caused the reclassification of these accounts
from time to time, but their composition in 1937 can be taken as
represcntative. There were then eight varieties, four of them
genuinely blocked, two merely transition accounts, and two in
effect free.! The mast important category embraced “Blocked

1. The accumulated balances of the various blocked accounts have never
heen revealed. The deseription of the aceounts given in the text is based
chiefly upon the foliowing sources: Administration of the Foreign Exchange
Control in Hungary, pp. 13-15; Devisenbewirtschaftung in Ungarn, 8th ed.
(Budapest, April 20, 1937), pp. 4-8; 9th ed, (Budapest, December 20, 1937),
PD. 4-8. Josef Judik, “Devisenbewirtschaftung in Ungarn,” Ung. Wirt.
Jrhb., Vol. 8, pp. 319-320; Usterreichischer Volkswirt, April 23, 1932,
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Inland Pengd Accounts,” held like all other regulated accounts
in specified devisen banks by private and corporate debtors in
Hungary. Into these particular accounts were pald interest and
redemptions falling under the Moratorium by the Foreign
Creditors’ Fund of the National Bank.! In-payments required
permuission of the Hungarian National Bank, as also the utilization
{possible only within Hungary) of the funds by foreigners. A
second eategory, “Inland Pengd Accounts,” included some funds
tied up from the bank holidays of 1931, payments on non-merean-
tile liabilities arising after January 81, 1932, but not covered by
the Standstill, and some merchandise debt payments prior to that
date. “Inland Merchandize Pengé Accounts’’ embraced payments
only upon merehandise debts originating after January 31, 1932
In- and out-payments were subject to the same provisions as
“Blocked Inland Pengd Accounts.” But whereas “Inland Pengi
Accounts” could not be utilized by foreigners for Hungarian
exports, “Inland Merchandise Pengd Accounts” could be by
special permission. Finally there were “Old Bill-of-Exchange
Accounts” which arose from the deposit of foreign exchange before
July 17, 1931, and which like the other blocked deposits required
permission for their use. .
The Standstill Agreement required that the private person
in Hungary should not repay an existing merchandise debt until
he elsewhere obtained a new merchandise credit of equal magni-
tude to supplant it, Pending the presentation of documentary
proof regarding the new credit, payments on existing merchandise
credits werc made according to certain technical determinants
into either “Blocked Bill-of-Exchange Accounts” or “Suspense
Accounts™; after approval of the new credit, the sums were trans-
ferred to the “Blocked Inland Pengd Accounts’” mentioned above.
“Suspense Accounts’ also received in-payments by Hungarian
importers during the 6-8 weeks delay after application until per-
mission to pay the foreign seller had been granted by the Bank.
Finally there were two accounts arising from deposits made by
foreigners subsequently to July 17, 1931, for which in- and out-
payments required no permission of the Hungarian National Bank,
and for which the Bank upon petition made payment in genuine
1. These aceounts include also the service on certain old and new mer-

chandise debts, on certain old non-mercantile liabilities outside the Standstill,
and depusits made by foreigners of pengé bank notes,
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foreign exchange. These deposits were called “Free Foreign Pengd
Accounts” and “Free Foreign Exchange Accounts,” the difference
being that with the former the fereign depositor accepted a pengd
equivalent of his surrendered wilufe, whereas with the latter he
maintained the account in terms of some specifie foreign currency.
Neither of these varieties belongs to the category of genuine
blocked accounts.

Amongst the various types of blocked accounts only four, as
we have seen, represented genuine blocking, and of these only two,
resulting from the Moratorium and the Standstill, were sufficiently
traded in to be quoted continuously on the chief international
markets. The curve of quotations on Standstill pengd (Fig, 13,
p. 94) as a percentage of parity shows that, once the value of
these pengd had assumed an absolute magnitude given by foreign
evalyations in view of permitted uses at abcut 50 per cent of par,
their general course paralleled quite closely the Zurich guotations
upon pengdé notes, which in turn, according to previous analysis,’
can be explained in terms of monetary policy and the behavior
of prices in Hungary.

Two major exceptions to this parallel movement are the high
level of Sperrpengé values from September, 1933, to July, 1934,
in the teeth of a decline in pengd note quotations, and the dispro~
portionate rise of Sperrpengd relatively to notes from March to
July, 1937. The first of these departures rested upon an exception
made by the Hungarian National Bank to its general rule restrict-
Ing Sperrpengd to industrial exports and permitiing temporarily
the purchase of farm products as “additional exports” to further
the marketing of the large crops of 1933.2 When the Bank returned
to its regular practice Sperrpengé dropped rapidly in the latter
half of 1934 from 58.3 per cent to 44.4 per cent. This movement
re-cstablished the parallel with pengdé notes, which declined from
75 per cent to 66 per cent meanwhile, and with the inverse move-
ment of the price of gold on the Budapest market (Fig. 13, p. 94).
Beasonal advances in the value of Sperrpengd ean also be observed
in the fourth quarter of 1935 and the third quarter of 1936, indicat-
ing presumably that for a short period the Bank permitted the use

1. Cf. pp. 93-106 above.

2, Eugen Roéz, “Das dritte Jahr der Devisenbewirtschaftung,” Ung,
Wirt. Jhrh., Vol. 10, p. 243 f.
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of these blocked accounts for agricultural exports.! The sudden
advance of Standstill pengd from 40 per ceni in February, 1937, to
54.3 per cent and 55.9 per cent in May and July rests upon market
anticipations of the favorable debt settlement. After this settle-
ment in July the National Bank became the sole purchaser of
Standstiil pengi; market quotations disappeared, but there existed
& continuous offer by the Bank at about 47 per cent, representing
a mean of prices for two and one-half years previously.
Quotations on Hungarian coupons, or interest obligations
under the Moratorium, have tended irregularly downward as the
prospects of maintenance of contractual interest have gradually
become extinet, and as the field of utilization bas, with occasional
reversals, been narrowed down. Thus the recovery from 48 per
cent to 75 per cent from March to November, 1933, is definitely
linked with the development of regular trading in coupons for
purposes of travel in Hungary by other persons than the original
coupon-holders.® The violent fall from 56 per cent to 29 per cent
between December, 1934, and May, 1935, was precipitated by an
ordinance of February 24, 1935, reducing the possibility of illegal
repatriations. From May, 1935, throughout the balanee of the
Year, there appears to have been something of a recovery in this
business, lying at the bottom of the advance of colupon gquolations
to 30 per cent; but the final categoric prohibition of security
repatriations in January, 1936, again ushered in deelining coupon
prices.* The debt settlement of July, 1937, apparently reduced
yields below what had been expected and caused a shading off in
coupon prices; but the really disastrous plunge came in March,
1938, with the German seizure of Auvstria and forcign misgivings
concerning the fate of Hungary. The revival of coupon prices
during ihe early months of 1939 was probably a by-product of the
large amount of [unds poured into Hungary from Germany via the
Zurich market preceding the Hungarian general elections in May *
Save for the very limited cases of payment in free exchange
which have already been noted, service upon Hungarian foreign
debts prior to July, 1937, proceeded through payments “in kind,”
i- e. through creditors’ acquisition of goods and tilles or the utiliza-~
1. Devisenarchiv, Vol. 1 {August 25, 1936), p. 921.
2. Cf. Réz, loe. cit.

3. Die Stunde (Vienna), January 23, 1936,
4. New York Times, May 21, 1939, p. 18.
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tion of services in Hungary, or through “additional exports.”
The last possibility rested upon a readiness of foreign creditors to
aecepl quantities of Hungarian exports even at the artifieially high
price given hy the application of the official rate of exchange, in
order to realize immediately upon their elaims. This eoncession
was transferred to the Hungarian exporter through his being
given permission by the National Bank to receive from foreign
creditors the blocked pengs (at par) and to sell such pengo at an
“additional export premium’’ paid by the Bank in domestic pengé.
Hungary was indeed the first country to exploit ereditor conces-
sions as a means of liquidating debts cheaply and at the same time
sustaining exports and employment. The rate at which debt
service was maintained through this device depended, it was said,
upon the export being one ‘of which the foreign-exchange pro-
ceeds are not required for the maintenance of Hungary’s economic
life.”* Bince this criterion came to be recognized in the course of
time as rather too abstract and vague for particular cases, addi-
tional exports were subsequently defined quite simply as those
for which the National Bank “pays a premium excecding the
ordinary amoung,

Under the First Standstill (March 31, 1932) foreign creditors
were limited in the utilization of blocked accounts to investments
of various categories within Hungary, But the Berkovitz Plan

Exrort AGAINST PENGS: HaLr-YEAr Torars™
In Millions

1932: I......... 2.9 1936: Io........ 6.2
I......... 1.6 i......... 10.6

1933: I......... 7.6 1937: I.. .. ... 13.4
I......... 27.9 IL..... ..., 7.7

1934: I......... 20.4 1938: T......... 4.4
m......... 14.9 —

1935: I........ 9.8 Total............ 135.6
1n. . 8.2

*Ung. Wirt. Jhrb., Vol. 14, p. 363.

{October 19, 1932) opened up the possibility of realization throngh
oxports; s deoree of April 8, 1933, permitted application of Stand-
still balances to the travel of third parties; and finally the Pengé

L. Text of the Pengd Transfer Agreement (October 20, 1933), p. 3 as

distributed in mimeographed form.
2. Devisenbewirtschaftung in Ungarn, 9th ed. (Budapest, 1938), p. 44,
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Transfer Agreement (October 20, 1933) extended and regularized
additional exports. Ostensibly because the demand for Hungarian
industrial products was “inelastic,’" permission for additional
exports was only exceptionally given for sgricultural products —
chiefly in the crop-moving periods of 1933-34 and 1936-37,2 as the
figures on page 152 show.

The extent of export premis is not known. The nominal rate
appears 10 have been rather regularly between 105 per cent and
110 per cent;® but varying portions of the export devisen had to be
surrendered by the Hungarian seller at the regular export premia
— for example, latterly at 50 per cent to free devisen countries —
and since theso proportions have not been allowed to become
publie, the effective “additional export” premium rates eannot be
determined. The volume of exports in this catcgory has been
estimated reliably for 1933-1936 at 6,000,000 pengs, 24,000,000
pengd, 32,000,000 pengs, and 34,000,000 pengd, and somewhat
less reliably for 1937 at 60,000,000 pengo.* Since these sums include
premiz on an unknown fraction of the total, it is impossible to
koow how much of the Standstill debts was liquidated in this
way. Responsible Hungarian commentators have complained that
the high ‘“additional exports” premia encouraged mushroom
industries in Hungary, called into being for the very purpose of
producing ‘“‘additional” exports; furthermore, the Hungarian
exporter was often tempted to share his profits to induce the for-
cigner to absorb more of these exports. The provess resembles
exchange dumping and tends to depress the pengd on foreign
markets. In the debt settlement of 1937 additional exports were
contemplated as an important mode of carrying forward the
service upon BStandstill debts.® It was left to the Hungarian
Nationzl Bank to determine the extent of transfer which could
be thus maintained without disaster to the domestic economy.

L. According to the verbal report of a high banking official in Budapest.

2. Cf. pp. 136, 138 ahove,

3. Devisenbewirtscheftung in Ungarn, loc. cit.; Neue Freic Presse,
October 9, 1935,

4. For 1933 and 1934, Josef Judik in Villaggazdasdie Sgemle, February
4, 1935; {or 1935 and 1938, Ungarns Handel und Industrie im Jahre 1936
(Budapest, 19363, p. 22; for 1937, The Royal Institute of Internatjonal
Affairs, South-Eastern Europe, p. 120. The last estimate seems impossibly
large, since the entire debt serviee after the agreements of 1937 was estimated

at 45-50,000,000 pengd.
§. Economist, September 18, 1937, p. 565,
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The premia now approximate the general level paid for exchange
on free devisen countries at about 50 per cent.!

A new epoch in Hungarian economic history since the eredit
crisis of 1931 was heralded in June, 1937, by the first offer of terms
upon which the Hungarian authorities stood ready to resume
effective transfer on the debt serviee in free devisen. Culminating
in this cvent were three favorable circumstances: the simplification
of premia and surcharges in 1935, the improvement in terms of
trade for Hungary through the rise of agricultural prices, and the
large harvests of 1936. The proposals for a settlement made by
Fibinyi and Imrédy on bebalf of Hungary were favorably reported
upon to their constituencies by the League Loan Committee, the
Council of Foreign Bondholders and the Ameriean Protective
Association. Excluding commercial debts, which required no
negotiation, and the Caisse Commune obligations, which Hungary
inherited from the old monarchy, the outstanding foreign indebt-
edness at mid-summer 1937 was 1,750,000,000 pengd divided
as [ollows:

Long-term Debt Short-term Debt
State 379,000,000 Pengs ~ State 219,000,000 Pengi
Others 490,000,000 Pengs Standstill and similar 246,000,000 Pengd
Pre-exchange-control 170,000,000 Pengo
Exchange control 246,000,000 Pengd
Total £69,000,000 Pengd Total 881,000,000 Pengs?

By the close of 1937, 1,238,000,000 pengd of this total of
1,750,000,000 pengd had been arranged for or virtually so; and
by the close of 1938, after amortization of 20,000,000 pengs, the
settlement of nearly the entire 1,750,000,000 pengo foreign debt
could be announced.® This signified, in the opinion of one of the
Hungarian National Bank directors, that recovery from the worst
effects of the world financial crisis had largely been achieved.t
Payment in blocked accounts ceased.

The full contractual debt service prior to the settlement

1. Pester Lloyd, May 15, 1937

2. Josef Judik, *Die ungarische Devisenbewirtschaftung und die Newre-
gelung des Auslandsschuldendienstes,” Ung. Wirt. Jhrb., Vol. 13, pp. 306-319,
The Royal Institute of Economic Affairs, South-Eastern Eurcpe, pp. 121-122,
gives the total at 1,838,000,000 pengo without disclosing the source of the
figure.

3. Tyler, Twenty-fifth Quarterly Report (February 26, 1938), p. 13, and

Volkswirtsehaft 1938, pp. 251-252.
4. Ung. Wirt. Jhrb., Vol. 14, p. 365.
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would have involved on long-term account 90,000,000 pengé and
30,000,000 pengd in interest and amortization, and on short-term
account 30,000,000 pengd and 30,000,000 pengd. By the terms of
the settlement this contractual total of 120,000,000 pengd was
reduced to 50,000,000 pengé annually, an increase of about 10 per
cent over the actual accomplishment under various devices of
exchange control during the preceding two or three years.! Interest
from 114 per cent to 134 per cent was agreed upon with long-term
creditors, while Standstill creditors reccived one per cent in inter-
est and 414414 per cent amortization annually.

What had been accomplished during the six years since the
introduction of exchange control by Hungary toward the liquida-
tion of her foreign debts? The most authoritative statement ema-
nates from Dr. Josef Judik, former Director of the Economic
Division and at present a Director of the Hungarian National
Bank: of the 4,310,000,000 pengé indebtedness at the close of
1931, 2,500,000,000 pengé remained in July, 1937; of this difference
of 1,810,000,000 pengd, about 32 per cent (1,376,000,000 pengd) had
disappeared simply as a result of foreign devaluations, and 350,-
000,000 pengd represented illegal capital repayments through
security repatriations.? Acecording to Dr. Judik’s own estimates,
only 70,000,000 pengé would remain as the “substantial amount”
of regular amortization to which he refers. The League of Nations
report of balances of payments, however, gives the following:

CarrTaL ITEMS 1v THE HUNGARIAN BaLaNcE OF PayMents?
(+Inward; —Outward; in Million Pengs)

Medium and
Long Term Short Term Total
1932 ...l +1.4 + 5.2 + 6.6
1933................. + .2 + 3 + .5
1934, . . + 0 —16.0 —16.0
1935, ... ... +1.6 —49.0 —48.0
1936. ... ... .. ... .. —-1.7 —55.9 —57.6

*League of Nations, Balances of Payments 1937 (Geneva, 1938), p. 117.

1. Volkswirtschaft 1938, loc. cit.

2. In a statement before the Hungarian Parliament Dr. Grecsak esti-
mated debt reductions by devaluation and bond repatriation at half the original
sum,— i.e, at somewhat over 2,000,000,000 pengé in comparison with Judik’s
1,726,000,000 pengs. Cf. Neue Ziricher Zeitung, June 9, 1937. After the
dollar and pound but before the gold black devaluations, Kemény writing
in the Osterreichischer Volkswirt of February 23, 1935 (pp. 346-347) esti-
mated the devaluation gains at 1,100,000,000 pengd and repatriations at (par
values) of 300-350,000,000 pengé — together 1,450,000,000 pengs.
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Over the five years 1932-1936 the League statistics show net total
repayments of 114,800,000 pengs. Subsequent balances are not
available, but there is every reason (o suppose that to July, 1937,
repayments proceeded at no less a rate than in 1936. If so, we
would have something like 140,000,000 pengé amortization since
1931, or twice the amount got residually from Dr. Judik’s estimates.
But the difference is, after all, merely between 1.2 per cent and
2.4 per cent, representing the share of debt reduction during the
period 1932-1936 by means of all devices, including devisen pay-
ments and additional exports, carried through legally under the
exchange control apparatus! Of course it is not to be forgotten
that net outward interest paywments of a magnitude about equal
to amortization were also transferred.!

In retrospect it appears that the transfer of debt service went
forward upon a very modest scale; but even spokesmen of the
creditor countries pointed out that the effective interest rates
should be judged in view of money rates in the ereditor countries
themselves during the depression.? Fully a fifth of the State debt
and nearly a third of the private long-term debt was contracted
at 714 per cent, and in the latter category rates up to 14 per cent
were not unknown® The incubus which such rates would have
imposed on the whole economy warranted the conelusion reached
by the Economist as early as October, 1933, that the ene-sided
regulations of the Hungarian authorities in the end benefited not
only the distressed debtors but also foreign creditors.t Two further
factors assume great significance — the terms of trade and the
portion of Hungarian favorable balances available for debt service.
In an earlier connection we saw how by 1933 Hungarian export
prices in terms of import prices had reached 82 per cent of their
1025-27 level.’ Had trade proceeded at 1928-29 prices in 1938,
imports would have been 68 per cent and exports 126 per cent of
their 1928-29 values, and the favorable balance would have been
400,000,000 pengé instead of 113,100,000 pengs.® But of the

1. The League’s figure (loc. cit.} for the five years is 121,400,000
pengé; to which I have added for the first half of 1937 12,600,000 pengo,
giving a total of 134,000,000 pengs.

. Economist, December 7, 1935, p. 1125-1126.
. Magyar Statisztikni Szemle, Vol. 10, p. 1932.
- Econormist, October 28, 1933, pp. 815-3186.

. Cf. p. 130 above.

. Ung. Wirt. Jhrb,, Vol. 14, p. 188,

[~eR < N ]
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favorable balance not more than 20 per cent brought in free
devisen.! The reasons for resort to the additional export device
and its continuance since the 1937 debt setilement are thus not
far to seek.

A comparison unfavorable to the genuineness of Hungary’s
efforts to maintain the debt service might he made between the
approximate 140,000,000 pengé of transfer carried on through
official channels to July, 1937, and the 350,000,000 pengé of repa-
triations of Hungarian bonds: illegal repayments amounted to
two and one-half times as mueh as legal repaypents. One might
legitimately enquire whether repatriations did not bespeak a
much greater capacity to repay than the actual accomplishment,
and whether the former did not assume its great magnitude simply
because it was profitable, whereas the Iatter remained small simply
because delay, bringing with it devaluations and creditor conces-
sions, was also the profifable course. There would be nothing
implausible in ascribing to Hungarian debtors motives of a sort
which the creditors might also have discovered in themselves.
A somewhat more reasonable apology for the situation, however,
lies in the practical obstacles to carrying though refunding agree-
ments upon the manifold issues of industrial bonds, each with its
scattered group of owners, and in the absolute necessity for indus-
trial and government units to reduce the dead hand of interest in
4 depression of unparalleled severity.

TrE TECHNICAL EFriciENcY oF HUNGARIAN ExcHANGE CONTROL

The Hungarian control system has been subject to illegal and
legal evasions similar to those practiced in Germany and Austria —
outright smuggling, circumvention by various technicalities, jug-
gling of blocked pengé accounts to apply the funds to prohibited
uses, and false bills of lading. The last practice was ubiquitous
and particularly interfered with the functioning of clearings.
As officials in the exchange authority have pointed out, a decline
in the actual pengd rate, instead of stimulating exports and
improving the Hungarian balance, increased the motive for Hun-
garians to undervalue their goods in bills of lading for export over
the fixed parity clearings, with the result that this force at least
operated toward a progressive worsening of the balance of trade

1. Cf. p. 121 above.
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Hungarian exchange control was peculiarly subject to evasion
through the repatriation of securilics. In diametrical contrast
with Germany, where repatriation was managed by the Gold-
diskontbank as the one important source of export subsidy as long
as the foreign supply lasted, ITungary prohibited but did not
succeed in suppressing the private acquisition of domestic securi-
ties [rom forcign holders. Prior to the first measure directed against
the practice in October, 1932, the business flourished upon the
enormous differentials between domestic and forcign quotations,
often amounting to from 66 per cent to 75 per cent.! Funds for
these purchascs had to be got abroad by illegal ways — by direct
smuggling of currency, by leaving the proceeds of exports on
deposit. abroad, and by concealing ownership of forcign balances.
Hungarian corporations could buy up their own seeuritics at
bargain rates, despite high prices for “bootleggred” foreign eurren-
cies and high payments for the services of smugglers. Occasionally
payment was made in newly issued bonds, but frequently the
corporations simply pocketed the procceds as profits and covered
the shrinkage of capitalization by drawing upon commereial banks
for loans. Ultimately the central bank was thus brought into the
position of financing a fair share of the operations violating its own
exchange-control regulations.

The original Moratorium decree of December 22, 1931,
required that matured obligations and coupons should be paid
into the Foreign Creditors’ Fund; an administrative rule provided
that ocut-payments should be made into free pengd accounts only
when the bonds belonged to Hungarian nationals. Abuse of this
ruling by the purchase of bonds belonging to foreigners led to a
decree on October 31, 1932, that when application was made for
redemption into free pengé accounts the bond should be deposited
for eight days to permit the National Bank to establish its owner-
ship by a Hungarian. Evidently the enforcement of this ruling
was ineffective, for on Febroary 24, 1935, substantially the same
ordinance was repealed, this time complemented with the require-
ment of central bank permission for each security transaction
with foreigners? The sudden decline of Hungarian coupons on
the Zurich market between December and May from 56 per cent

1. Kemény, Osterreichischer Volkswirt, December 24,1932, p. 312,

2. Tyler, Eighteonth Quarterly Report {April 18, 1036), p. 12; U. L . w.,
Val. 26, p. 130,
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to 29 per cent of parity’ shows that the measurewas effective,
especially in conjunction with the simultaneous abolition of the
Budapest free gold market? Finally, on January 22, 1936, the
importation of Hungarian bonds was categorically prohibited ; the
proceeds of coupons could be paid to free pengé accounts only if
the bond were deposited with the National Bank.® With the
exception of a short period two years later, repatriations virtually
disappeared.* A sporadic recurrence of the practice attended the
debt settlement of 1937 and the development of an inland demand
for non-State foreign bonds, but the evasions were quickly sup-
pressed.*

Repatriation undoubtedly constituted the most serious lacuna
in Hungarian exchange control. Statistical apprehension of its
magnitude is of course as difficult as legal apprehension of the
practice, For 1932 estimates put repatriation as low as 40—
50,000,000 pengd*® and as high as 100-150,000,000 pengé.” By the
end of 1934 the cumulative total was estimated at 300-350,000,000
pengd® and by the time of the 1937 debt settlement at 520,000,000
pengd in original values or 350,000,000 pengd in depreciated
foreign currencies,” This magnitude, almost equalling the total
favorable trade balances from the half-year 1931 to the half-year
1937 and exceeding estimated regular amortizations during the
same period by 250 per cent, ¥ exercised a strong dowaward pressure
on the foreign value of pengd. Even a dectrinaire opponent of
state intervention could take no satisfaction from this breakdown
of exchange control. The inferior position of the foreign ereditor
resulting from the Morstorium was explaited, not to public but
to private advantage; and the adverse turn to Hungarian terms of
irade entailed the very costs which exchange control was designed
to avoid. The continuance of large repatriations threugh four

1. Cf. coupon quotations on p. 137,

2. CF pp. 147-148 helow.

3. Cf. Tyler, loc. cit.

4. Tyler, Twenty-first Quarterly Report (January 16, 1937), p. 9;
Ungarns Handel und Industrie im Jahre 1936 (Budapest, 1937), p. 47.

. Tyler, Twenty-third Quarterly Report (July 15, 1937), p. 12.
. Gecrg Kemény, Pester Lloyd, January 6, 1933, p. 13.

. Economist, February 25, 1933, p. 409.

. Georg Kemény, Osterreichischer Volkswirt, Vol. 27, p. 347.

. Judk, ef. p, 155.
. Cf, p. 144,
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years of exchange control bespeaks a lack of administrative
effectiveness or a sinister yielding to particular interests.

Evasion in the form of repatriation was undoubtedly facili-
tated by the exstence of a free market for gold in Budapest.
Although the export of precious metals came under the geueral
embargo of exchange econtral, arbitraging operations, known at
times to have involved thousands of bonds at a single deal, were
made easy through this method of acquiring “stable” values! The
general impression seems to be that the gold market was tolerated
as a sort of safety valve for liquidity preferences and demand for
a non-depreciating asset, perhaps also as a necessary adjunct to
the profitable business of repatriation.

During most of its history, especially during the persistent
rise of the price of geld in 1934, various Hungarian commentators
characterized the Budapest gold market as “artificial,” “narrow
and speeulative,” “not significant for exports’’—in short an alto-
gether fallible index of the value of pengd.? Nevertheless, several
other indices told about the same story. Until the devaluation of
the dollar, black market quotations on American exchange indi-
cated approximately the same amount of pengéd depreciation as
did the price of gold.? The securities market is said to have fol-
lowed gold prices rather closely (Cf. Fig. 13, p. 94). Finally, as has
already been explained in some detail, the priee of pengé notes in
Zurich varied inversely to the Budapest gold price with consider-
able regularity; and the price of Standstill pengs* took a course
similar to that of pengd notes, although at a lower absolute level.
The agios on free exchange countries announced 2t the close of
1935 as a part of the rate unification coincided with current quo-
tations of gold. Shortly afterward, in March, 1935, the gold

1. Osterreichischer Volkswirt, Vol 27, p. 145.

2. These opinions were expressed verbally by numbers of persons in
official positions.

3. The following quotations from the black market for dollars are derived
from Tyler, Quarterly Reports:

Pengt per Dollar on the Premia on Promia on Gold
Date B[{ack Market Dollars on the Gold Market
December 31, 1931. ., .. 8385 47 70
January 12, 1932..... 7.7 40 47
March 30, 1932..... 8.1 42 37
April 30,1932, .. . 7.8 40 37
July 15, 1632. . ... 7.7 39 37
October 27,1932, ., ., 7.3 28 26

4. Cf. p. 137, below,
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market was suppressed, though the virtual devaluation involved
in the new agios would have rendered its persistence nearly innoe-
uous.

How much the evasions of exchange control in Hungary
amounted to in the aggregate is & matter of guesswork. Statistics
of devisen receipts and disbursements by the National Bank and
their expression as percentages of exports and imports published
regularly in the Quarterly Reports of the Lengue of Nationg repre-
sentative in Austria have practically no significance, despite their
perennial reproduction in the Reports of the Hungarian Institute
for Economic Research, the London Economist and in the daily
press. The percentages give no index of the exhaustiveness of the
Bank’s control over devisen, the main cause of divergence between
exports and devisen regeived in any given quarter being the time
lags between notification of export, actual export, and receipt of
payment. Over a long period of time, however, these lags assume
relatively small significance. Total devisen expenditures over the
period 1932 to 1937 expressed as a percentage of total imports is
101.1 per cent; total devisen receipts expressed as a percentage of
total exports is 89.7 per cent.! Since expenditure of devisen usually
Jollows impurtation, the former percentage exceeds 100 per cent
only because of lack of consistency in the modes of reporting
devisen and imports; the later percentage would not be much
increased by the liquidation of payments receivable, since these
are short-term accounts and the totals embraced six whole years’
trade.

Somcthing like nine-tenths, therefore, of export proceeds as
recorded have been apprehended by the bank. Evasions by false
bills of lading, smuggling, importations not really made, ete. fail
to be revealed in such figures. One harassed official of the Hun-
garian Bank declared that evasions would eventually put an end
to exchange control; another official of the same Bank thought
the Hungarian control fairly effective, but explained that devisen
escaping the Bank’s control were precisely the “marginal incre~
ment” necessary for the debt service. Devisen outlays for rearm-
ament were evidently not considered marginal; the foreign creditor
antomatically shouldered mueh of the burden of the lack of offi-
ciency of the exchange control.

1. Devisen receipts and disbursements by half-years are summarized
in Ung. Wirt. Jhrh., Vol. 14, pp. 363-264.
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ConcLuston

A brief retrospect over the analysiz of Hungarian cxchange
coutrol may serve to bring the chief arcas of economic light and
shadow into sharper definition, Like other heavily indebted
Buropean states in 1931, Hungary found exchange control to be
a virlual necessity in coping with a flight of capital, since the reduc-
tion of prices and wages was precluded as a political impossibility.
The automatic process by which exchange control through mere
temporizing gradually passed from an emergency measure to an
integral part of the national economy is officially defended as a
necessary consequence of a state of perpetual erisis in intemational
financial and monetary affairs extending to the present. But these
cxternal difficulties were no less real for Austria, where exchange
control was slowly reduced to a control over capital repayments
and to clearing with exchange-control countries. Hungary accepted
a totalitarian philosophy in economic matters and, probably
without much deliberate choice, retained exchange conirol as an
already established instrument of protectionism and étatisme.

Whatever were the measures taken toward simplifying the
control system or extending the field of freedom in payments,
they were, as we have chserved, generally welcomed as economic
gains by the business community with the exception of the cartels.
Three changes of significance in this direction were (1) departures
from the official pengi parity beginning late in 1932; (2) abandon-
ment, late in 1935, of differential exchange rates as between coun-
tries and commodities in favor of a simpler seheme of linear premia
surcharges; (3) resumpfion of devisen payments on foreign debtsin
the sumnmer of 1937. The very fact that, aside from some increases
in stringency from the angle of purely technical administration,
the changes in exchange control reduced its extent or its intensity
judged from a norm of free exchange, may fairly be taken as evi-
dence that the authorities themsclves, however mueh they pro-
tested loyalty to the principle, nevertheless found exchange
control to be an onercus system.

The mitigations did not prevent the inclusion of something
like 80 per cent of Hungarian foreign trade under clearing, com-
pensation, and sales and purchases against pengé— none of them
yielding freely disposable bills of exchange; nor did they prevent
artifieiality in exehange rates, despite the (rather incomplete)
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recognition of pengd depreciation through the official agios on
devisen; nor finally did they dispense with the non-price allocation
of import devisen through suthoritarian allocation and the certifi-
cate system. The essential characteristics of exchange control
persisted. What consequences have we been able to unearth as
pertaining specifically to exchange control in the welter of regula-
tion extending from import and export quotas, prohibitions,
licenses, to tariff protection?

An examination of the economic history of Hungary over the
period 1631-1939 shows that exchange control was surely secondary
to the influence of world depression and recovery. So far as
concerns the external value of the pengd, as measured by Budapest
gold premia, the price of pengd notes in Zurich, dollar premia
and finally by the official agios on foreign exchanges, the larger
movements can be explained in ordinary equation-of-exchange
terms such as domesiic production and moretary policy relatively
to similar forces abroad. In the long run exchange control had no
greater influence on the value of the monetary standard than the
reduction of further pengd depreciation through further capitat
flights. In the domestic scene exchange control, through penal-
izing cxports and subsidizing imports, increased the discrepancy
between agricultural and industrial prices. Whether the state
aids to agriculture even offset the burden imposed by exchange
control seems very doubtful. Furthermore, the premium system
on grain exports, by its artificial support of the pengd rate, made
impossible any clear view as to the economic rentability even of
“non-gubsidized” exports,

Despite the authoritarian regime of exchange control, Hun-
garian foreign trade still shows the dominant force to be cyclical
variations in western Furope and America. But secular develop-
ments fall under the sway of autarkic devices, amongst them
exchange control. The pereentage of total imports embraced under
finished industrial products fell from 55 per cent in 1928 to 35
per cent in 1938. Although world agricultural prices rose relatively
from 1935 to 1938, Hungarian fareign trade, which had declined
more than the world average, failed to keep abreast of world
recovery. It was notably in 1933 and in 1936, after the two major
changes in exchange contrel toward recognition of pengd depre-
ciation and simplification of rates, that foreign trade experienced
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its largest single advances, but the conclusiveness of this evidence
is decreased by abundant harvests just at these junetures.

Drastic changes in direction of foreign trade inexplicable upon
the basis of international division of labor attended the exchange
control regime. The steady inerease of the share of both exports
and imports carried on under clearing and compensation over the
years 1931-1936 (from 67 per cent to 76 per cent, and from 75 per
cent t0 86 per cent, respectively) is not io itself tantamount to a
dislocation of trade by countries, but rather by modes of payment.
Had the clearing and compensation method not increased, however,
it would not have been possible that Italy and Germany should
have so greatly expanded their shares in ITungarian trade. The
fundamental cause or prime mover of changes in direction of trade
was not exchange control, but it implemented the real factor, an
international political re-alignment. The sharp turn of Hungarian
exports toward England and Switzerland in 1931 was a reflection
of a flight of capital before exchange control became really effective.
In this respect the eontrol had a negative or preventive operation
against changes in direction of trade; and the ossifying of trade
channels under exchange control against free econemic forces
must not, be neglected merely because it fails to strike attention
in trade statistics,

In twa aspecis of international economic relations the effect
of exchange control was unmistakable. Both from the basis of
@ priort expectation and from striking individual instances, it
appears that the presence of clearings tended to raisc prices of
imports into a clearing country and the prices it obtains from
exports to a clearing partner, both cascs being taken relatively
to imports from and exports to free-exchange countrics. The
terms of trade between clearing countries may turn either way,
but are deteriorated relatively to free-exchange countries. Hun-
gary’s greatest loss in terms of trade came from the agricultural
depression; but the export penalty involved in the par pengb or in
insufficient agios on free devisen accentuated the loss. Finally we
have found exchange control elearly operative in one of its primary
purposes — the prevention of capital flight. Even if illegal repa-
triations at two and one-half times the magnitude of permitted
transfers are eounted in the total, the repayment of something
like five per cent on capital zecount over the period 1932 37
would be only a fraction of the outward flow of capital, had it been
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freely permitted. But if the same facts are viewed from the angle
of an “orderly liquidation™ of foreign obligations under authori-
tarian auspices, the record is certainly unimpressive.

Save for the not eompletely suceessful obstacles put in the
way of capital flight, we have failed to discover a net economic gain
which Hungary could legitimately ascribe to exchange control.
Bub by no means uncommon is the conlention that, whatever
were the asperities and shortcomings of exchange conirol in Hun-
gary, it succeeded at least in “maintaining the pengé at home at
its original legal parity,’? in assuring confidence as to the pre-
gervation of the monetary standard,”® or in actually securing
stability in the value of the pengé at home.! The ostensible aim
of exchange control in preserving the real foreign value of the
standard is thus admittedly not attained; but something was
thought to have been aceomplished. Just what? Bince prices
within Hungary responded quite clearly to underlying money and
production variables, the only thing actually preserved was the
fictitious parity of the pengd, a fiction which did not even pertain
to domestic economic matters.

For the preservation of this fiction and for protection to
industry given by exchange control, the Hungarian consumer
ultimately paid the cost. The fall in agrieultural prices was partly
offset by multifarious state aids, such as interest abatements,
moratoria, and the wheat and rye premia studied in Section B.
Industry held a relatively favored position under the shelter
afforded by the Hmited devisen allocation for imports. The sys-
tem of subvention to agriculture was regressive from the view-
point of consumer income: premia rested upon consumption taxes,
and a large part of the proceeds went to landed interests, not to
agricultural laborers or small farmers. According to M. Kor-
mendy-Ekes, “Half the country is shared between about 840,000
small holders; one-fifth between 10,000 middle-sized estates.’™
In industry the successful maintenance of prices prevented any
sharing of its relatively favored position by consumers of its
products.

1. Devisenerchiv, Vol. 3 (Folge 39, September 27, 1938), p. 486.

2. Pester Lloyd, January 1, 1835, p. 17.

3. According to an unpublished pronouncement of the President of
the Royal Hungaerian Bureau of Foreign Trade in 1935.

4. “Big Estates in Hungary,” Hungarian Quarterly (Spring issue, 1937),
quoted in SBouth-Eastern Europe, p. 58.
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Even in 1929 wages in Hungary stood at very low absolute
levels, factory labor receiving an average hourly wage of 32 filler
or 6.4 cents.! By 1932 money wages had declined to 84 per cent,
by 1933 to 78 per cent, and by 1935 to 77 per cent, a decline in
each of these years unparalleled for eighteen countries reported

Cost or Living InpiceEs ror Hungarz*
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by the League.? The decline in agricultural money wages in 1933

to 47 per cent of 1929 similarly exceeded all other eountries but

one. As shown by Fig. 18, the cost of living declined by the end

of 1933 to 80 per cent of its level in 1925.27, or to slightly less

than 80 per cent of its level in 1929. As a result real wages for
1. 8. 1. £ K, Vol. 10, No. 11, p. 257.

2. League of Nations, World Economic Survey 1934-35 (Geneva, 1935),
PP 136-137; ibid., 1936-37 (Geneva, 1937), p. 112.
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labor as a whole declined somewhat, registering a low peint of
91 per cent in the first quarter of 1933, Instead of securing some-
thing of a compensation for extensive unemployment by a gain
in real wages, the “normal” expectation for depression, Hungarian
labor actually had to accept a reduction in renl wages. For agri-
cultural Jabor real wages fell to about two-thirds the 1929 level,
though employment was probably fairly well maintained.

It is, of course, impossible to agsess precisely the responsibility
borne by exchange control for this situation. It would be natural
to expect an adverse turn in real wages in consequence of the
peculiar severity for Hungary of world agricultural depression,
which carried national income to 48 per cent of the 1920 figure in
1932, the greatest reduction in national income reported in League
statistics.” Heference, however, to Fig. 17, p. 108, showing the
relative eourse of fixed and free prices of industrial raw materials,
indicates where part, of the responsibility lies. Coal, lignite, and
firewood show a slight rise after 1930 rather than a reduction in
price, and the “heat and light” component of the cost of living
index in Fig. 18 behaves in the same way., Exchange control, as
we have seen,? contributed in a variety of ways to raise or main-
tain prices for industrial raw materials such as these fuels and
hence to hold up the cost of living.

The cost of living wag buttressed, however, frem other angles
by exchange control. The “food’’ component (Fig. 18) may seem
to have shown as great elasticity as could be expected, falling to
60 per cent by the end of 1933; but because of cartel price-main-
tenance, proleciive (ariffs, quotas, exchange control, and the
artificially high level of grain prices, the reduction in prices of
agricultural staples was not passed on in comparable measure to
the consumer. Studies made by Professor Heller of the Technieal
University of Budapest disclose the results upon consumption in
the cases of beer, milk, and sugar® Between 1928 and 1932 barley
fell in priee by 50 per cent, but the price of heer was not reduced
and beer production slumped from 670 to 231 thousand hectoliters.
From January, 1931, to December, 1982, milk consumption in
Budapest under rigid milk prices declined from 9.3 to 8.2 million

101. League of Nations, World Economic Survey 1935-36 (Geneva, 1938),
P 104,

2. Cf. pp. 106-107, above.
3. Tyler, Seventh Quarterly Report {(August 10, 1933), p. 16,
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liters. From January, 1931, to April, 1933, sugar consumption fell
from an index of 119 (1927 = 100) to 85, the price of sugar in
Budapest averaging 1.02 pengd per kilo, as compared with .50
pengd in London and .40 pengs in New York. Since real wages
did not increase during the depression years, there is little wonder
that the entire period of industrial recovery from 1933 to 1938
failed to show a recovery even to levels reached in carly depression
years.! Only in the latter half of 1938 and early in 1939 did the
index of real wages, under the “forced draft” applied to production
by the Five Year Plan, show advances: to 114, 115 and 116 in
successive quarters compared with annual averages of 106 and 104
in 1930 and 1931. By this time, however, the severe narrowing
of consumer choice through various protectionist measures, to-
gether with cither spontaneous or prescribed lowering of qualities
in fabricated goods, puts the supposed advance in real wages
under considerable suspicion.

From one viewpoint, the maintenance of the parity pengé
and protection from foreign competition through exchange con-
trol become two aspects of one thing — the effort to maintain for
the country artificially favorable terms of trade. To the degree
to which parity is eetually maintained, “protection” and favorable
terms are actually secured — admittedly at an economic cost.
A diseussion of free trade versus protection is unnecessary in the
present connection; it suffices that the official apology for the
Hungarian protective policy rested chiefly upon non-economic
grounds, upon the necessity of providing the producer a psychology
of security against the hazards arising from the Peace Treaty,
international monetary disturbances and political stress? But
even from ihe angle of protection, the artificial pengé rate was a
dangerous instrument, for it transferred the granting of protection
from the explicit form of tariff schedules to the secret and arbitrary
form of administrative decisions in the allocation of import bills,
favoring some industries by providing cheap exchange for imported
materials and others by limited allocations for imported finished
goods. The secrecy maintained concerning allocations to particu-
lar firms converted exchange control into a formidable weapon
of internal politics,

To the degree that pengd parity was sacrificed to the realities

1. U.T.{. K., Vol. 42, p. 137.
2. “Das Wirtschaftsjahr 1937,” Pester Lloyd, December 25, 1937.
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of the situation, artificially favorable terms of trade and protec-
tion disappeared pari pussu; there remained only the fiction of
parity and the tremendous apparatus fer providing trade channels
over informally devalued rates. Administrative recognition of
pengd depreciation lagged behind events, but in the main this was
the course followed in Hungary. Why, then, was not the pengd
officially devalued and foreign payments liberated from most of
the trammels of exchange control? At least three opportunities
for the step presented themselves before the recent advent of war
closed off the possibility of currency reforms.

The first opportunity was afforded by the devaluation of the
Austrian Schilling. During 1933 and 1934, when the Austrian
National Bank by a series of subile steps permitted the de facto
devaluation to hecome inereasingly patent and overt, Austria
accounted for a larger share of Hungarian exports and imports
than any other country.! Furthermore, the pengé and Schilling
had suffered about the same degree of de facto depreciation, at
least until the middle of 1934. It will never be quite elear that the
Hungurian autherities acted wisely in passing by this opportunity,
The panic psychology and fear of inflation characterizing the
financial crisis of 1931 had subsided and the bottom of the depres-
sion had already been passed. But there were three respects in
which Hungary’s eeonomic and financial structure was weaker
than Austria’s. Unlike Austria, Hungary had received no f oreign
loan to support the eentral bank in liquidating some of the worst
consequences of depression;? the agricultural depression bore much
more severely upon Hungary; and finally Hungary had nothing
parallel to the working agreement with farcign shoré-term creditors
incorporated inte the Credit-Anstalt funding arrangements.

While the first opportunity was admittedly not a clear case,
the second, afforded by the gold-bloc devaluations in Scptember,
1836, was much less ambiguous. Here again the proportion of
Hungarian trade involved with the five devaluing countries was
substantial — 16 per cent on the side of imports and 26 per cent
of exports. Most significani, however, was the prospect that the
era of imporiant devaluations had apparently come to a close,

1. Imports, 20 per cent and 23 per ceut in 1933 and 1934; exports, 27
per cent and 24 per eent. The next rival was Germany at 19.7 per cent and

18 per cent, and 11 per cent and 22 per cent.
2. Kemény, in Osterreichischer Volkswirt, Vol. 27, p. 347,
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so that thc Hungarians needed no longer to fear substantial
changes in the pound and dollar, an obstacle frequently adverted
to throughout the period 1931-36.! Agricultural prices had shown
marked improvement, budgetary deficits had fallen steadily, and
the pengé had shown remarkable stability for two years. The
revision of elearing rates of exchange with gold-bloe countries and
the subsequent abolition of clearing with Franee and Switzerland
afforded oceasions when the pengd might gracefully have been
devalued.

EBatly in 1934 Count Bethlen advocated the abolition of the
fictitious value of the peng? as soon as four conditions were ful-
filled: (1} that the budget be brought to balance; (2) that reliable
export markets be securcd; (3) that the Hungarian National Bank
experience a substantial increase in ifs reserves; and (4) that en
understanding be reached with Hungary's foreign creditors.? In
passing it may be remarked that Austria achieved the virtual
abolition of exchange control without any of these conditions
being realized in her ewn econcry. By the summer of 1937, with
the suceessful culmination of the debt apgreements, all these con-
ditior:s may fairly be said to have been reatized in Hungary. For-
eign commentators confidently predicted revision of the official
valuation of the pengs,® and yet the step was not taken. Some-
what belatedly in January, 1939, the roserves of the National
Bank were revalued at 50.2 per cent higher values in pengs,
tantamount to a one-third devaluation. But Hungarian national
policy was already caught in the ruck of the German advance to
the east; under the domination of German exchange control and
the Mark sphere of influence, Hungary remained as one of five
countries whose currencies had not been devalued since 1929 —
Germany, Bulgaria, Hungary, Lithuania and Poland.

1. Eeonomist, Vol. 117, p. 816.
2. Usterrcichischer Volkswirt, Vol. 26, p- 417
3. Economist (June 5, 1937), Vol, 120, p. 572,



Cuarter IV

GERMAN EXCHANGE CONTROL, 1931-1939:
FROM AN EMERGENCY MEASURE
TO A TOTALITARIAN INSTITUTION

Tre INTRODUCTION OF EXCHANGE CONTROL

Exchange control has been hailed by writers in National-
Socialist Germany of recent years as a system of “modern money.””
This vaunting enthusiasm for the modernity of currency standards
under exchange control houses strangely with another widespread
quasi-official doctrine that exehange control accomplishes the same
ends as the old scheme of {ree payments under a now obsolete
“liberal” system of international trade. “The transfer of a bank
deposit 10 London through free bills of exchange is . . . exactly
the same as il ihe deposit-owner made expenditures from his
‘exclusively for domestic payments’ account.””* Precisely because
this statement is not true, as will be further elaborated in the con-
cluding chapter,® do currencies under exchange control represent
something new and novel. But the novelty or modernity of such
currencies consists rather in the disintegration of monetary
system than in its appearance, as a retrospect into the historical
origin of exchange control will reveal. Both within the interna-
tional and national spheres, system gave place to ad hoc arrange-
ments. It is well to recall the origin of “modern money” in the
finanetal chaos of 1931, for exchange control currencies never
divested themselves of the impress of their penesis. It is well to
inquire into these origins for ancther reason: economic writers in
the present. German regime are fond of giving the impression that
exchange control is a proud tour de force of the totalitarian state.
Whether or not the conirol of foreign payments is indispensable
to such a political system, it is worth remarking that the National
Bocizlists inherited it from Social Demoerat supported Coalition
governments after nearly two years of elaboration.

A. The Situation Preceding Exchange Control,
When, in May, 1931, the collapse of the Austrian Credit

1. Carl-Hermann Miuller, Grundriss der Devisenbewirtschaftung, 2d
ed. (Berlin, 1939), p. 33.
2. 1bid., p. 35; that is, from one of the several “frozen” Mark accounts.
3. Cf. p. 290 below,
158
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Anstalt, sent a wave of panic over the financial world, Germany
was already in a state of advanced econemie contraction and rapidly
progressing social and political disintegration. The volume of
production had shrunk from 100.2 (1928=100) in September,
1929 to 82.5 in December, 1930;! and the number of unemployed
had risen from 1,324,000 to a peak in February, 1931, of 5,000,000,
From July, 1929 to March, 1931 money order transfers through
the postoffices decreased by 20.5 per cent, sight deposits of the
Reichsbank by 24.8 per cent, and bills discounted by the Reichs-
bank by 27 per cent* While these series indicative of economie
aetivity in a broad sense shrank markedly, there was s compara-
tively slight decrease in note circulation, indeed over the same
months (July, 1928 to March, 1931} a decrease of only 5.6 per cent.
Note circulation pertains primarily to the sphere of consumption,
and its relative inelasticity indicates the rigidity of wages, the
magnitude of unemployment benefits, and a general lack of plas-
ticity in the price system. Monopolistic wage and commodity
price policies greatly intensified the depression. As for the latter,
the following contrast of administered and free prices md:cates
disparities in the German price structure.

Prices oF Raw MATERIALS aND SEMI-FINIsEED Goobs TN GERMANY,

1920-1931*
(1926 =100)
Administered Prices Free Prices
1929 1930 1931 1929 1930 1931
January. .. ... .. . 105 85.2 e 9.4 66.2
February....... .... 105 94.8 e 87.2 65.6
March..... ..., e 105 04.7 . 84.9 65.6
April........... e 105.1 94.0 cae 85.2 65.0
Moy........... s 104.9 93.9 R 84,7 62.8
June. .. oL L 103.9 94.0 826 61.4
July. . 103.3 e e 78.9
Auvgust......... .... 102.7 76.8
September ..,.. 105.3 102.5 e 96.6 748
October. . ... ... 105.3 101.7 . 95.1 72.2
November, .. ... 105.3 100.7 e 93.2 70.6
December . . ., .. 105.3 97.1 e 92.2 68.3

*VeK. s Vol. 6, Part A, No. 2, p. 53; No, 3, p. 50; No. 4, p. 54.

1. Institut fir Konjunkturforschung (Berlin), Vierteljahrsheft zur Kon-
junkturforschung, Vol. 7, Part A, No. 1, p. 264. Hereafter this publication
is referred to na V.z K.

2. V.z.K,, Vol. 6, Part A, p. 43,
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As for wage rates, the index of wages determined by collective
bargaining contracts stood at 105.5 (1928 =100} in 1929, actually
rose in 1930 to 107.3, and declined only slightly to 102.1 in 1931
As depression continued, it is true, wage rates of collective con-
tracts became less representative, because of shoré-time work, the
disappearance of overtime, and numerous evasions. But in view
of the tremendous fall in employment, the decline in aggrepate
labor income seems very small — from 42,621,000 Reichsmarks in
1928, to 43,045,000 and 39,600,000 Reichsmarks in 1929 and 1030.2
This amounts to only a 7.5 per cent reduction in the money wage-
bill between 1928 and 1930, or to a mere 4.3 per cent in the real
wage gggregate.?

The constellation of rigid monopoly and trade-union prices
with a rapidly contracting volume of production was bound to
produce violent social and political struggles. Negotiations earried
on in 1930 between representatives of the labor unions and the
employers’ associations eame to naught, inasmueh as “the employ-
ers insisted on wage reductions in order to reduce prices, whereas
the labor unions held that price reductions should precede wage
reductions in order to preserve mass purchasing power.”® In the
ensuing struggle for the division of & shrinking national dividend,
state expenditures for unemployment relief played a crucial role,
especially in view of a popular demand for budget equilibrinm
despite dwindling tax revenues. During the recovery years 1925/26
to 1928,/20 the growing expenditures of the Reich had been financed
parily through defieits, amounting in the aggregate to 2,255,000,000
Reichsmarks® The policy encountered little adverse criticism as
long as prosperity lasted; but when depression began and the
safety of the currency came into question, the German public,
schooled by the post-war experience, began to associate budget
deficits with a threat of inflation. The labor unions, reflecting this
attitude, strongly favored a balanced budget, but insisted that it
be achicved by increased taxation upon the propertied classes,
even to covering the additional load of unemployment benefits.

1. V2 K, Vol. 7, Part A, No. 1, p. 30,

2. Btatistisches Jahrbuch fiir dss Deutsche Reich 1932 (Berlin, 1933),
- 527; hereafter abbreviated as Stat, Jhrb,

3. The cost of living fell from 152.6 to 140.6.

4. Jahtbuch 1930 des Allgemeinen Deutschen Gewerkachaftsbundes
(Berlin, 1931), p. 9.

5. C. R. S. Harris, Germany’s Foreign Indebtedness (London, 1935),
p. 14,
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Both the unions and the Socialist Party considered liberal relief
mesasures essentinl to the maintenance of wages, and they also
favored 2 moderate program of public works.

All of these policies with the exception of budget equilibrium
were defeated in the Spring of 1930 by the overthrow of the Miiller
government and the accession of Briining. The new government
immediately began upon 4 eourse of deflation and budget balancing,
cutting the incomes of civil servants, sealing down unemployment
benefits, increasing taxation upon workers and consumers, exerting
a general downward pressure on wages, and finally, rather faintly
attempting to reduce administered prices — palicies destined to
prevail with occasional exception for the next two years. In April
a law was passed to reduce the Reich contributions to state unern-
ployment relief and to introduce widespread budgetary economies.
The next month the Minister of Finance, Moldenhauer, announced
that the budget wag in equilibrium; but only a few weeks later the
government had to reveal a new deficit of 750,000,000 Reichsmarks
as a result of intensified depression. From the outset the Briining
government held a precarious position as a minority party relying
upon the votes of the Social Demoerats in the Reichstag. In July
the Socialists voted against the government’s reconstruction pro-
gram, whereupon the Reichstag was dissolved and the program
put into force by Emergency Decree {July 26, 1930). The decree
raised the unemployment insurance contributions, introduced a
levy on the salaries of officials and unmarried persons, and per-
mitied the municipalities to collect a poll tax as an offset to the
heavy burden of their welfare expenditurcs. Furthermore the
decree empowered the government to initiate measures to lower
cartel prices; and simultaneously state representativesonarbitration
boards exerted pressure toward lowering the general level of wages.

The general elections in September, 1930, revealed the devas-
tating effects of depression upon German internal politics: both
National Boeialists and Communists increased their positions in
the Reichstag, the former from 12 to 107 seats. Briining remained
in office and continued his government by emergency decrees,
virtually eliminating the Reichstag. Caught between the upper
and nether millstones of National Secialism and Communism, the
Social Democrats had neo alternative but passive “toleration” of
the government, as the phrase went. This resulted in the curious
pbenomenon of actually decreasing {requency of strikes during a
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period of severe deflation; in 1527 the number of laborers involved
in strikes was 632,000, in 1930, 274,000, and in 1931, 156,0001
Reductions in unemployment benefits, salary cuts, and the slow
progress of cartel price-lowering caused deep dissatisfaction and
drove large numbers not only of unemployed laborers but also of
the middle-class into the radical right and left wing parties.

The general elections of 1930 and the atmosphere of impending
civil uphcaval, especially in the form of & National Socialist coup,
struck & fell blow at business confidence concerning Germany both
within and outside the country, German securities declined sharply
on foreign markets in the early Autumn. The dangers besetting
foreign short-term loans, imperfectly sensed until now, came to be
apparent; foreign capital for the first timc since the 1928/29
downturn was withdrawn in large quantities-— 800,000,000
Reichsmarks within a single month, and by December 17, some-
thing over double thissum. A new budget deficit of a billion Reichs-
marks accumulated shorily after the election, and it was only by
virtue of a 400,000,000 Reichsmark issue of Treasury bills and the
Lee Higginson loan of $125,000,000 that the difficulty could be
tided over. A few days later the Reichsbank reluctantly raised its
rediscount rate from 4 to 5 per cent. Inconsistently with Britning’s
deflationary policy, the Reichshank discount rate had been domi-
nated by the so-called Konstatierungspolitik since the Autumn of
1929 -— the principle of adapting the rate to London, where
increasing liquidity had brought down bank rate from 6 to 3 per
cent. Accordingly the Reichsbank had lowered its rate, preserving
the usual differential between London and Berlin, from 714 10 4 per
cent at the middle of 1930, the lowest rate permitted by its statutes,

The year 1930 marked a thoroughgoing change in the aspect
of Germany's balance of payments. The continuous inflow of

TeE Barance or PavusnTs oF GErMaNy, 1927-1930*
(1n million Reichsmarks)
Capital exports, —; capital imports, |-

Long Term Short Term Vuelassified Total
127 +1,778 42,264 + 310 +4,352
1928, ............ 41,788 +1,270 41,000 +4,058
1929, ,........... -+ B60 + 484 4+ B7G +2,023

1980, . ...l -+1,119 + 169 — 746 + 542

* League of Nations, Balances of Paymenta 1937 (Geneva, 1938), p. 108. N
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capital since 1924 had exceeded by 214 to 3 times the 10,300,000,000
Reichsmarks paid by Germany for reparations,! but in 1929 the
flow began to slacken. The item of 879,000,000 Reichsmarks under
“unclassified” capital imports indicates that “outside the (formally
organized) credit organizations of Germany, the inflow of short-
term loans continued alnost unabated,”? though the total capital
influx was halved for {he year. The total figures given above fail
to show the extent of the disaster in 1930. In that yezr the 1,800,-
000,000 Reichsmark Young Loan was floated; although two-thirds
of the proceeds went to reparations, the remaining third, used to
finance the German railways, afforded considerable relief to the
balance of payments. Nevertheless the net inflow of capital
dwindled to a half billion marks, or one-cighth its magnitude two
Years earlier. This Bgure does not reveal, furthermore, that during
the second half of the year short-term capital imports practically
vanished, nor that capital withdrawals in the aggrezate amounted
to over a billion and a half marks.

Under these circumstances the balance of trade took a spec-
tacular turn from unfavorable to favorable. This change was
greatly intensified by the slteration of the terms of trade for

GeErMAN ImPORTS axp Exvorts, 1928-1030*
(In million Reichsmarks)

Imports Exports Balance
1928, ............ 13,649.6 12,420.1 —1,2294
1929 . ........... 13,446.8 13,482.7 + 359
1930 ... ..., 10,383.0 12,035.6 +1,642.3

* Inciuding reparation deliveries in kind. Gf. Stat. Jhrb. 1932, p. 173.

Germany following the eollapse of markets for raw materials in
the depression. Just how important an influence this represented
may be discovered by applying monthly sverage values during 1929
to the 1930 figures. lmports in 1930 would have a value of 12,055,-
500,000 Reichsmarks, exports 12,871,000,000 Reichsmarks, and
the favorable balance 815,600,000 Reichsmarks or less than half the
actual cxport surplus. We shall have occasion later to point to
the significance of this favorable turn in the terms of trade for

1. Harris, op. cit., p. 10.
2. Statistisches Reichsamt, Die deutsche Zahlungsbilanz der Jahre
1824-1933 (Berlin, 1934), p. 22,
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Germany's economic position generally; but in the midst of the
political and economic crisis of late 1930, it was not a sufficiently
obvious fact to aid in the restoration of confidence. The loss of
gold and devisen from Reichsbank reserves continued, and only in
February, 1931, did the drain show signs of temporarily retarding.!

During 1930 the government feund itself so preoccupied in
trying to cope with an increase of the budget deficit of two hillion
Marks® by intensilying the measures already initiated, that more
fundamental economic corrections went by default. The policy of
“deflation” revealed marked incongruitics, Extensive increasos in
protective tariffs and subsidies accorded to agrieulture drove prices
in this segment far above the world market level. On the other
hand, endeavors to lower cartel prices did not go beyond a decree on
January 31, 1932, which annulled contracts between manuflaciurers
of branded goods and their distributors, urless the manufacturers
reduced prices by 10 per cent from the previous July.? Practical
effects from the measure were nugatory. On March 30, 1931, a
“saving budget” came into force by emergency decree; but despite
a contemplated saving of 1,150,000,000 Reichsmarks under the
1932 budget, a new deficit had accumulated by May. The news of
this debacle impinged upon a panic situation created by the break-
down of the Credit Anstalt.

The month of June, 1931, witnessed a rapid increase of political
tension. The radical press of both left and right wings predicted
the collapse of capitalism in Germany and the breakdown of the
Versailles systemn; thus Schacht, then at an interim period of retire-
ment from the Reichsbank presideney, proclaimed that Germany's
ability to pay had come to an end and that a dictatorship was
inevitable. Appalled by the growth of National Socialism, the
governrnent on its side attempted to take the wind out of the sails
of the movement by concluding a customs union with Austria.
The failure of the Austrian Credit Anstaly enabled the French to
intervene and wreck the Anschluss; but the resurgence of anti-
German sentiment in Paris forced the Reichsbank to look elsewhere
for help in the emergency. New York had not recovered from the
stock-exchange crash of 1920 and the position of London was

1. Cf. Appendix, pp. 373-376 below.

2. Wirtschaft und Stetistik, Vol. 11, No. § (Mareh, 1931), p. 207.

3. J. W. I. Thelwall and R. P. E. Edwards, Feonomic Conditions in
Germany to September, 1931, Department of Overseas Trade (. M. Stat.
Office, London, 1932), p. 12,
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becoming increasingly difficult. In these atraits the Reichsbank
had no further resource than the $50,000,000 American credit
already provided for in 1927. The government itself seemed to be
largely without counsel, save for further resort to long-run cquilib-
rium measures sueh as curtailing unemployment insuranec bene-
fits by 400,000,000 Reichsmarks, lowering the salaries of civil
servants by 4 per cent to 8 per cent, and the introduction of a
crisis surtax on wages. Meanwhile the commereial banks, in order
to replenish reserves sapped away by the capital flight, turned
heavily to the Reichsbank, which experienced a sharp rise in bills
discounted.! An advance of bank-rate on June 14 from 5 per eent
to 7 per eent accomplished nothing toward stemming the tide. By
the time the Hoover Moratorium was announced on June 18, the
Reichshank had lost a billion Reichsmarks in reserves and was
approaching the limit of the 40 per cent reserves required against
its notes. The man in the street watched the approach to this
sacred line with superstitious misgivings and expected an immediate
collapse of the currency system once the limit was exceeded.

Had the Hoover proposal met with immediate acceptanee, it
might have turned the scales in a delicate state of public psychol-
ogy. Still smarting under the attempt at Anschluss, France con-
fronted Germany with a series of political demands, hesitated as to
the amount of ‘“unconditional’” reparations, and demanded the
strictest serutiny of Reichsbank credits to industry. Up to July 6,
when the “Hoover Year” was finally inaugurated, the catastrophic
position of Germahy was continually the center of discussion of &
sort to impart, the coup de grdce to confidence in the country, both
at home and abroad. When the news finally came that Germany
bad been permitted to suspend the payment of 1,617,000 Reichs-
marks in reparations for the period July to July, 1931-1932, and
even to make only a2 nominal tender without actual payment of
the “unconditional” annuity of 600,000,000 Reichsmarks,® the
psychological effect was explosive, rather than restorative.

An emergency credit of $100,000,000 extended on June 25 by
the Bank for International Settlements and the central banks of
England, France, and the United States was 1o an extent exceeding
one-half dissipated by the capital flight within a span of five days.

1. Cf. Appendix, pp. 373-376.
2. Economist, Reparations and War Dehts Supplement, January 23,
1932, p. 7.
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Nor was the situstion materially helped by a joint guarantee to
the Golddiskontbank of 500,000,000 Reichsmarks by a thousand
of the largest German firms. On July 11 it transpired that the
government was preparing sharp measures against the outflow of
devisen. Shortly thereafier the Darmstidter-und-Nationzlbank
falled as a consequence of the scandalous bankruptey of the
Nordwolle-Konzern. The Reichshank came to the view that the
old principle of stopping runs by a heroic willingness to convert
eredit to cash was inapplicable in 2 situation in which withdrawals
resulted only in an equivalent loss of devisen to foreign countries.
Bank holidays were proclaimed, the Reich undertook guaranties of
depositars’ claims, the 8tock Exchange was closed, and finally by
a series of decrees between July 15 and August 1 exchange conirol
was introduced. The system later glorified as "modern money”
had made its inglorious advent.

B. Control as an Emergency Device to Check the Flight of Caprital -~
July through November, 1831,

On Januery 1, 1939, a general recodification of all exchange-
control regulations came into legal effect for Greater Germany,
Since its inception in the crisis of July, 1931, “modern money”
bad required three general exchange-control laws, upwards of 50
separate decrees of amendment and adaptation, and something in
the neighborhood of 500 administrative rulings,! to say nothing of
clearing, compensation, and payment agreements with partner
countries. It is not necessary except on rare occasions to enter into
this juristic maze; but a brief examination of the earliest measures
serves to characterize the legal structure of exchange control in
Germany throughout.

RBix decrees on July 15, 16, and 18 put control into operation
on an ex tempore basis before the First Devisen Law of August 1.
Thess decrees® gave to the Reichsbank a monopoly of dealings in
foreign exchange, prohibited all deviations from the official rate of
exchange, and abolished forward transactions in devisen. Owners
of foreign clairis and means-of-payment in foreign currencies
exceeding 20,000 Reichsmarks could be, and within a few days
actually were, required to sell them to the central bank, Although
foreign sceurities had to be registered, the purchase of such securi-

1. Miiller, op. cit., pp. 9-10.
2. 1931:1 Reichsgesetzblatt, pp. 365, 366-368, 369, 373-376.



GERMAN EXCHANGE CONTROL 167

ties was not forbidden. Nor was it forbidden to purchase devisen
with German securities, nor to cxchange devisen against devisen.
The Reich postal authority did prohibit the export of Marks
through the mails, but it was only by implication that the decrees
laid a general embargo upon the cxportation of German money.
Finally, residents of Germany who held an equity in a foreign
enterprise exceeding half the total equities, provided there were
no more than five owners in the enterprise, were obliged to declare
this fact to the control authorities. In this way a flight from
taxation as well ag a simple capital flight, it was believed, could he
checked.

Stipulations of this sort naturally left many doors open for
evasions, and little more was actually accomplished than the
proclamation of an official rate and securing a small flow of devisen
through compulsory sale to the Reichsbank. These shorteomings
led to more rigorous measures, especially after the collapse of the
World Economic Conference in London and the failure of the
Dresdner Bank. On August 1, before the first steps were taken to
open the German banks, the first formal Devisen Law! came into
force by proclamation,

Hereafter devisen could be sold by the authorized devisen-
banks only after the purchaser had presented a “certificate of
neecessity” issued by the newly erceted Devisen Offices. A similar
certificate was required for purchasing any foreign security not
regularly quoted on the German bourses, To extend eontrol over
eapital exports, the law required the permission of a Devisen
Office (1) to open new credits in terms of Marks to foreigners; (2)
to dispose over Mark accounts in Germany owned by foreigners
and originating before August 4, 1931; (3) to transfer Marks to
accounts held with firms abroad. The last prohibition was supple-
mented by a general embargo upon exporting domestic means of
payment. It should be noted, however, that all these prohibitions
extended only to transactions over 3,000 Reichsmarks, This
rather striking latitude, coupled with the lack of effective control
over the actual utilization of devisen, once they had been officially
allocated, still allowed many loopholes for eapital flight. On the
other hand, immediately after publication of the dceree the poten-
tial powers of the newly created instrument of excharnge control
were clearly demonstrated : the Devisen Offices received instructions

1. 1931:1 Reichsgesetzblatt, pp. 421425,
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to sell devisen freely for certain “vital’’ imports, to ration devisen
for hali-finished goods, and to terminate allocation for cosl and
for finished goods including food. This measure — the influence
of agricultural protectionism was apparent — led within a few
days to a considerable advance in prices, which seemed sadly at
variance with the aim of the prevailing 15 per cent Reichsbank
rate. The scheme was shortly given up in favor of unlimited allo-
cation for authentic imports, but not too soon to afford a foretaste
of exchange control of the fifth type delineated in the introductory
chapter,! of exchange control as an instrument of commereial or
political policy.

When, under circumstances which scarcely could have been
more dramatic, Germany abandoned the free-payments system
and resorted to an official exchange rale and the control of pay-
ments, there was little doubt at home or abroad that this was an
emergency measure. No one would have supposed that it was
destined to be the outstanding feature of the German economy for
years to come. The enactment of exchange control sprang directly
from a deep crisis in confidence, and this in turn had been gestated
in a year of grave political unrest, with a people demoralized by
the trying experiences of war, revolution, post-war inflation, and
the Versailles system of reparations. But the crisis in confidence
could not have assumed s0 devastating a character, had it not been
for the precarious situation of German foreign indebtedness.

Germany emerged from the post-war inflation with its fixed
capital equipment sadly impaired and its working capital exhausted.
Surprisingly enough, after the Dawes agreement of 1924, confidence
of the international financial world regarding Germany was
restored even more rapidly than it was destroyed seven years later.
Long-term capital began to move into the country, slowly at first,
but in 1926, when the stabilization slump had given place to a
pronounced recovery, at a greatly accelerated rate. For German
industry this was a period of rapid rationalization of plant; but at
the same time the states and municipalities began indulging in
expensive schemes of social reconstruction. The Sccial Demeocrats
lacked the strength to impose sufficient taxes for these plans, and
instead lightheartedly resorted to borrowing. It is by no means
easy to account for the large inflow of short-term capital beginning
in 1927, though a part is aseribable to the increase of German

1. CI. p. 6 above.
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imports by four billion Marks between 1926 and 1927. In large
part the explanation lies in the myopia of foreign lenders who, to
secure the current exorbitantly high money rates, were willing to
ignore the consequences of the German praetice of investing short-
term funds in fixed capital equipment. The six largest banks in
Berlin showed short-term liabilities to foreigners amounting to
43 per cent of total liabilities by the end of 19282

The extent and nature of capital imports by Germany during
the recovery years appears in the following figures.

CaritaL MoveEMENTS INTO GERMANY, 1924-1920*
(In million Reichsmarks)

Balance on

Year Long Term Short Term Unclassified urrent

Ineome
1924, ... ... 1,000 ’ 1,500 400 2,900
1925.......... 1,110 300 1,700 3,100
1926,......... 1,400 10 900 600
1927 ..., 1,700 1,800 400 3,900
1928, .. ....... 1,700 1,400 1,200 4,300
1929.......... 600 L1190 1,000 2,700
Total....... 9,100 6,200 2,900 18,200

* Economist, Reparations and War Debts Supplement, January 23, 1923, p. 10,

Estimates differ appreciably as to German foreign indebtedness at
its peak in mid-1930 on the eve of the crisis. The Wiggin Commit-
tee in August, 1931, set the figure at 25,500,000,000 Reichsmarks,
while the official German estimate, submitted to the Young Plan
Commitiee early in 1931, ran to 30,000,000,000 Reichsmarks.?
A total of 26,800,000,000 of foreign debts in mid-1930, according to
the latest data published by the League of Nations* was divided
into long-term and short-term respectively at 10,800,000,000 and
16,000,000,000 Reichsmarks. Of the capital entering Germany
over the years 1924-1930, 10,300,000,000 Reichsmarks went into
reparation payments, 6,300,000,000 Reichsmarks to pay for import
surpluses, 2,500,000,000 Reichsmaiks to interest on commercial
debts, and about 2,500,000,000 Reichsmarks to the reserves of the

1. Deutsehe Wirtschaftskunde (Derlin, 1930), p. 244.
2. C.8 R. Harris, Germany's Fereign Indebtedness (London, 1935), p. 8.
3. League of Nutions, Balances of Payments 1937 (Geneva, 1938}, p. 109.
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Reichsbank, which more than trebled.! The capital withdrawals
and flight of 1930-1931 absorbed three billion Reichsmarks and
left the debt at 10,700,000,000 Reichsmarks at long-term and 13,-
100,000,000 at shori-term. As for the short-terra debts, only 23
per cent represented acceptances, and even here there is little
doubt that much had been invested in such a way as to render the
supposed self-liquidating character of these eredits illusory. Ger-
man short-term borrowings were actually “frozen” before the
introduction of exchange control made this fact plain.

The London Conference, meeting in the midst of the erisis in
July, appointed a committee under the chairmanship of Wiggin to
investigate the German short-term debt situation. At the same
time — & circumstance which greatly facilitated the reopening of
banks — the English bankers agreed not to withdraw their credits.
Ensuing negotiations toward a Standstill were protracted by rigor-
ous conditions of a political character demanded by the French
representatives. Apreement was finally reached on September 19,
retroactive to the first of the month, between the foreign bankers
and German dcbtors with the participation of the Reichsbank and
Golddiskontbank, the basic principle being a maintenance of
existing credits without alteration of their original terms. Unfor-
tunately the First Standstill was not without its shortcomings.
It was coneluded for a period of only six months, though no one
could reasonably expect a significant change in so short a time. Tt
included €,300,000,000 Reichsmarks, cnly half of the aggregate
short-term debts; call money loans, short-term advances against
securities and mortgages, as well 45 eredits to agriculture for financ-
ing crops — all these were excluded. No attempt was made to
follow the Wiggin Committee’s recommendation that part of the
credits be converted into long-term obligations. Nor were ithe
short-term debts eontracted by states, munieipalities, and public
bodies ingorporated into the agreement. An emergency formula
permitting the continuance of German trade had indeed been
found. Whether the Standstill laid a basis for the discontinuanee
of exchange control cannot be known, since within a few days
Great Britain’s departure from the gold stendard ereated a new
situation, to which we come presently.

The institution of exchange control in the July crisis of 1931

1. Report of the Committee Appointed on the Recommendation of the
London Conference, 1931 (Basle, 1931), p. 2.
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was based upon short-run psychological factors, without much
reference to more fundamental monetary determinants. In certain
quarters, exchange control encountered distrust: the system might
become an instrument of political abuse; it might lead to a black
market upen devisen and the ultimate collapse of the currency
unit; to these evils even s very high bank-rate was preferable,!
That the Reichsbank was influenced by such considerations may
be inferred from its advancing the rate to 15 per cent on August 1,
and its cautious reductions of the rate to 10 per cent on August 12
and 8 per cent on September 2, where it remained uniil December
10. But the Reichsbank also felt that exchange contrel was a
necessary prerequisite for coping with the crisis in confidence.
Foreign creditors, especially American, were anxisus to see exchange
control tightened,? fearing that devaluation might lead to dis-
criminatory treatment of foreign creditors and also to exchange-
dumping, which in turn would provoke defense measures such as
to make the debts uncollectable. The German trades unions like-
wise, possibly under the influences of 4 vague apprehension of
inftation, of a general hostility to foreign eapital, and of an under-
lying tendency toward Planwirtschaft, also formally demanded the
extension of exchange control’ These “psychological” motivations
of the control originally predominated.

But with the devaluation of sterling another consideration
came to equal importance. Examination of the relative course of
whelesale priees in various countries presented in Figure 20
demonstrates ad occulos how, after lagging behind the movement
in other countries from 1929, wholesale prices in Germany lost
contact with the world price system in 1931. At first the hesitancy
of the government respecting cartel prices was chiefly responsible,
but the pound devaluation still more gravely impaired the competi-
tive power of German exports. Exchange control offered no solu-
tion of the difficulty in and of itself, but it did afford a breathing
space in which to discover and put into effect some modus vivends.

Alternative courses of action were to follow the linglish
example of devaluation or to continue and intensify the course of

1. L. Albert Hohn, a German popular economist of wide repute, proposed
& bank-rate of 30 per cent.

2. Economist, July 25, 1931, p. 160 and {Jsterreichischer Yolkswirt, Vol.
23, No. 43 (July 25, 1931), p. 1134.

3. In a resolution of July 20, 1931. Cf. Jahrbuch, 1931, des Allgemeinen
Deutschen Gewerkschaftsbundes (Berlin, 1932), pp. 48, 55.
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deflation. Without doubt devaluation would afford certain advan-
tages, amongst them most conspicuously an adjustment to foreign
prices within 2 brief interval. The discontinuance of the tedious
and unpopular process of deflation would contribute to a quieting
of political unrest within Germany; and furthermore the opinion
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was held that devaluation would supply a sort of bargaining ful-
crum, securing political and financial concessions from France as a
price for Germany’s offer to return to the gold standard. The
necessity of ‘‘re-deflation,” as devaluation was euphemistically
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labelled, found champions rather widely in the press, especially in
the columns of Der Deutsche Okonomist.!

The Reichsbank and the Brining government decided, how-
ever, to cling to the policy of deflation; and, indeed, serious con-
siderations weighed against devaluation, First and foremost was
the threat of a dangerous reaction by an “inflation conscious”
populace which did not differentiate between inflation and devalua-
tion. Again, if the trade unions insisted upon an index wage system
based on stable foreign currencies as a precaution against the
supposed inflation, most of the advantage of exchange depreciation
as a method of reducing domestic eosts to conform with the inter-
national level would automatically disappear. Furthermore,
devaluation would raise the value of foreign debts which ran, as
most of them did, in terms of foreign currencies. This argument is
not completely eonvincing, in view of the German windfall profits
already taken as a consequence of sterling-bloc depreciations. But
in & ereditor country like England devaluation prompted an inflow
of capital taking advantage of the opportunity to discharge debis
cheaply, whereas no such contribution to the stabilization of eur-
rency could be expected for a debtor country.? Finally, it was
entirely possible that, in the prevailing patholagical state of public

“anticipations, devaluation might actually precipitate a further
spasmodic attempt at capital flight. The day following England’s
departure from the gold standard, the Chancellor and the Reichs-
bank President publicly announced their decision against devalua-
tion.

Almost immediately the foreign exchange situation ook g
decided turn for the worse. The inflow of free devisen diminished
sharply, because lines of sterling acceptance-credits lapsed through
disuse wherever the German custormer had become bankrupt.
Because the exchange regulations could be evaded in 3 number of

1. Der Deutsche Okonomist, Vol. 49: “Zur Devalvation der Finnmark,”
Qctober 23, 1931; “Ein Program der Di¢valvation,” Decerber 11, 1031, Cf.
also Dahlberg’s address to the Deutsche Weltwirtschaltliche Gesellschaft,
October 16, 1931; Krimer, in the Wirtschaftsdienst, Qctober 16, 1931; Albert
Hahn, in the Vossische Zeitung, November 5, 1931; and Pinner, in the Berliner
Tagblatt, November 29, 1931, In view of his later position, it is interesting to
discover the concessions to the devaluation thesis made by Ernst Wagemann,
director of the German Business Cycle Research Institute, in the Wochen.
bericht of December 2, 1931,

2. Hans Luther, “Wirtschaftsfragen der Gegenwart,” in Kieler Vortriige,
No. 38 (Tena, 1931). B
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ways, and because the Standstill covered less than half the foreign
debts at short term, devisen continued to be drawr off. Capital
flight through distrust of the currency and pessimism concerning
Germany’s future continued, but other motives were in play also.
The low sterling rate appealed to the ordinary price calculus in
affording a bargain on debt payments, and in addition the German
merchant desired to re-establish his position as a trustworthy
debtor after the disturbances of the summer morths. The tempta~
tion of the black market interfered with the flow of devisen inta
the Reichsbank at its low official rate. Having experienced 2 loss
of 66,000,000 Reichsmarks in devisen in one week after sterling
devaluation, the Bank threatened to exclude from rediscounting
facilities those firms which infringed upon the exchange regulations.
The minimum amount of devisen and other foreign claims exempt
from compulsory sale to the Reichsbank was set down from 1,000
to 200 Reichsmarks, and in the next few weeks the control was
otherwise tightened by detailed enactmenis.

Meganwhile the erisis produced its incvitable result upon the
budget in a defieit of 2,626,000,000 Reichsmarks by the year end.!
The government responded in this extremity by promulgating on
December 8 its Fourth Emergency Decres, the most drastie effort
in two years of deflation policy. On the purely fiscal side a redue-
tion of nine per cent in the salaries of civil servants, already cut
by 11-13 per cent, brought a prospective balaneing. On the eco-
nomic side the decree reduced administered prices by 10 per cent
of their June 30, 1931 level, established a Price Commission, and
lowered contractual wage rates to the level of January, 1927, i.e.
by 10-15 per cent. This heroic reduction of wages made it appear
mandatory to lower house rents by seven or eight per cent, and this
in turn required in consistency a scaling down of mertgage rates.
The final step was a genera! reduction of interest upon all medium-
and long-term credits, with a lowering of short-term rates effectu-
ated through cutting the conventional bank commissions. Interest
reduction represented the most hotly contested point of the pro-
gram. Aside from theoretical pro’s and con's, it is worth noting
that the measure actually came into force by virtue of pressure
from agricultural interests, chiefly the East Prussian landowners,
whose influence was in the ascendancy. Shortly before the Emer-

1, Jabrbuch, 1931, des Allzemeinen Deutschen Gewerkschaftsbundes
(Berlin, 1932), p. 39; the largest deficit since the post-wer inflation,
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gency Decree they had informed the Chancellor of their intention
to eut wages by one-third and mortgage inferest rates to three
per cent by unilateral action.

Without reference to this immediately impelling circumstance,
what may be said in evaluating the interest reductions as a matter
of econemic policy? On the one hand, it may be argued that a cheap
money policy directly negates the deflationary efforts of price- and
wage-reduction decrees. On the other hand, it might be held that
if the government takes the tack of a general reduction of costs,
then not only commodity prices and wage rates, but also interest
charges must in consistency be reduced. The force of the latter
view appears 1o be increased by the virtual unanimisy of various
shades of theoretical opinion upen this one point, Keynesians
argue against wage-reductions only upon the grounds of expedi-
ency; but if the resistance of trades unions has heen broken, then
wage-reductions are as eligible a method of securing low interest
rates as an cxpansion of eredit, Without aceepting the Keynesian
position that an impetus to expanding employment ean proceed
only through the one channel of lower interest rates, Robertson
proposes a bank rate below the “quasi-natural” level obtaining in
depressions.! Finally, the typical orthodox position of a decade
ago assumed that all prices should be reduced, including as a
matter of course interest rates also.?

In my judgment the application of these arguments in favor
of low interest to the German situation of 1934 would fail upon
one or other of two counts. The argument might, in the first place,
assume that Germany could pursue an autarkie credit policy, and
that sacrifieing the foreign value of the Mark would be a low price
to pay for aveiding deflation and further liquidation. This ignores
the fact that the Brining government, for reasons already set forth,
could not risk devaluation. Oa the other hand, the propenents of
a cheap money policy might agree upon this point Lut err in believ-
ing that price and wage reductions were a fait accompl, so that the
application of the interest rate thumbsecrew was superfiluous. Actu-
ally, however, the deflation of prices and wages had gone only part
way. Direct observation shows that important segmenis of the
price system were still unaffected. Indirectly, the lacunae of direct

1. D. H. Robertson, “Iadustrial Fluctuation and the Natural Rate of
Interest,” Beonomic Journel, Vol. 44 (December, 1034), pp. 650-656,

2, Jacob Viner, Balanced Deflation, Inflation, or More Depression
{University of Micnesota, Mioneapolis, 1933), Section TV,
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deflation by authoritarian price and wage reduction are revealed
by the fact that, even at a rediscount rate of seven per cent, the
Reichsbank felt itsclf threatened by the necessity of resorting to
credit rationing. High interest rates were indispensable to com-
plete the task left unfinished by direct operation upon prices.
The Fourth Emergeney Decree signalized the determination
of the government to press forward a deflationary policy by elimi-
nating such lacunae. But, at best, deflation requires time, Exchange
control, introduced as an emergency or short-run measurs par
excellence to cope with the irrational forces of capital flight, was
transformed into & medium-term arrangement. From the middle
of 1932 onward, the German government abandoned attempts
to restore equilibrinm with international priccs, and therewith
accepted exchange control and the overvalued mark as long-run
features of the German economy. We furn to the complexion of
economic life in Germany during this intermediate term of
exchange control prior to the advent of National Socialism.

Errorts Towakp INTERNATIONAL PrIcE EQuiLiBrioM UNDER
Excaance Contror — DEcemsxy, 1931 o FERRUARY, 1933

The balance of payments for 1931 showed an outflow of
3,350,000,000 Reichsmarks in capital flight and uncontrolled
repayments, this sum being offsef on the export side by an unprece-
dented favorable balance of trade of 2,827,000,000 Reichsmarks
and a loss of devisen which cut the Reichsbank’s reserves in half.!
Compared with these results, the balance of payments in 1932
indicates that the efforts made to restore normal conditions were
not unsuccessful. A slow drain upon the Reichsbank’s reserves
took a further 200,000,600 Reichsmarks in gold and devisen during
1932. Adding to this an amount of 252,000,000 Reichsmarks from
the favorable balance of goods and services, we obtain 452,000,000
Reichsmarks; and this total is counterbalanced by 450,000,000
Reichsmarks repaid upon long-term loans to the Reich, the central
bark, and the Golddiskontbank. Ewven if the statisties are not
altogether accurate, there is little rcom for a flight. of capital.

For the more normal aspect of the balance of payments in
1932, twe factors were chiefly responsible — the extending and
broadening of the Standstil, and the Lausanne conference con-

1. Die Deutsche Zahlungsbilanz der Jahre 1924-1933, p. 22, snd Wirt-
chaftstatistisches Jahrbuch 1931/1932 (Vienna, 1933), p. 13.
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cerning reparations. The first renewal of the Standstill agreement
for the twelve-month beginning with February, 1932, recurred to
the suggestion of the Wiggin-Layton Committee and provided for
the conversion of unsecured short-term credits at the option of the
creditor to 10-year gold notes at six per cens. Creditors might also
utilize 2 maximum of 50 per cent of their advances for the purchase
of German sceurities, which remained “‘blocked’” however for five
years thereafter. This was the origin of one category in the system
of blocked marks, destined to become an integral part of German
exchange control. The Standstill renewal involved also a guarantee
of the Golddiskontbank for certain short-term credits and the
reduction of unutilized lines of credit. The German debtors secured
a promise that interest rates would be reduced to some eonformity
with rates in the ereditor countries. By the time the agreement was
concluded, repayments and sterling depreciation had brought the
aggregate of included credits te 5,000,000,000 Reichsmarks, or 20
per cent less than their original amount.

Creditor concessions in funding short-term credits and debtor
demonstrations of genuine desire to repay created an atmosphere
of goodwill. Two months after the Standstill renewal a supplement
included municipal obligations and reduced interest rates in this
field from nine to six per cent, There remained outside the Stand-
still 5,100,000,000 Reichsmarks short-term debts of German indi-
vidual and corporatec enterprises to non-banking firms sabroad,
and a further 5,300,000,000 Reichsmarks comprising chiefiy the
obligations of German firms to foreign affiliates, wherein the
debtor relationship frequently departed somewhat from a strict
short-term character. Although the Standstill embraced only a
third of Germany’s short-term debts, its favorable psychological
effect undoubtedly extended over the entire range of foreign
indebtedness.

Another milestone on the way to a normal balance of pay-
ments was reached at the culmination of reparation negotiations.
One of the great meriis of the Wiggin report lay in its unambiguous
declaration that a final solution of the reparation problem was &
prerequisite to the restoration of international credit. Political
difficulties in France and Germany caused a postponement of the
conference at Lausanne from January, 1932, to June 16. After
three wecks of debate the delegaies reached an agreement: besides
the service upon the Dawes and Young leans, the Belgian mark



GERMAN EXCHANGE CONTROL 179

elaims, and the American *“mixed claims,” amounting in toial to
230,000,000 Reichsmarks annually, Germany underiook to pay
3,000,000,000 Reichsmarks for obligations postponed from the
“Hoover ycar,” provided the Bank for International Settlements
shiould be able after three years to place the German bonds at 90
per cont of their nominal value. Should this prove to be impossible
within 15 years, the bonds were to be destroyed. The arrangement
virtually significd the annulment of reparations, which amounted
to 30,000,000,000¢ Reichsmarks under the Young Plan and would
have entailed a payment of 1,700,000,000 Reichsmarks in 1932 and
2,400,000,000 per annum later.

Whereas the Standstill and reparation arrangements con-
tributed to a consolidation of Germany’s position in international
finance, the reconstruction of the banks which had collapsed in the
summer of 1931 marked a notable step forward in the internal
credit situation. The task of reconstruetion proved to be easier in
Germany, where industry enjoyed a relatively high degree of
independence from bank financing, than in Austria, where the
Credit, Anstalt virtually owned 70 per cent of the industrial capital.
In one major instance German industry had even suecored the
banking system, that is, in the support given by I. G. Farben,
Siemens, Vereinigte Stahlwerke and other large firms to the
‘Danat” Bank shortly after the crisis. Nevertheless it was to be
expected that private capital would not suffice for a thorough-
going reconstruction of the banks. The merger of the “Danat’ and
Dresdner banks chiefly depended upen the Reich; active state aid
proved to be necessary in the ease of the Commerz-und-Privatbank.
In a third case, the Deutsche Bank and Diskonio Gesellschaft,
only a limited amount of aid had to be given; this devolved upon
the Golddiskontbank after & doubling of its capital. Total partici-
pation of the Reich in bank reorganizations amounted to about
500,000,000 Reichsmarks, part of which had, of course, to be
regarded in advance aslost. The reorganizations were accompanied
by a ruthless elearing of balance sheets with unquestionable benefit
to publie confidence. Two days after the reconstruction was com-
pleted in February, 1932, the Berlin Bourse resumed its activities.
So far as concerns finance, both foreign and domestic, Germany
had through bank reorganizations, 8tandstill agreements and the
Lausanne conference substantially consolidated her position; but
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what is to be said of deeper forces in economic life such as trade,
production, and employment?

The favorable balance of trade, having attained  peak in the
third quarter of 1631 at 1,001,000,000 Reichsmarks, fell to 907,~
000,000 in the last quarter of 1932, to 354,000,000 in the first
quarter of 1932, and to about 250,000,000 guarterly through the
remainder of the year. This resulted over the year in a favorable
balanee only 37 per cent as large as that of 1931, Had it not been
for German exports to Russia, which were supported by long-term
credits and other faecilities accorded by Germany to offsct her high
prices, maiters would have been still worse. As it was, German
exports to Furopean ecuntries deelined st about the same rate as
the exports of most industrial countries. Exports to non-European
countries decreased very sharply, however,! chiefly accounting in
1932 for the shrinkage of total exports by 3,800,000,000 Reichs-
marks, while the value of imports fell by only 2,000,600,060
Reichsmarks.

"That German foreign trade fared relatively worse than that of
otber countries is explained by sterling devaluation and the lagging
pace of deflation within the country. The depreciation of the
pound, the growth of protectionism in Great Britain, and later the
operation of the Ottawa agreements severely impaired Germany's
competitive ability on international markets. In the Balkan
countries, for example, Germany lost 50 per cent of her export
demand during the first balf of 1932, whereas England actually
inereased exports to the same region? The heavy odds againss
which Germany had to struggle are shown in Figure 20 by the
plummeting line of British (gold) wholesale prices during 1931 and
1932, and in the striking behavior of British prices expressed in
percentages of German prices. For wholesale prices, such a
comparison reveals that, if account is taken of the depreciation of
sterling in terms of gold, England enjoyed a 20 per cent under-
cutting margin beginning with the last quarter of 1931. The
comparison of export prices on finished goods, probably a mare
sensitive measure, shows an even greater advantage at the end of
1931 and beginning of 1932, though by the sccond and third
quarters of 1932 the operation of the Fourth Emergency Decree
{December, 1831) had appreciably bettered the German position.

1. Cf. Appendix, p. 383, beluw.
2. V.z.K,, Vol. 7, No. 2, Part A, p. 107.
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Barriss AND GErRMaN PricEs During 1931 anp 1932
{Third quarter 1931 =100)

1 2 3 4 5 [
British German
. Cal. 1 Export Export Col. 4
British German as Finished Finished as
Year and Wholesale Wholesale Percentage Goods, Goods Percentage
Quarter in Gold* Index* of Col. 2 in Goldt Indext of Col. &
1931 I 109.4 103.9 105.3 110.2 107.2 102.8
1T 107.5 102.8 104.6 107.1 104.0 103.0
111 100.0 100.0 100.0 100.0 100.0 100.0
v 78.5 98.2 79.9 5.4 96.3 783
1932 I 75.0 93.9 79.9 70.3 04.8 742
I 74.8 93.6 78.8 74.3 92.7 80.2
II1 69.8 87.3 79.9 68.6 87.8 78.1
v 66.0 826 79.9 65.1 90.6 71.9

* For data, of. Ag}pendix. p. 378. The figures have been adjusted to a 1931 base.
1t V.z.K, Vol. 7, No. 4, Part A, p. 221,

The fourth quarter of 1982 with its marked reversal actually
belongs to another phase of economic developments.

During this year the index of production (1928 = 100) hovered
about 60, reaching its absolute low point in August, 1932, at 58,
while unemployment never fell below five millions. These figures
reflect the gencral course of depression; but the inability of the
German monetary authorities to resort to immediate and avowed
devaluation imposed a deflationary policy which accentuated
unemployment, at least in the short run. Apart from the special
position of the sterling bloc, however, and the unforeseeable dollar
devaluation a year later, the price situation did not present insur-
mountable difficulties to the prospective attainment of equilibrium.
Throughout 1932 German prices moved in accord with prices in
France, as representative of world gold-price economies. The hope
seemed to be justified that another strong effort at deflation would
completely close the gap between German and gold prices, leaving
to the sterling bloc the task of conforming to the international gold
standard. Voices could be heard in the summer of 1932 urging that,
under these circumstaneces, exchange control should be abolished.

The history of the first nine months of control revealed, how-
ever, that the system possessed within itself a strong tendency
toward expansion. Some of the measures, such as the lowering of
the amount excinpted from exchange contrel from 3,000 to 1,000,
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and subsequently to 200 Reichsmarks,! represent merely a tighten-
ing of cxisting decrees. Extensions of control into new fields to
stop the leakage of devisen seemed to be required, however, not
only from the vicwpoint of the German authorities charged with
husbanding the supply of foreign cxchange, but also from the angle
of public opinion abroad, which conceived the regulation to be
necessary in the interest of the foreign creditors.? On November 2,
1631, the purchase and sale of foreign securities was made subject
to special permission of the Devisen Offices.® But it was the repatri-
ation of German bonds which principally concerned the authorities
as a method of evasion. As early as October 3 the publication of
free (foreign) quotations on German securitics had been sup-
Dressed?; but the November 2 decree, while permitting foreigners
to sell their holdings of (German bonds within Germany, forbade
the transfer of proceeds abroad.

Exchange control operated through (wo distinet channels,
connected with foreign prices of German bonds, to perpetuate
itself. The blocking of outward transfer created an artificial tend-
ency of interest rates in Germany to decline, as reflected, for
example, in the gradual reduction of bank rate to five per cent in
April, 1932; and it also accounted directly for the low values of
German bonds abroad. The combination of high security values at
home and low values on the same sccurities abroad, even in the
absence of other motives for a capital flight, would provoke
attempts to send funds abroad. Exchange control thus proved

PRICES oF GERman Bonns*
(Monthly averages)

May, 1081 May, 1832 May, 1831 May, 1932

New York Zurich
7  per cent bonds 92.0 30.8 100.9 54.3
614 per eent bonds 2.4 23.6 946 32.0
€ per cent bonds 79.4 21.3 91.9 32.8
London Amaterdsm
7 per cent bonds §5.7 58.2 91.5 38.0
6  per cent bonds 84.1 301 83.5 319

* VoK, Vol 7, No. 4, Part A, p. 192,

1. 1931: I Reichsgesetzblatt, pp. 463, 534.
2. Eccnomist, Vol. 113, No. 4604, p. 947.
3. 1931: I Reichsgesetzblatt, pp. 673, 674.
4. 1931: [ Reichsgesetzblatt, p. 570.
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indirectly to be one of the main reasons why its own continuance
was necessary. This curious repercussion operated also through a
second line of causation: as the president of the Reichsbank, Hans
Luther, declared with some justification, exchange control could
not be withdrawn until the foreign short-term credits were success-
fully converted into long-term obligations.! But as long as German
bonds stood at the disastrousty low levels of 1932, ihere could be
little prospect of floating a German conversion loan.

Because repatriation offered windfall profits an exports of
capital, because a general apprehensiveness concerning Germany’s
future effectively stopped any inflow of capital and on the contrary
oceasioned a continuous alertness to opportunities for capital flight,
and finally, because the Mark was overvalued relatively to sterling,
the demand for foreign devisen exceeded supply at the official rate
and & system of rationing became inevitable. As introduced in
November, 1931, the scheme allotted to accredited importers 75
per cent of the devisen used by each firm during the base year July
1, 1930 to June 30, 1931. The quota was reduced to 55 per cont in
April and to 50 per eent in May, 1932, and this quota remaiuned in
force for nearly two years. The exchange authority maintained
that the 50 per cent allocation did not impose an artificial limitation
upon imports, inasmuch as both the value per unit and the volume
of imports had fallen very greatly through the “natural” course of
depression sinee 1930. The total value of imports fell by 35 per cent
from the first quarier of 1931 to the first quarter of 1932, when the
50 per cent quota cbtained. Since this shrinkage was the outcome
of a 30 per cent fall in average import prices but only a 10 per eent
reduction in volume, the authorities held with a fair degree of
plausibility that the actual volume of consumption had suffered
no mere than might be expected, sside from excharge contral, in
a year of severe economic contraction. However true in 1932, this
contention seems to have had less and less validity as time went
on, and the qualification was substantial by the early part of 1934,

The possible economic effects of the system of devisen alloca-
tion are not exhausted by the question of their adequacy for
imports as & whole. The system prevented the appearance of new
import firms, virtually precluded any shifting of the relative out-
puts of firms from their 1930 basis, and afforded to the existing
importers a sheltered position at a time when the deflationary

1. Luther, loc. cit.,, p. 24.
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process was imposing a severe siruggle {or existence on other enter-
prises. Clreumstances of this sort gave rise to the belief within the
country that exchange control could be regarded as a protectionist
device, akin to the deerce of January, 1932, which imposed sur-
charges upon imports from countries with which no commercial
treaty had been concluded. But on the whole, despite the ossifying
of the Import situstion, Germany can scarcely be accused of
employing exchange control up to the middle of 1932 as an instru-
ment of trade policy.?

There was, however, no lack of pressure, both internal and
external, toward such an employment. On the one hand, the Asso-
ciation of German Industry carried on active propagands in faver
of altering exchange control so as to ‘“‘pay more attention to the
viewpoint of the national economy.”? The Briining policy of carry-
ing on deflation under the temporary shelter of exchange control
encountered difficulty on the international side by reason of the
fact that other countries were simultaneously pursuicg the same
course. In 1931 fifteen European and seven other countries could
be counted under exchange control®; and during the first hall of
1932 six more countries were added to the list. The number of
countries which, like Jugoslavia at the time, held aloof from
protectionist and regionally discriminatory practices in connection
with exchange control became smaller and smaller. At a mini-
mun, imports of luxuries were throttled in the devisen allocation;
and although this may not have appeared to be a protectionist
measure, it usually operated simply to turn the demand for such
products to domestic sources or substitutes, Above this minimum
were all degrees of autarkic policy increasingly jeopardizing the
maintenance of exchange control in Germany as a purely monetary
device, and constantly postponing the time when the deflationary
program should have brought about equilibrium in the balance of
payments. The eriginal introduction of exchange control by Ger-

1. Cf. in this sense also; Thomas Balogh, “The National Economy of
Germany,” Eeonomic Journal, Vol. 48 (September, 1938}, p. 480.

2. Alexander Bentheim, “Devisenbilanz, Aularkie, und Schuldendienst,”
Der Deutsche Okonomist, Val. 50, Na. 14 (April 8, 1932}, pp. 441-443.

3. Tran and Portugal had control systems even before the crisis of 1031,
During the balance of the year there were added: Angola, Argentina, Austria,
Bolivip, Brazil, Bulgaria, Chile, Czechoslovakia, Denmark, Esthonia, Ger-
many, Greece, Hungary, Ieeland, Jugoslavia, Latvia, Nicaragua, and Urugoay.

Cf. Dic Wihrungen der Welt, published by the Economie Division of the
Dresdner Bank (Dresden, no date).
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many undoubtedly precipitated and in many cases necessitated
similar action by neighboring states; but once the controls had
become established, there followed a period in which Germany
suffered more by foreign efforts at autarky than foreign countries
did by her control system,

These difficultics, which obtruded in the shrinkage of exports
and the rapidly approaching extinction of the export surplus, led
to grave misgivings within Germany as to the ultimafe success of
deflation under cover of exchange control as a method of securing
price equilibrium with foreign countries; and they encouraged
resort to devices not fundamentally eompatible with such a course.
The clearing agreements, to whicl resort was had in the Spring of
1932, afforded export outlets independently of Germany’s complet-
ing the program of adjustment through deflation. Furthermore,
the device of concealed devaluation through export subsidy pre-
sented itsclf in a beguiling fashion which may have appeared to
mvolve no costs, From the middle of 1932, the Reichsbank began
to grant permission to exporters, on condition that it be proven that
the particular export sale was “additional,””i.c., irapossible without
this concession, to purchase German bonds at. the low foreign values,
and with the profits made from resale in Germany to cover the
losses of quoting the export good at international competitive
prices.

Heuser hag taken the position that this deviee caused the
foreign bondholder to bear the costs of export subsidy.f While
this statement is not necessarily wrong, it may easily be misleading.
All that is known beyond peradventure is: (1) that cxchange con-
trol imposed windfall losses upon foreign bondholders; (2) that
anyone in Germany repatriating these bonds made a windfall
profit; and (3) that the povernment turned certain sums over to
exporters to enable them to meet competitive prices on world
markets. To say thal the export “subsidy'” was borne by the for-
eign bondbolder implies a real linking of the third step with the
first, via the second. But such a linking is by no means necessary.
It would be apparent for one thing that, if the German govern-
ment had resolved to aid exports in all events, repatriation profits

1. Heinrich Heuser, “The German Method of Combined Debt-Liquida-
tion and Export Stimulation,” Review of Economic Studies, Vol. 1, pp.
210-217.

2. “Bubsidy’' is fizurative only, if the aid merely offset the Mark over-
valuation.
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or none, the linking of such repatriation profits as were realized
with the “subsidy” would be purely arbitrary, since the windfall
might as legitimately be taken as the source of uny oiher applica-
tion of national ineome. Iurthermore, the windfall losses to foreign
bondholders did not necessarily lead to windfall gains io Germans,
for the German government might have endeavored to suppress
repatriations altogether in order to relieve the balance of payments
fror pressurs exerted by this capital export. Consequently, neither
the link between the third and second, nor between the second and
first were necessary. To establish s connection between the third
and first it is requisite to show that, in actual fact, both links held:
in the first place that, without repatriation profits, exports would
not have been subsidized; and in the second place, that had it not
been for the possibility of commandeering these profits for export-
ers, repatriation would not have heen permitted. To make either
assertion would be precarious, and by the same token the aserip-
tion of the cost of export subsidy to foreign bondholder i3 also
precarious.!

The promotion of exports through earmarking repatriation
windfalls for this purpose represented a concession to the idea of
devaluation, which in itself might be regarded as a prelude to
sholishing exchange control. Moreover the repurchase of German
bonds improved their foreign prices, and this tended to remove
one obstacle to the flotation of a German stabilization loan and the
Lifting of exchange control. Up to January, 1933, these prices
improved very considerably — from 100 per cent to 150 per cent
— over their level of May, 1932, in the various foreign financial
centers.? Even the politieal events of January, 1933, while adversely
affecting German seeurities in all markets, did not degrade them to
their character of non-valeurs of May, 1932, During 1932 the
Reichsbank began also a poliey of encouraging the exchange of
German-owned foreign bonds for foreign-owned German bonds,

L. Just hew perilous such conclusions are is well illustrated by Hansen's
quite divergent observation on a similar procedure: “The American tourists
bave thus in fact been subsidized by other Americans who held nop-transfer-
able funds in Germany.” Cf. Alvin Hansen, Full Recovery or Stagnation
(New York, 1938), p. 204,

2. The Germansix per cent bonds rose over theindieated period from 21
per cent to 58 per cent of par in New York, from 32 per cent, (¢ 69 per cent in

Amsterdam, from 30 per cent to 73 per cent in London, from 33 per cent to
69 per cent in Zurich. Cf. V.z.K., Vol, 7, No. 4, Part A, p. 112,
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with a resulting favorable effect on the balance of payments.!
Although these policies worked in a direction favorable to the
relexation of exchange control, this effect remained purely theoret-
ical. Actual developments took the opposite course.

The year 1932 was one of swift political change. Because of
factors largely outside Germany, deflation did not produce any
tangible improvement; on the eontrary, whether rightly or wrongly,
it was held to be responsible for the further increase in unemploy-
ment. The Briining government was, of course, unpopular with
wage earners and the salaried elasses, but it found also that neither
big industry nor the landed (Junker) interests afforded the antici-
pated support. German agriculture, traditionally proteetionist,
could scarcely be content with a program oriented toward resstab-
lishing international finance and trade; and German industry,
traditionally free-trade in sentiment, showed an inereasing interest
in the midst of the exporting crisis in autarkie measures. Further-
more, the situation seemed favorable to the industrinlists for a
decisive trial of strength with the labor unions, resulting in the
elimination of colleeiive bargaining and a further general reduction
in wages. The combined attack of these disaffected groups sue-
ceeded in May in overthrowing Briining, who was succeeded by
von Papen ag prime minister, While the new government could not
entertain the idea of a complete reversal of economic policy, as
long a3 the reparation problem continued unsolved, the restiveness
of the populace — exemplified by three general elections in Lhe
course of 1932 — precluded a mere prolonging of existing policies.

Not until the end of the summer did the new government
announce its program. Devaluation and autarky were both dis-
avowed. But it was acknowledged that the “‘basis of food supply”
should be secured within the country, and this implicit recognition
of agricultural autarky led within a few weeks to the enactinent of
new agricultural import quotas. The most significant of von
Papen’s measures, however, worked toward an almost impercepti-
ble, but nevertheless real, turning away from deflation. Deflation-
ary and reflationary forces were in fact commingled, but there was
a shift in the latter direction. Fesr of adverse reaction upon the

1. The sale of $200 warth of Liberty Bonds bearing 314 per cent, inlerest
meant a loss of $10.50 in interest; with these proveeds there could be purchased
German bonds with a nominal value of $1,000, which at 9 per eent interest
meant $90 pained; thus g pet saving of $79.50 annually on the balance of
Payments was affected. Cf. Economist, Vol. 115, No. 4,657, p. 971,
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Reichsmark limited expenditures planned for public works to the
relatively modest amount of 135,000,000 Reichsmarks. Chief reli-
ance wag therefore put upon certain innovations introduced! by
the decrees of Septerber 4, 1932 — the issuance of tax certificates,
the granting of subsidies to firms employing additional laborers,
and the provision for reducing wage rates in conjunction with
spreading the work to include new hands. The tax certificates,
which were expected to aggregate a billion and a half Reichsmarks,
were to be issued to payers of certain taxes, and were to be aceepted
in payment of all federal taxes to the limit of one-fifth over the
period 1934-1938. An additional 700,000,000 Reichsmarks of cer-
tificates were to be disbursed as premia to firms at the rate of 100
Reichsmarks quarterly for each genuinely new employee. Wage
reductions from 10 to 50 per cent on the thirty-first to the fortieth
hour per week were authorized on a graduated scale depending
on the number of additional workers employed. Aceording to the
results of Poole’s thorough investigation,? the von Papen tax cer-
tifieates, which could be rediscounted at the Reichsbank and thus
could supply additional funds, actually went largely to liquidating
existing debts. But this clearing away of indebtedness paved the
way to extensions of production, as Poole maintains; and the ensu-
ing programs of positive credit expansien also encountered less
psychological resistance. Had it been possible to proceed to a
frank devaluation of the mark at the same time, the door io inter-
national equilibrium would still have remained open.

Von Schleicher’s government, coming into power carly in
December, pursued essentially the same policies as von Papen. As
a last attempt to resist the National Socialist party, the govern-
ment tried to come to terms with the labor unions and even offered
their leader a place in the cabinet. Because of their unegual bene-
fits as between firms, the wage-reduction premia paid in tax cer-
tificates were abandoned, and the additional-employee premia also
fell into desuetude. But the Urgency (Safort) Program initiated
by Gereke under the Schleicher regime contemplated a public
works program of 500,000,000 Reichsmarks and undoubtedly rep-
resented an intensification of the von Papen reflationary policy.

The advent to power of Hitler on January 30, 1933, greatly

1. 1931: T Reichsgesetzblatt, pp. 425-435.
2. Kenyon E. Poole, Germsn Financial Polieies 1932-1939 (Cambridge,
Mass., 1939), pp. 16-73.
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mereased the drive toward full employment through public works
and credit expansion. The First Reinhardt Program, introduced
as part of the First Four-Year Plan on June 2, provided for the
expenditure of a billion Reichsmarks for house repairs, road build-
ing, suburban housing colonics, rural settlements, and walerways.!
Somewhat later & scheme for automobile highway construction out-
lined the spending of the exorbitant total of three and a half billion
Reichsmarks. Both schemes were to be financed by work-ereation
bills drawn by private contractors, diseounted by banks, and redis-
eountable at. the Reichsbank — & system which contravened if not
the letter at least the intent of the Reichsbank statute prohibiting
rediscount and open-market dealings in government obligations.?
The Second Reinhardt Program of September appropriated a half
billion Reichsmarks for house repairs alone, and added 560,000,000
Reichsroarks for plant extensions by the postal and railway author-
itles. Tax exemptions on work-creating undertakings were intro-
duced, and tax eertifieates up to the termination of the practice
in June, 1933, were issued to 952,000 000 Reichsmarks.

With the adoption of these plans a eourse was being pursued
quile counter to the restoration of price and cost equilibrium with
foreign countries. The distance from equilibrium was soon to
assume a magnitude which no deflationary policy could congeivably
eliminate. There remained us alternatives only an open devalua-
tion or devalustion concealed beneath exchange control: and in the
latter event, exchange eonirol would become a permanent feature
of the economy.

On tae Roap 1o BinaTERALISM IN TRADE

“Eeonomic poliey,” so-called, seldom represents anything ag
rational, predetermined, and consistent 2s the term might con-
note. The metamorphosis in Germany from deflation to a make-
work expansion of credit appears as a series of merely expedient
messures gradually prolonged into a general course of action. The
central tendency of 1933 nevertheless represented national autone-
mous action, the perpetuation of price and eost disequilibrium
with foreign countries, and implicitly the acceptance of exchange

i. Cf. C. W. Guillebaud, Tke Economic Recovery of Germany (London,

1936), pp. 38-43.
2. CE Poole, op. tit., p. 103 ff.
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control, not only as it stood, but even in more intense form. Even
such & country as Austria after 1933, maintaining the second type
of control identified above, found it necessary to continue a full
complement of clearing agreements and to carry on & good deal of
local interference in order to guard against capital flight, This was
the case despite the conformity of the Schilling rate with its
equilibrium level. But even before February, 1933, Germany
belonged to the fourth category of eontrol': the mark was over-
valued not merely by reason of excessive capital exports, which in
isolation would have brought her into the third category of
exchange control, but also by reason of her lagging deflation rela-
tively to other countries. The overvaluation of the monetary unit
added fire to the flames of evasion and necessitated a still more
strict control; but overvaluation also created an inevitable penalty
upcn exports and encouragement to imports; and the adverse
movement in the balance of trade led with equal inevitability to
the imposition of clearings, either by the control country in self-
defense or by the trade (creditor) partner. When, finally, inter-
national price and exchangerate cquilibrium was relegated to
obseurity with advent of the Hitler regime, forcign trade would
have shrunk to a guantité negligeable had not concealed devalua-
tions been introduced — requiring in themselves tremendous
additions to the control apparatus — or had not, sometimes in
conjunction with incomplete devaluation, clearings and eompensa-
tion been maintained and extended.

It is not to be suppased that a quantité negligeable of foreign
trade represented the goal of exchange control in totalitarian
Germany before the present war. ‘“Autarchy” rather than
“autarky,” in the language of Professor Fisher,® was the end
actually striven for —not absolute econcmic self-sufficiency
within the German borders, bui. the ereation of an international
self-sufficient unit, dominated by the needs and aims of the Ger-
man economy as conceived by its “leaders.” Nevertheless,
autarkic tendencies played an important réle, not only beecause
nationsl self-sufficiency was an ideal of the ruling party embodied
in the Second Four-Year Pian, but also because of the repercussions
of exehange control itself and the workings of the so-called “active

1. Cf. pp. 3-6 above,
2. A. G. B. Fisher, Economic Self-Sufficieney (Oxford, 1939, pp- 4, 17.
CI. also Economie Journal, Vol. 49 (March, 1939), pp. 177-178.
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economic policy” (aktive Konjunkturpolitik).! Since thiz policy
rested upon credit expansion without much regard to foreign
price developments, and since furthermore the old parity of the
Mark was adhered to or only incompletely offset by ad hoc devalua-
tions, the restriction upon exports, and in the long run upon
imports, forced a measure of “autarky” as the cost of “autarchy.”

To serve as the fulerum of the gradually emerging “active
economic poliey,” exchange control had piecemeal to be recon-
structed and extended. But just as the turn from deflation to
credit expansion required a certain interval (the nine months cov-
ered by the Papen and Schleicher governments), the subjugation
of foreign trade to economic policy could not be compassed
immediately. Remnants of the old liberal systemn could still be
discerned, though with increasing difficulty, as late as the summer
of 1934. The two sections which follow deal with the trensitional
phase of German exchange control from the beginning of the
National Socialist state to the complete dominance of “active
economie pelicy” in the Moratorium of July, 1934, and Schacht's
“New Plan” of September, 1934.

A. Germany's Foreign Trade and Foreign Indcbtedness under the
Influence of the “Active Economic Policy,” 1933~1934.

The notorious power of an overvalued curreney unit, o retard
exports and accelerate imports made jtself felt as soon as exchange
control was well established in Germany. Under the influence of
depression and the whole nexus of barriers to trade and payments,
both exports and imports dwindled, but exports fell off faster,
Having reached its peak in the capital-flight year of 1931 at
2,872,000,000 Reichsmarks, the favorable balanee of trade dimin-
ished to 1,072,000,000 Reichsmarks in 1932, to 667,000,000 Reichs-
marks in 1933, and gave place to an import surplus in 1934. But
the effect of the artificial Mark parity comes into still clearer relief
if we follow the course of the volume rather than the value of
trade. By expressing exports and imports in these years in terms
of the prices of 1929, we arrive at an approximation of changes

1. The interconnection of German exchange control and the “active
economic palicy™ has been get forth in ap illuminating fashion in Dr. Fritz
Meyer's report to the Internstional Studies Conference, subsequently pub-
lisked in the Weltwirtschaftliches Archiv, Vol. 49, No. 1 {(May, 1939), pp.

415-472. Other features of this repart will be commented upon less favorably
in & later connection.
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aside from those of price, 1.e. in trade volume.! These figures show
that, had prices remained unchanged, the export surplus would
have been confined to 1930 and 1931; by 1932 there would have
been an vmport surplus of 1,410,000,000 Reichsmarks; by 1933,
1,740,000,000 Reichsmarks, and by 1932, 3,050,000,000 Reichs-
marks.

That the actual export surpluses were much larger and lasted
longer than the surpluses at 1929 prices is a circumstance for which
Germany could thank a favorable turn in her terms of trade due to
the well-known fact that during depressions the prices of raw
materials decline faster than the prices of industrial produets.? In
other words, the advantageous development of the underlying
terms of trade for Germany served to counteract to a striking
degree the adverse effect of the overvalued Mark in international
trade. Guillebaud puts the accomplishments of the National
Socialist regime in the economic sphere in an unduly favorable
light by mentioning only the deterioration of German terms of
trade after 1932 the great extension of employment surmounted
even this obstacle. Actually, as the following figures show, the
terms of trade for Germany remained far above their pre-depression

Tae TErMS OF INTERNATIONAL TRADE, 1929-1938%

(1929=100)
England Germany
1929 100.0 100.0
1930 106.1 108.2
1931 115.7 123.8
1932 115.5 144.4
1933 119.9 1428
1934 118.8 135.¢
1935 115.3 126.3
1936 112.6 122.0
1937 108.0 117.6
1938 114.7 128.8

* Computed from data in League of Nations, Review of World Trade 1937 (Geneva,
1938), pp. 86-88.

1. Cf. Figure 21 and the statistics on p. 392, below.

2. This may rest, as Harrod believes, upon an underlying secular tend-
ency for demand for agricultural products to shrink relatively to more highly
fabricated goods, and the intensification of this secular tendency by cyclical
depression. Cf. R. F. Harrod, International Economics, revised ed. {Cam-
bridge, 1939}, pp. 52-54.

3. Guillebaud, op. cit., pp. 62, 100, 106, 149.
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level throughout the whole course of depression and recovery,
despite the downward drift in recovery years. Not only did the
behavior of industrial relative to agricultural prices redound to
Germany’s benefit, but so far as concerns the terms of trade, the
maintenance of the Mark parity also operated in this direction.
Indeed, it may be stated quite summarily that, aside from the pre-
vention of s flight from the currency, the chief motive of holding a
monetary standard at an artificially high leve! is the securing of
more favorable termns of trade than would be realized if the
exchange rate fell to its equilibrium level. Compare the German
terms with those of England, where the currency unit was devalued.
The exports of both countries are preponderately industrial, and
yet Germany through the high Mark rate enjoyed by far the greater
advantage in terms of trade.

Whereas the gain through the artificial Mark entailed its cost
in a drag upon export capacity, the advantage secured through
the industry-agricuiture price relationship represented a net gain.
The latter fact rendered exchange control more tolerable, and
permitted the continuance of allocating devisen by quotas without
direct interference with imperts. Throughout the yesr and a half
from May, 1932, to February, 1934, the monthly quota was kept
at 50 per cent of imporis as of the basc pericd June, 1930 to July,
1931; and since average monthly imports amounted to 58 per cent
on approximately the same base,! the unsatisfied margin of demand
for devisen does not appear to be large. Of course, the parallel
movement of imports with the quotas was undoubtedly partly a
ecnsequence of the quotas themselves. But, on the other hand,
foreign exporters showed their willingness to submit to substantial
delays in payment; and this additional fact warrants the conclusion
that, all in all, German importers of raw materials felt, but did not
find intolerable, the pinch of exchange control.2

Because of the underlying deflation under Britning, the favored

sition of a country with industrial exports, and the prefits upon
bond repatriations, Germany’s favorable balance of trade was
suflicient to permit fairly substantial repayments on the short-term
foreign debts, and foreign devaluations made large contributions.
The original Standstill agreement of September, 1931, embrared

1. October, 1930 to September, 1931. Cf. V.z.K., Vol, 9, No. 3, Part A,

p. 97,
2. Werner Fischer, Devisenelearing, No. 5 in Schriftenreibe zum Devisen-

archiv (Berlin, 1937), p. 23.
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6,300,000,000 Reichsmarks; the reduction to 5,000,000,000 Reichs-
marks at the Second Standstill in February, 1632, was mainly due
to sterling devaluation; but the further reduction to 4,100,000,000
Reichsmarks at the Third Standstill in February, 1933, represented
for the most part actual transfers. By the time of the next Stand-
still, in March, 1934, the sum had been reduced by 1,500,000,000
Rcichsmarks, of which dollar devaluation accounted for 475,-
000,000 Reichsmarks.! Paralleling the marked reduction of Stand-
still debts, other short-term foreign debt categories dwindled by
repayments and devaluations. The decrease of long-term debts
was much smaller and was almost entirely aseribable to foreign
currency devaluations.®* Bond repatriations, while aiding the
current balance of trade through the diversion of profit into export
subsidy, did not bulk large rclatively to the total of long-term
indebtedness® But interest payments of 1,500,000,000 Reichsmarks
were made during 1931; and an equal amount was paid over the
two years 1432 and 1933, aside from service upon the Dawes and
Young Loans, which brought the total for these two years to
2,000,000,000 Reichsmarks.*

The situation in the summer of 1933 represented the crucial
defile in the history of German exchange control, for then if ever
there were elements favorable to the gradual relaxation of the
system, had the government desired it. Immediate abandonment
would undoubtedly have been unwise in view of several eireum-
stances. Dollar devaluation was in progress, and no one could
foresee its ultimate effects in the international monetary situation.
Econemic recovery had begun in Fngland and the Scandinavian
countries, but another year had te elapse before it became apparent
that the bottom had already been touched for Western Europe
and America as a whole. Within Germary political tension

1. V2K, Val. 9, No. 3, Part A, p. 96,

2. Thus the decrense from 10,300,000,000 to 7,400,000,000 Reichsmarks
from February to September, 1933, was produced by dollar devaluation.

3. Ci. League of Nations, Balances of Payments 1937 (Geneva, 1938},
p. 110. Between November, 1931, and November, 1933, repatriations
amounted, aceording to the German authorities, to 781,000,000 Reichsmarks,
and “additional” exports to 549,000,000 Reichsmarks; of. Economist, Vol
118, No. 4721, p. 348. The hesitancy of the guthorities to reveal the extent of
repatriations establishes & presumption for a somewhat higher figure; ef. Harris,
op. cit., p. 58.

4. League of Nations, Balances of Payments 1937, loc. cit., and “Die

Deutsche Zahlungsbilanz der Jahre 1924 bis 1933, Sonderhefte zu Wirt-
schaft und Statistik, No. 14 (Berlin, 1934), p. 20.
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remained high, the favorable balance of trade continued to shrink,
and gold and devisen reserves of the Reichsbank fell from 1,100,
000,000 Reichsmarks at the beginning of 1932 to 303,000,000 in
June, 1933. And finally, the gap between the official and equilib-
rium values of the Mark was appalling.! On the other hand, as we
have just seen, the service and amortization of foreign debts pro-
ceeded satisfactorily; and a marked improvement of the short-term
debt situation, in particular, removed much of the psychological
pressure which had accounted for the original introduction of
exchange control. Capital flight was reduced to tolerable propor-
tions, and illegal dealings in Marks at black market rates were
being effeetively suppressed. In short, exchange control during the
first two years could be regarded, even by a liberal economist, as
reasonably satisfactory.? Finally, the impact of sterling deprecia-
tion had been got over, and signs were not lacking of an approach
to the end of eyclical depression. In a similar world Konjunkiur,
and with far Jess prospects than Germany’s to induce a general
movement in this direction, Austria had by the summer of 1933
already taken such decisive steps toward the liberation of inter-
national payments as to insure the eventual disappesrance of
exchange conirol, save for certain precautions against capital flight.
This difference did of course exist, that Austria had followed &
generally deflationary course, whereas since the autumn of 1932
German monetary policy had turned by gradual degrees to a
reflationary basis. Butthequantitative difference over a year could
have been absorbed intoasomewhat larger devaluation of the Mark.

To progress toward restoring free international payments,
Germany would need to gauge the tempo of the aktive Konjunk-
turpolitik to international developments; but the preservation of an
open and stable currency after devaluation would net necessarily
involve @ surrender of the cxpansionist work-creation program.
Policies of this sort were being set afoot in other countries (outside
the gold bloc); and in view of the later success of the National
Socialist regime in foreing new credit and savings into investment
and in avoiding eonspieucusly adverse price developments,® there

L. The extent of the overvaluation of the Mark is the subject of investiga-
tion at a later juncture; ef. pp. 235-242, below.

2. Gottfried Haberler, The Theory of International Trade (London,
1936), p. 85.

3. There appears to be a consensus amongst Balogh, Guillebaud, and
Poole, in monographs already eited, upon these poinis.
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scems to be good reason for supposing that the rate of expansion
in Germany could have kept abreast, and with the formidable
totalitarian apparatus might even have exceeded, the pace of other
countries. To avoid a shoek to public confidence, devaluation
might well have followed the cautions and half-concealed course
taken by Austria with respect to the Schilling, and thereafter the
forcing of expansion would have to be watched at every juncture
for untoward price developments, particularly in the segment of
internationally traded commeodities.

To assess the reasons leading to the rejection of this course is
not easy, since they were apparently compounded of more and
less rational considerations. In the first place, it was impossible to
know in advanee whether the powers of the state would be equal
to earrying through a large-scale expansion of credit and produc-
tion without eonsiderable priee inflation. Exchange control would
concenl ~— at least partly — an unsuecessful outcome of this char-
acter. 1f direet price control and diversion of demand into pro-
ducers’ goods did not sueceed eompletely, the maintenance of a
new and open currency would be conditioned by foreign recovery,
and the National Socialist regime ¢ould not breok even this poten-
tial limitation. Furthermore, the existing control over forcign
exchange represented a powerlul instrument in the hands of the
regime, both in the domestic economy and in international political
and economic relations. The state made itself appear indispensable
to prevent the Mark from collapsing. Capital movements could
be regulated to suit the current exigencies, and the character of
exports and imports could be preseribed in detail to serve the ends
of the state. The dispensation of authority regarding supplies
of essentlal raw materials presented itself as a convenient channel
for rendering producers tractable in all matters. Finally, the weapon
of clearing and compensation could be turned against Germany’s
uncodperative neighbors and in faver of her allies. Against zll of
these potential gains, the advantages of the international division
of labor and financial coGperation probably seemed uncertain.
And it was even a proud part of the National Socialist philosophy
to flout such aims as belonging to the moribund ideology of
democracy.

Sehacht did not tire of repeating the truth that Germany’s
ability to pay her debts depended upon her favorable balance of



168 EXCHANGE CONTROL IN CENTEAL EUROPE

trade.! While there was undoubtedly some justification for his
thunderings against the creditor countries for their indisposition
to import more heavily from Germany, this eannot coneceal the
fact that the “active economic policy’”’ being carried out under the
continued cover of exchange control actuelly prevented any sub-
stantial surplus of exports and the continuation of foreign debt
service and repayments. Under the existing overvaluation of the
Mark, the favorable balance of trade bad shrunk from 2,872-
000,000 to 667,000,000 Riechsmarks from 1931 to 1933. It may
be assumed rather safely that the government and Reichsbank
watched the dwindling gold reserves with equanimity, as this
provided the necessary pretext for unifateral action in reducing
the foreign debt service.

This action came on June 9, 1933, in a law which created the
so-called Conversion Office and proclaimed a transfer moratorium
for Tong- and medium-term debts. For all such debts in foreign
currencies, the service was to be paid into the Conversion Office,
exceplion being made for the Standstill debts. The creditor coun-
tries promptly retalinted by threatening to impose compulsory
clearings and thereby forced 2 compromise. Interest and amortiza-
tion on the Dawes Loan and interest on the Young Loan were to
be transferred in full; other coupons and revenues were to be
transferred to 50 per cent at a rate of interest not to exceed four
per cent, and for the remaining 50 per cent, inlerest-bearing serip
was t0 be issued; finally, Mark payments for amortization were to
be blocked Marks, applicable to investment within Germany.
From October 1, 1933, dealings in scrip and registered Marks were
centralized in the Golddiskontbank. Since serip was bought by its
agent-banks at 50 per cent of face value, the procedure transferred
effectively in devisen 75 per cent of the interest. The re-purchasing
banks sold serip to the Golddiskonthank at 5244 per cent of face
value, and the Golddiskontbank put the scrip at the disposal of
exporters at 55 per cent. What the exporter in turn could realize
lass from export X100

discount on serip
at that time to 10-20 per cent of the invoices.?

I. As, for example, in his address to the International Agricultural
Conference at Bad Eilsen, August, 1934.

2. Department of Oversess Trade, Economic Conditions in Germany,
June, 1834 (London, 1934), p, 37; ¢f. also League of Nations, World Economic
Survey 1933-1934 (Geneva, 1934), p. 206.

, amounting

was computed on the formula
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The ingenious system by which repayment profits were turned
into an export stimulant was one of the first instances of direet
interference with foreign trade, for other exchange-control measures
had pertained only to payments, which of course affect trade, but
only indirectly. To obtain the benefit of serip profits, the exporter
had to prove that the export was ‘“additional.” This concept of
"additional” exports was destined to become one of the main
pillars in the structure of controlied trade. Somewhat paradoxi-
cally, the increase of ““additional” exports attended a steady decline
in total volume of exports; according to official estimates, “addi-
tional” exports amounted to 100,000,000 Reichsmarks in 1932,
700,004,000 Reichamarks in 1933, and 1,250,000,000 Reichsmarks
in 1934, while the total exports at these years aggregated to
5,739,000,000, 4,871,000,000, and 4,167,000,000 Reichsmarks.
From less than two per cent in 1932, “additional” exports
inereased to 14 per cent of total exports in 1933.!

Inasmuch as “additional” exports may be regarded as result-
ing from an offset to the overvaluation of the Mark, and since such
an offset was necessary for most exports, virtually all exports could
be regarded as “additional” under the formal definition of the term.
For practical purposes, however, several tests were applied. An
export was recognized as "additional” when the foreign purchaser
demanded that he be allowed to apply a certain amount of frozen
Marks, owned by himself or someone whom he represented, to the
payment of the bill. When it could be shown that the foreign prices
were lower than the German price, or when the export was impossi-
ble without the aid of the serip bonus, the export was eonsidered
“additional.” Frequently the exporter was required to prove that
his exports would be made higher absolutely than they had been
in the particular category during the preceding year. As to the
first tests mentioned, only exporis in which Germany’s compara-
tive advantage was very great would, under the existing overvalua-
tion of the Mark, fail to be classified as “additional” on any realistie
basis. As for the last criterion, the shifting of exports from one
firm’s name to another through a profitable collusion, or the artifi-
cial concentration of exports in a shorter than usual period, would
make them conform to the test without their being genuinely
additional. Huhle says with complete justice that “despite the
definitions, ‘additional exports’ defy all attempts at clarification of

L. Department of Overseas Trade, loe, eit., p. 36.
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the coneept.” In any event, the “additional” exports involved a
procedure which entailed far-reaching official supcrvision of the
whole export trade, and the very looseness of the concept proved to
be an easy device for favoring eertain exporters and discriminating
against others.

The inadequacy of “additional” exports to overcome the
handicap of the overvalued Mark led to the peculiar phenomenon
of attempts to supplement the profit motive by energetic appeals
to the German people’s “will to export.”? This inruption of
Nietzschean metaphysics should be nated, for it beeame charac-
teristic of the German economy after February, 1933

The compromise with foreign creditors after the Fune @ trans-
fer moratorium was altercd shartly afterward with respect to
Switzerland and Holland. Because of their excess of imports from
Germany and their debtor position on eurrent account, these
countrics succeeded in their insistence upon full payment on inter-
est coupons out of the proceeds of German “additional” exports.
Furthermore, certain of their own exports to Germany and the
German tourist traffic wers to be puid for in the same way, provid-
ing an automatic cxpansion of their receipts as “additional”
exports were fostered. The connections between Germany's solu-
tion of the debt problem and trade bilateralism came through such
channels to be motre and more intimate.

In December, 1933, Germany reduced the debt service in free
exchange from 50 per eent to 30 per cont. Protests of the creditors,
who stressed a recent improvement in Reichsbank reserves® led to
the purchase of scrip by the Golddiskontbank at 67 per cent instead
of 50 per cenl, and this signified & payment of 76.9 per cent instead
of 75 per cent of interest charges.* But the first six months of 1934
saw 80 heavy a fall in Reichsbank devisen reserves that they did
not exceed 2.5 per cent of the note cireulation. The shrinkage was
made more spectacular by the Bank itself, which hurriedly repaid
certain loans. After futile diseussions with creditor representatives

1. Fritz Huhle, “Dias Kompensationsgeschift in Rahmen der deutschen
Hendelspolitik seit der Wirtsehaftskrise,” Jahrbiicher fir Nationalikonomie
und Statistik, Vol. 145, p, 199,

2. Ci. V.2 K., Vol. 9, No. 1, Part A, p. 31.

3. As a result of a law against “economic treason,” about 120,000,000
Reichsmarks in gold and devisen were surrendered by the public. CF, Muller,

op. cit., p. 260.
4. Miller, op. ¢it., p. 228.
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in the spring of 1934, the government proceeded on July 1 to a
complete transfer moratorium; interest payments theneeforth were
to be met by the issue of three per cent Funding Bonds. President
Schacht offered a lengthy apology for this step — the loss of Ger-
man colonies after the War, and trade difficulties caused by tariffs,
quectas, and foreign devaluations.! He stressed Germany’s efforts
to pay her debts, but passed over in silence the fact that foreign
devaluations and the profitable repatriation of bonds due to the
imposition of exchange control accounted for a substantial part of
the actually recorded reduction of debts.

B. The German Clearings System and the IMpAsSE of 1934,

The final step taken by Germany in July, 1934, to make the
Moratorium absolute encountered less complacency on the part of
creditors than had preceding limitations on payments. Tn England,
Parliament hwriedly passed the “Debts Clearing Officc and
Import Restriction Bill” and provided for a 20 per cent ad vlorem
duty on imports from Germany, France, Holland, and Switzer-
land likewise threatened with compulsory clearings; and since all
of these countries, unlike the United States, had unfavorable
trade balances with Germany and consequently owed ber on
current account, they managed to secure the carmarking of part
of the Germanr export surplus for the debt service. This develop-
ment in the summer of 1934 led to the contention, which has become
common in German writings on exchange control, that Germany’s
creditors forced the system of clearings upon her. Was this actually
the case?

The first elearing agreements were concluded by Germany in
the spring of 1932, As Fischer very properly says, Germany
considered these clearings to be the best available solution of two
problems: (1) “How is it possible for Germany to thaw out her
frozen commercial credits in exchange-control countries? (2) How
is it possible {or Germany to maintain her favorable balance of
trade with free-payments countries?’? The clearing system was
already two years old before the Western European ereditor
nations threatened io impose Zwangsclearing. Previous to this
move, which forms the basis of the German pose as the luckless

1. Osterreichischer Volkawirt, Vol. 26 (June 23, 1934), p. 839.
2. Werner Fischer, Dovisenclearing, p. 19,
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victim of rapacious creditors,! Germany had indeed entered into
clearing arrangements providing debt-liquidation schedules in
favor of the western countries; if the active foree in this matter
was the creditors’ insisterce on a certain amount of payment, it
was nevertheless a subject of negotiation and voluntary agree-
ment. Where Germany herself oceupied the position of creditor, as
in her relations with Eastern European countries, she did not
hesitate to insist upon amortization clauses in the clearings.

Indeed, the very first of Germany's clearing agreements had
precisely this purpose. ‘‘Aprienltural countries which became
‘devisen insolvent’ should be given the opportunity to discharge
their commercial debts gradually through increasing their exports
to Germany,” it was maintained.? The German-Hungarian clearing
agreement of 1932 represents a rigorous imposition of bilateralism
to secure the release of German credits tied up by a foreign
exchange control. It was exceptionally severe upon contemporary
standards — though not upon standards which later came to be
common — through its involving governmeni instead of central-
bank legislation, and through its making the clearing compulsory.
It furthermore imposed a clearing rate so unfavorable to Hungarian
importers® that Germany’s favorable balance declined from 11,000-,
000 Reichsmarks in 1932 to 3,900,000 Reichsmarks in 1933, and
the Reichsbank felt compelled to make advances to exporters on
the old commercial debts, which it was the ostensible purpose
of the elearing to liquidate. The high Mark rate had balked the
effort.

In 1932 Germany eoncluded clearing agreements with other
exchange-control countries such as Bulgaria, Esthonia, Greece,
Jugoslavia, and Rumania. These differed from the agreement with
Hungary in that they were negotiated between the central banks
and gllowed iransactions outside the clearing. But their purpose
was again to secure amortizations on Germany’s behslf, and they
provided no margin of paymenis for her clearing partners in free
devisen.

Germany 2lso instituted non-compulsory clearings during the

1. Even one English writer scems to have capitulated to this view; cf.
Guillebaud, op. cit., p. 65.

2. VK, Vol. 12, No. 3 (N. 8.), p. 315.

3. Cf. Wihrung und Wirlscheft, Febroary 1933, p. 33. The pengd had
depreeiated by ahout 2§ per sent, the Mark considerably less, but the clearing
rate was the old parity,
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second hali of 1932 and the early part of 1933 with & number of
Western European free-payment countries.! The avowed purpose
of these clearings was “‘to render possible additional exports and
impaorts beyond the scope of the devisen quotas,” but it is difficult
to reconcile this with the position taken by the authorities in other
connections thai the devisen quotas were adequate, at least until the
early months of 1934.5 To be sure, the allocation scheme had been
amended subsequently to its introduction to set a limit, not only
upon the total foreign-exchange purchases for cach importer as a
percentage of his 1930-1931 requirements, but also upon the share
of this total which he could apply to imports from individual
countries. Shifts in the channels of trade might therefore engender
scarcities of devisen for imparts from particular countries, even if
the total generally speaking were adequate. But it seems probable
also that clearings with non-exchange-control countries were
prompted, at least in part, by a growing pressure of imports on
the quotas. It was also said that a fear of foreign retaliations
against German exchange control moved Germany to initiate
clearings herself in order to be able to propose terms sceeptable to
herself. But against what could the supposed foreign retaliations
be direeted, if not to secure liquidation of important arrears on
current account accumulating because of the inadequacy of devisen
allocations? Reotaliations to force payment on long-term debts
could not have played a réle before the transfer moratorium of
June, 1933. Even before the practice of direct quantitative inter-
ference with imports was openly avowed in Schacht’s “New Plan,"
it undoubtedly existed in fact.

Agreements of the sort under eonsideration, usually called
“Bwedish Agreements” or “Swedish Payment-Agreements,”* had
the common features that they established a clearing procedure
for trade in excess of amounts which the exchange-control country
could carry on by means of devisen, and that they laid down a

1. Belgium-Luxemburg, Fioland, France, Helland, Italy, Norway,
Portugal, Spain, Sweden, and Switzerland; ef. Fischer, cp. eit., p. 24.

2. Fischer, op. cit., p. 21.

3. Cf. pp. 183-154 above.

4. The term “payment agreement” has come in the course of time to
refer lesz commeonly to arrangements of the “Swedish” type, and mare com-
monly to the centralization of all payments in government offices in the
pariner countries with the purpose of allocating export proceeds upon the
basis of an agreement between the two countries, the settlement of balances
being made, however, entirely in free devisen. Cf. p. 15 above.
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certain fixed ratio of exports and imports so as to provide a margin
out of which the exchange-control country discharged its debts,
The development of “Swedish Agreements” reveals two more or
less distinet periods. The first extends from their introduction to
the Jate spring of 1933, during which time they worked satisfac-
torily, perhaps because they played no very important réle. Tem-
porary increases in German imports were cared {or through the
clearing (or “Swedish’’) account, and this relieved the devisen
allocations from inequalities in demand. The second period dates
from the middle of 1933, when the popularity of “Swedish
Agreements” increased tremendously; but developments which we
must now examme proved that they were no solution of Germany’s
difficulties with her foreign trade.

The sccond half-year 1933 and the first half-year 1934 wit-
nessed a rapid growth in the disparity of German and foreign prices
when caleulated over the rate of exchange, as in Figure 20 (p. 16).
In April, 1933, the lowest point of depression in Germany was
passed,! and the effeets of credit expansion became apparent in
advances of the wholesale and sensitive price indices? while prices
abroad siill continued in gencral to decline. Not only from this
source but also from the contemporary devaluation of the dollar,
the Mark came to a more pronounced overvaluation, with an inten-
sifying of the import premium and export penalty. Exchange control
had to be tightened. Travellers had formerly been permitted an
allowance of 200 Reichsmarks, but now were limited to 50 Reichs-
marks; emigrés had formerly been given disposition over 10,000
Reiehsmarks, but now were cut to 2,000 Reichsmarks. Importers’
devisen quoias fell to 45 per cent in March, 1934, and then by sue-
cessive stages to 35 per cent in April, 25 per cent in May, 20 per
cent in June, 10 per cent in July, and five per cent in August.? As
early as June, furthermore, the Reichsbank limited its actusl
devisen allocations within the quota to its daily devisen receipts;
as a resull foreign sellers or German importers were confronted with
complete uncertainty as to when payment would he fortheonting.
The quotas had lost any practical importance and the last remnant
of unregulated trade had disappeared.

1. Lesgue of Nations, World Eeconomic Survey 1934-1935 (Geneva,
1935), p. 44.

2. Cf. p. 378 below.

8. Fritz Huhle, op. cit., p. 187,
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The German economic suthoritics found themselves faced
with a veritable dilemma: on the one hand, the overvalued Mark
by its indiscriminate encouragement to imports had actually
turned the Jarge export surpluses of previous years into an import
surplus without visible wherewithal for payment; on the other hand,
the industrial expansion program required an increase of imported
raw materials for its nurture. Against a 17 per cent advance of
industrial production in 1934 over 1931, imports had fallen in
value by one-third. If we apply 1928 prices to the import figures to
secure an approximation of changes in their volume, the decline
over these years shrinks to less than five per cent, and there is a
further mitigation through the undoubted shift from lighter and
more highly fabricaled goods to the heavier and cheaper raw
materials.! Ever so, if the volume of imports merely remained
stationary, it would impose severe limits upon induced recovery
and the beginnings of re-zrmament.

The strategy of the government in these straits, which later
became the lodestone of economic poliey, was to divert purchasing
power from consumers’ goods into capital goods, i.e. to limit con-
sumption demand and deflect the expanding volume of money
incomes into investment, and ihus creste employment without
much price inflation, at least in those segments where it would
strike the public’s attention? The attack upon imports of con-
sumers’ goods was made indireetly through limiling profits on
sales to consumers and directly through limiting imports, Under
the first method came a decree in April, 1934, forbidding higher
prices upon raw materinls in the textile and leather industries than
had prevailed in March. A gencral act on May 16 prohibited
agreements as to minimym prices, prefit margins, and rebates on
the “products of daily nced”; shortly afterward the prohibition
was extended to all geods? To cope with the wave of imports
oriented toward consumption, the government placed textile raw-
material imports under Control Boards ({Uberwachungssiellen) by
the law of March 22, 1934; and later, with an cye to the use made
of certain imports, it established similar Boards for non-ferrous
metals, cowhides, and rubber. This measure is noteworthy as the

1. V.z. X, Vol. 8, No. 8, Part A, p. 182,

2. Of. Poole, op. cit,, pp. 90, 117, 141, 161, 183, 234; Balogh, op. cit.,
Pp. 470473, 483-484, 491.

3. Reichskreditgesellachaft, Germany's Economic Situation at the Turn
of 1934-1935 (Berlin, 1935), p. 36.
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first openly avowed gualifative interference with imports, since
until this time exchange control ostensibly pertained merely to
quantity of imports as a whele. These measures decreased imports
of raw materials by 23 per cent in the period April to August,’
and produced repercussions upon world markets, such as the five
per cent fall in the price of wool.?

The suceess of the government was short-lived, however. For
one thing, the reduction of devisen guotas pushed the bulk of
trade with Western Furope into channels covered by “SBwedish
Agreements,” where imports were permitted in excess of amounts
purchased with devisen. Payments into these accounts mounted
quickly from 68,000,000 Reichsmarks in March, to 93,000,000
Reichsmarks in June, and 130,000,000 Reichsmarks in July, 1934.2
The operation of free economic forces also brought about effective
evasions of the prohibitions laid upon raw-material imports: while
cotton imports dropped, they were simply replaced by imports of
yarn from England; and while raw-material imports decreased
from August to September by 21 per cent, imports of manufactured
goods rose by 19 per cent. But it was chiefly the breach in Germany’s
import barriers through the “Swedish Agreements” which turned
her balance of trade between 1933 and 1934 from active to
passive, as shown in Figure 22. An attempt to prevent the abuse
of these clearings for imports actually originating in other countries
by requiring 2 certificate of origin (the so-called “Holland Clause™)
broke down under evasions. The very countries which had usually
accounted for Germany’s strongest expert balances showed the
largest shrinkage. From a favorable balance of 667,000,000 Reichs-
marks in 1933, Germany experienced a turn to an unfavorable
balance of 284,000,000 Reichsmarks in 1934; and of the total

GrerMaN TRapE wite COUNTRIES UNDER “‘SweDIsH AGREEMENTS”¥
(in million Reichsmarks)

Cerman German German
Imports Exports Balance
1933 1,117.2 2,298.9 1,181.7
1934 1,266.6 1,978.5 711.0

# Fiacher, op. cit., pp. 24-25,

1. V.5 K, Vol. 9, No. 3, Part A, p. 97.

2. League of Nations, World Economic Survey 1933-1934 (Geneva,
1935), p. 314.

3. V.2.K,, loc, ¢it, p, 98.
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reduction of 951,000,000 Reichsmarks in the balance, trade under
“Swedish Agreements” accounted for a reduction of 470,000,000
Reichsmarks.

Other circumstances beside the “Swedish Agreements” con-
tributed to this deterioration of Germany’s trade balance. It is
scarcely to be supposed that the formalities attending each export
operation could have had anything but a dampening influence,
even if the sale was made to free-payment countrics. Moreover,
foreign exporters frequently disdained to avail themselves of the
“Swedish’ clearing accounts, and instead delivered goods on eredit
in the hope — iater proven to be fatuous — that payment would
shortly be made anyway. The result was 2 mounting accumulation
of sums owed to foreign countries in German clearing aecounts.
After the English-German clearing agreement went into effect on
August, 20, 1934, British exporlers betrayed a reluetance to ubilize
the payment mechanism, with the result that Sendermark aceumu-
lated in Berlin to the agreed limit of 5,000,000 Reichsmarks, and
mounted thereafter in a special interim account to treble this sum.
In August, 1934, exporters in Lancashire stopped sales to Germany
completely. By this time, German clearing debts amounted in
total to 450,060,000 Reichsmarks, or half again the magnitude of
her 1934 trade deficit.!

This aceumulation of commereial debt per se could searcely
have disturbed a government which shortly before had virtually
defaulted upon a debt of 7,000,000,000 Reichsmarks. But it did
signalize an 'mpasse for German trade. Schacht expressed the
matter thus: ““The aceunulation of debts does not press upon us
as far as concerns foreign exchange, but it is likely to produce
unfavorable psyehological effects.”” Amangst these *“‘psychological
effects” must be counted retaliatory measures such as the decision
of the Lancashire cotion-textile exporters. But the most disquiet-
ing “psychological” factor was the simple calculus of relative prices,
as may be seen in Figure 23, While German wholesale prices rose
from 66 per cent to 73 per cent (1925-1927 =100} and sensitive
prices from 41 per cent to 50 per cent during 1933 and 1934, British
wholesale prices in gold dechined over the same years from 41 per

1. Cf. Eeonomist, Vol. 119, p. 880; ibid., Vol. 133, p. 487; League of
Nations, World Economic Survey 1934-1935 (Geneva, 1935}, p. 22.

2. Emst Wagemann, Zwischenbilanz der Krisenpolitik (Berlin, 1935),
p- 73
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cent to 38 per cent, and French whalesale prices fell from 61 per
cent to 55 per cent.!

The spread of bilateralism in German trade during 1933 and
1934, with which we have been concerned in this section, can by
no means be represented as the consequence of the malevolence of
Germany's creditors. The first clearing agreement and all of those
pertaining to CGermany's relations with Eastern Europe were
imposed by Germany in order to afford security to her own creditor
interests. Compulsory clearings were not threatened by the west-
ern ereditor nations uniil Germany resorted to transfer moratorium,
It is not to be gainsaid that the resort to import quotas, tariffs, and
other protectionist devices had rendered Germany’s lot as a debtor
a hard one. But the reduction of her debt by foreign devaluation,
the adjustment of interest and amortization, and the repayments
actually made, had gone far toward offsetting these handicaps by
1933. The erucial determinant which fastened exchange control
and bilateralism in trade upon the German economy was the
“active economie policy.” If it be said that this was a heroic pro-
gram to lift Germany out of the slough of depression and unem-
ployment, it must alse be said that it delivered the coup de grdce to
Germany’s reputation as the “well intentioned debtor,” and to the
prospect of Germany and most of her neighbors for resuming normal
economic intercourse within the visible future.

1. The divergences of prices were more atriking for sgricultural commodi-
ties, though the influence of exchange control was submerged in all sorts of
protectionist devices. Prices in the following table are expressed in Reichs.
maurks per Kilogram, except for eggs, for which the basis is 106 by count; data
from Reichskreditgesellachaft, Germany's Economic Development during the
First Half of 1938, p. 72.

World World
Commodity Germany Market Commodity Germany Market
Wheat...... 20.55 10.41 Pige. . ...... 96.00 28.37
Rye........ 16.55 6.58 Butter...... 260.00 121.77
Oats,....... 14.88 5.29 Lard....... 181.00 66.86
Fodder Egga....... 11.50 4.97
Barley.... 1545 8.17 (per 100}
Maize...... 15.50 5.84 Sugar. ...... 44.00 9.17
(Plata)
Catdle ...... 82.00 23.87

Cf. also Ecouomist, Vol. 120, p. 14,
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ExcuaNGE CONTROL AS 4 TOTALITARIAN INSTITUTION
A. Schachts *'New Plan’ and the Reorganization of Bilateral Trade.

(1}). The Introduetion of the Plan. Although it would be
impossible to regard the Schacht Plan as a new system of exchange
control, it did involve the general adaptation of the systern both
within Germany and in international payments to the new order
of completely controlled trade. Intricate technical details lie
somewhat afield of our interests, but we should examine the general
scheme as it appeared inside the country and in clearings, payment
agreements, compensation, and “Aski”’ arrangements.

It was freely admitted in Germany, when in the late summer of
1934 the “devisen deficit” mounted to 700,000,000 Reichsmarks,
that the quota system of allocating foreign exchange had failed
abysmally.! In September, Reichsbank President Schacht announced
a system which he labelled the “New Plan,” subsequently enacted
by decree.” The essential principle was that no importer could
obtain an allocation of foreign exchange from the Reichsbank
uniess, prior to the importation, he secured a “devisen eertificate”
issued by special Control Boards.? Several months earlicr, as we
have seen, several Control Boards* had been established, but now
they were increased to twenty-five extending over all imports.
They had as a first duty the determination of the desirability of
imports, allowable prices, and methods of payment; they had
furthermore to detect and rejeet import applications in which
there were hidden premia; and they endeavored to reduce imports
necessitating free-devisen payment. The Control Boards issued
four types of devisen certificates according as the import involved:

(a} cash payments, made chiefly for imports for further fabrication and
re-cxport;

L V.z.K, Vol 9, No. 3, Part A, p. 97; Usterreichischer Volkswirt,
September 15, 1934.

2. R E 1/34 Ue. 8t., September 19, 1934. In references of this sort the
numerator represents the current number and the denominater the vear of
the Runderlass (R E ) issued by the Uberwnchungsstelle (Ue, 5t.).

3. It wus not until June 24, 1935, that importaiion without a devisen
certificate was prohibited; initially only the allocation of devisen required
certificates. Ci. Reichskreditgesellschaft, Germany's Economic Situation at
the Turn of 1935-1936 (Berlin, 1936), p. 60.

4. Cf. p. 205 sbove. Between the introduction of the first Boards on
March 22 and the adoption of the New Plan, their number had been gradually
increased to eleven.
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(b) acceptance credits which would prospectively be renewable, used
only in cases of especial urgeney;

(¢) normal comroereial credits, for which the Reichsbank agreed to
supply devisen after the Tapse of the ordinary commercial “terms” for paying;

(d} clearing and payment-agreement payment,

The inclusion of the fourth category prevented the shifting to these
payment devices of imports rejected as undesirable and ineligible
for devisen allocation. The scheme embraced all payment possibili-
ties with the one exception of “Aski” Marks, which could be used
without previous applieation to a Control Board. On the side of
exports, the New Plan did not contemplate direct control; it
required only an export declaration after the shipment. Export
prohibition was imposed upon certain raw materials, however; the
“additional exports” were still subjeet to the requirement of ad
hoc permissions in every case; and there could, of course, be no
doubt as to the indirect repercussions of import control upon
exports,

Neither the Control Board apparatus nor the regulation
permitting diserimination between import categories represented
inncvations, but the far-reaching extent and objeclives of the New
Plan bespoke a new philosophy of exchange control. The objee-
tives may be summarized as:

(e} the reduction of imports of finished and half-finished gocds; the
reduetion of exports of raw materials; concentration upon exports of finished

ods;
% (2) the reduction of imports from Eurcpesn industrial countries; the
increase of exports to overseas countries supplying raw materials — countries
with which Germany had always had unfavorable balances of trade;

(¢} the restoration of a favorable balance of trade. Thus the New Plan
meznt a change in the composition of teade so &3 to favor employment (it
was believed) within Gerrany: and te effect this change bilateral agree-
ments — wherein governments dictate the sphere and character of exchange
—proved to be a formidable machine. Bilateral trade under this new con-
ception required a recasting of the clearings.

(2). The Western European Clearings. FEven before the
enactment of the New Plan, as we have seen, diffculties encoun-
tered with the “Swedish Agreements’” were incompatible with the
New Plan for a more fundamental reason than this locphole:
control could not extend to the character of imports unless al
trade with a clearing partner was canalized in these accounts.
Frequently, in order to complete control, the clearings embraced
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not only commodity trades but also amortization and interest,
commigsions, tourist expenditures, and the like. The creditor
countries usually forced an earmarking of a part of the German
export surplus for debt service; but pressure was exerted by credi-
tors for the incorporation of such clauses and not for the conclusion
of clearings per se. During the summer and early autumn of 1934,
Germany denounced all the “Swedish Agreements,” except for
Spain and Portugal. The most important of the new clearings
related to Belgium, France, Holland, Switzerland, and the United
Kingdom !

The agreement regarding international payments reached on
November 1, 1934, between England and Germany has been

1. In the German-Belgian agreement (September 5, 1934) o ratio of 100:
62.5 was established between exports to and imports from Belgium. Three
accounts were set up in Belgium:

A — for payments of German imports from that country,

B — for the debt service, and

C — for the free disposal of the Reichsbank,

The interest of Dawes and Young Loans was to be paid in full ; 414 per cent
interest was paid on other Belgian loans; where dividends of 414 per cent or
less were declared the fuli amount was paid, but only one-half of the excess
over 414 per cent, (Cf, Kurt Schneider, Der Welthandel im Clearingverkehr
[Berlin, 1937, p. 12.)

In the French-German clearing agreement (July 28, 1934), 15.75 per eent
of the payments of French importers for German goods was to be paid for
interest on the “Reich Loans” and other German debts.

The agreement with Holland was reached after this country had applied
compulsory elearing in order, first, to eollect a elearing balanee of 170,000,000
Reichsmarks aceumulated against Germany under the “Swedish Agreement,”
and second, to secure the service of the Dawes and Young Loans and the Stand-
still Credits. (Fabricius Helmut, “Das deutsch-niederlindische Verrechnungs-
abkommen,” Devisenarchiv, Vol. 2, No. 5, columns 121-28.)

This agreement, entered into on September 21, 1934, lasted for two
months, until denounced by Holland on December 12, 1934, (Schneider, op.
cit., p. 56.)

The new agreement provided for 314 per cent interest payments on Dawes
and Young Loans and other loans; amounts in excess of 314 per cent were to
be paid, to the extent of two per cent in blocked Marks, four per cent conversion
bonds, or Duwes or Young Marks. Of the export proceeds, 18 per cent was to
be used for paying off the frozen commercial debta from the “Swedish Agree-
ment,” & process which required almost two and a half years. (Schneider, op.
cit., p. 62.)

The Swiss agreement went into operation on J uly 26, 1934. Tourist
traffic was linked with German coal exports to Switzerland. There were fre-
quent revisions later as to the division of the export proceeds, the amounts
set up for payrmuents to financial ereditors, the amount of Swiss exports to
Germany, incidental costs, and devisen put at the free disposal of the Reichs-
bank.



214 EXCHANGE CONTROL IN CENTRAL EUROPE

praised so much cn the German side — it was said to show the
impress of “English realism,” for ‘example'— that it merits at
least passing attention. By the terms of the agreement, German
exports were to bear to English exports a relation of 100:55, and
the proceeds of German exports were to apply to eurrent imports
and to amortization of commercial and long-term obligations in
predetermined proportions. So far there was nothing distinctive
over the ordinary clearing arrangement. Asinmost of the clearings,
furthermore, transit trade was excluded. But in place of settlement
by offset of clearing balances, payments were made in free devisen,
and this circumstance gave rise to the designation of “payment
agreement' instead simply of “clearing.” Was this difference
fundamental, and did it justify the enthusiasm betrayed in Ger-
man comments upon the scheme? It does not require an exeursion
into technical details of the agreement to reveal why the answer
is negative. Free-devisen payment could mean very little when the
rate of exchange had been immobilized against the ordinary forces
of supply and demand; here the old Mark parity still applied and
still operated, of course, to stimulate Germany's imports and
penalize her exports. The prospect of “continuons seitlement in
free devisen” was bound to prove illusory. For that portion of
Anglo-German trade which did happen to “balance off,” the receipt
and subsequent dishursement of its value in devisen gave Germany
no advantage over cleared accounts under a clesring arrangement.
No devisen accrued to Germany for that part of her favorable
balance earmarked for liguidating old clearing debts or funded
obligations. If the balance still left a sum owing to Germany,

1. Fischer, op. cit., p. 31.

2. E.g. Deutsche Bergwerks-Zeilung, Januacy 30, 1937; Fischer, loc. ¢it.,
Neue Ziircher Zeitung, September 19, 1036,

3. Filty-five per cent of devisen resulting from German exports to Eng-
land in any one month was earmarked for imports from Germsny in the
second month. (This percentage excluded German sales to England apainst
blocked Marks, “Aski,’”" and compensation; ef. Schneider, ap. <¢it., p. 35.)
Tnterest on the Dawes and Young Loans was paid in full, but the service of other
loans was covered only by four per cent (not three per gent, a3 provided in the
transfer moratorium) Funding Bonds. The Reichsbank agreed to pay 400,000
Reichsmarls initially against the existing debt, variously estimated at
3,800,000 arnd 5,000,000 Reichemarks, arising from “Swedish agreement”
and Sondermark clearings in the past, and to devote 10 per cent of German
export proceeds to this purpose in the next twelve months. (Cf. Osterreich-
ischer Volkewirt, Vol. 27, p. 106.) Beyond such stipulated applications there

remained a considerable margin of devisen for the free disposal of the Reicha-
bank.
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devisen were indeed to be available, though such a clause as this
appeared in certain elearing agreements and scarccly constituted a
new order of things. But with the Mark overvalued as it was in
comparison with sterling, the prospeets were no more brilliant for
such a free balanee under a payment agreement than under clear-
ings, unless the authorities intervened more promptly to foree the
100:55 German-English export ratio by direct action than they
might have done under clearings. This proved to be the ease.
Whereas the German authorities were originally supposed to grant
import, certificates freely for English waves, only two months elapsed
before sharp restrictions had to be introduced, and this came to
be a matter of frequent occurrence.! The underyling offect of the
Mark rate to pile up a one-sided balance in the opposite direction
from that contemplated in the agreement was only offset by direct
Hmitations; and the selilement of accounts in free devisen fell to
the order of an insignificant technical detail. The relative ami-
cability marking negotiations regarding these limitations may at
bottom have occasioned the favorable response in Germany; but
the enthusiasm for payment agreements per se seems to have rested
upon delusion, as even one German writer intimates? Payment
agreements did indeed affect technical simplification, which was
ardently desired. The imposition of the New Plan had necessitated
the erection of a Clearing Office in October, 1934, as a subsidiary of
the Reichsbank, and the detailed regulation of imports entailed
further extensions of the bureaucratic machinery and the “immense
war of forms-to-be-filled-out.”® The burden of these formalities
weighed heavily, not only upon the German importer but also
upon the foreign seller. Under previous clearing agrecments, the
German importer had occasionally been ‘“permitted,” in the
unconsciously ironical official language,* to carry through these
onerous pracedures for his foreign trade partner. This “‘permis-

1. Reichskreditgesellschaft, Germanv's Fconomie Development during
the First Half of the Year 1935 (Berlin, 1935), p. 57; Department of Overseas
Trade, Economic Conditions in Germany to March, 1936 (London, 1936),
pp. 173-174.

2. H. Schumacher, “Germany's Present Currency System; its Develop-
ment and its Reform” in A. D. Gayer (ed.), The Leasons of Monetary Experi-
ence (New York, 1937), p. 221.

3. Bernhard Bennings, “Der MNeue Plan und die Neuordoung der
deutschen Aussenwirtschaft,” Jahrbicher fiir Nationalékonomie und Statistik,
Vol. 142, p, 43.

4. Wagemann, op. cit., p. 72.
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sion” came to be rather generally incorporated into the payment
agreements; and since a disburdening of the foreign trader must
have aided German exports and imports at least slightly, there was
rational cxplanation, however tenuous, for the popular vogue of
the agreements. Furthermore, the frequent interference of author-
ities to keep the balances at the stipulated ratios prevented the
piling up of clearing balances, always distasteful to creditars,
including German creditors. Aside from these considerations, the
German business community battencd upon delusion if it imagined
that the mere employment of devisen was a step toward free
payments.

Nor does it seem possible to interpret the supplanting of
clearings by payment agreements, first for England and subse-
quently for Belgium and Franee,! as betokening any weakening
from the policy of bilateralism in official quarters. Nor did the
maledictions healped upon the clearing system by Schacht, who
proclaimed it to be “atrocious,” and by the German journalistg
and pamphleteers interfere with a vigorous prosecution of the
program to expand German trade by clearings, compensation, and
other bilateral devices. In the course of a few years it ceased to be
fashionable to deprecate these methods of trade, and instead the
Economic Minister urged the world “to look for the basis of inter-
national currency stabilization in a sensible clearing system” in
whieh, as he justly observed, “the Germans have had more experi-
ence than anybody else in the world.”® And at the same time a
representative of the fraternity of cconomists in Germany volun-
teered the suggestion that bilateralism should be regarded, not as
a counsel of desperation, but rather as the modern and really
adequate system of international trade and payments®* Mean-
while, as was to be expected, German economic missions worked
assiduously toward the extension of clearings and compensation
to regions nat already eovered by hilateral agreements.

(3). Clearings and Compensation with South America and
Southeastern Europe. As for the South American countries, clear-

1. The Belgian payment agreement was eoncluded on August 1, 1935,
and the French on August 1, 1937, the latter after two years required for the
liquidation of arrears on the old clearings.

2. Le. scheusslich; ¢f. address of Schacht at Leipzig on March 4, 1935,
Economist, Vol. 120, p. 526.

3. Address of Walter Funk, New York Times, March 7, 1030,

4. Meyer, op. cit., passim.
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ing agreements were concluded, for the most part shortly after the
introduction of the New Plan, with Argentina, Brazil, Chile,
Colombia, and Uruguay.! There seems to have heen a desire on
the German side to compass two mutually exclusive ends — the
enforeement of repayments on outstanding obligations to Ger-
many and the expansion of German exports. The attenuation of
the traditional German export balance with Western Europe led
to an export drive on South America, but the fact that Germany
had ordirarily had a strong import balance from these latter
countries should scarcely have led to the expectaiion of much
suceess. Resori was had in Germany’s Latin American trade to the
“‘Aski” device, presently to be considered.

Commercial relations with Southeastern Kurope proceeded
under both clearings and compensation. These clearings revesl
quite clearly the tendencies of costs under bilateral trade and are
reserved for separate analysis later. Compensation dealings with
the Southeast assumed some importance at an early stage of Ger-
man exchange control. In 1932 the Reemtsma cigarette firm bought
250,000,000 Leva of tobacco from Bulgaria through the intermedia-
tion of the Bulgarian National Bank against the cancellation of
187,500,000 Leva of frozen German claims and the export of Ger-
man goods foc the the balance. Similar arrangements were entered
into during the same year with the Greek and Turkish governments.
Thereafter the opening of clearings largely supplanted compensa-
tions with these couniries. The barter deviee served as the only
basis of trade with Austriz and Poland until the establishment of
clearings on August 10, 1934, and November 20, 1935, with these
two countries respectively,

The characteristics of the German system of compensation in
these instances and in its special “Aski” phase are permanence and
the enforcement of a more or less overvalued rate on the Mark.
The United States exchanged wheat against Brasilian coffee in
1931 and wheat against Chilean saltpeter in 1932, but these deals
were made at free exchange rates and were recognized as emergeney
measures establishing no precedent The Austrian “private

1. Argentina, September 26, 1934; Chile, December 26, 1934; Colombia,
July 1, 1937; Uruguay, November 6, 1035; The date of agreement with Brazil
i8 not known precisely, but is supposed to be late in 1934. Cf. Schoeider,
op. ¢it., pp. 108-125, 140f,

2. Oger H. Bourdeaud’huy, Accords de Compensation et Conventions
de Paiement {Antwerp, 1938}, p. 23.
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clearing” transactions bore some resemblance to barter, but they
gradually led to the establishment of a fairly “true” rate of exchange
on the Schilling, so that their perpetuation was a matter of indiffer-
ence.! In Germany, however, though the exchange-control
suthorities themselves permitted, and indeed fostered, a large
number of devices tantamount to devaluations of the Mark, they
strongly disapproved of any correction of the Mark rate under
private auspices. The history of German compensations consists
largely of attempts to render impossible the payment of concealed
premia on foreign currencies, and yet {o preserve as a perinanent
matter this safety-valve for the tightly compressed channels of
trade under bilateralism.

Aski Marks are instruments of controlled barter: payment for
each stipulated commodity imported into Germany from s certain
country is made by erecting an ad hoc selier’s account, which he
¢an then draw upon for German goods of certain categories under
conditions latd down by the exchange control authorities.? At first,
imports under the Aski arrangement were not subjected to the
limitations imposed by the New Plan, and the huge accumulations
in these accounts became a serious menace when even regions such
as the Saar and Russia resorted to the accounts. Subsequently a
devisen eertificate issued by a Contrel Board was required for
all imports under Aski, and the permission to import in each
case also embraced the kind of goods which eould be taken
from Germany as the guid pro quo® But for the time being
the authorities cherished the delusion that this cumbersome
ad hoe procedure could be avoided by the formulation of certain
general principles*

(2} Exports under Aski compensation must he “additional,” in order to
avoid the trapsfer to this procedure of exports which would otherwise bring in
free exchange;

1. Cf. pp. 47-52 above, and Miles Horna, “Clesring und Zahlungskom-
pensation der Tschechostovakei mit dem Auslande,” in J. Mayer, M. Horna,
A, Sourek, Neue Wege der Handelspolitik (Prag, 1936), p. 168.

2, The term “Aski” was coined from the initial letters of the full designa-
tion Auslinder-Sonderkonten fiir Inlandszahlung.

3. Miller, op. cit., pp- 282-284; cf. R K 46/38, Richtlinien IV, 14, Abs. 2.

4. By decree of December 9, 1934 (R E 157/34 Devisenstelie), Aski
Marks were divided into two eategories, firm Aski and bank Aski. The former,
by requiring the preservation of identity of the foreign snd domestic partners,
came very close fo pure barter; whereas the bank Aski, permitting purchase
and sale of the instrument. in the country of origin, tended in the direction of
a free bill of exchange.
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(&) Only economically important raw materials shall be imported;
(¢) Prices of exports must be as high and the prices of imports as low asg
possible to achieve the most advantageous terms of trade.!

By these stipulations it was believed that the Aski Marks could be
developed into a “refined form of foreign trade.” The vohune of
Aski transactions mounted steadily from the autumn of 1934 to the
end of 1935, and official optimism grew apace. The Berlin Busi-
ness Uycle Research Institute, originally sceptieal of the value of
barter dealings,* soon found complimentary remarks to make upon
the system, and Wagemann, its director, foresaw a salutary efiect
apon Germany’s trade balance.®

The profit motive of imporiers and exporters alike in no wise
conformed to the general prineiples which were promulgated for
compensation transaetions. The relstively high domestic prices in
Germany enabled the importer to offer high premia in such deslings,
with the result that imports were stimulated and the overvaluation
of the Mark was made painfully obvious. Furthermore, the rise
of premia tended to advance the prices of goods not imported or
manufactured from imported raw materials (for these would, in
the absence of price regulation, be high in all events) but standing
in & substitute relation to them.5 On the other hand, as the premia
developed, exporters were more and more tempted to divert their
sales from channels bringing in free devisen, which had 1o be sold
at the low Reichsbank rate, to the channel of compensation. The
history of compensation, including the Aski variant, is a story of
persisting private evasion and retaliation by authority. When the
payments of premia were prohibited, the premia were paid and
deposited abroad. When this also was prohibited, importers
resorted to the secret payment of premia by taking over incidental
costs and risks. And when the state extended jts inspection to
these minutiae in each transaction, there arose the so-called & mefd
deals between German exporters and imperters, in which the
former, for a share in the latter's profits on no- or low-premigm

1. Paul Bothe, “Die privaten Verrechnungsgeschiifte,” Devisenarchiv,
Vol. 2, No. 41, pp. 11771188,

2. Arno Seeger, “Was bleibt vom ‘Aski' Verfahren,” Devigenarchiv,
Vel, 3, No. 27, p. 317.

3. Bergmanon, “Die Einschrinkung des privaten Verrechnungsverkehrs,'
Devisenarchiv, Vol. 2, No. 11-12, p. 306,

4, V. z. K, Vol. 9, No. 3, Part A, p. 99.

5. V.z K, Vol. 10, No. 1, Part A, p. 13; Wagemann, op. ¢it., p. 72,

6. Rudolf Eicke, “'Warum Aussenhandel?”’ {Berlin, 1936), p. 42.
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imports, conveniently found it impossible to dispose of his wares in
any other way than by Aski or other compensation accounts.

The difficulty of suppressing evasions led to a large number of
regulatory decrces' and eventually to the decline of compensation.
Asearly as March, 1935, a decree provided for careful investigation
to determine whether the import were “additional,” and listed
certain goods as excluded from exports by compensation. If the
import involved “unneeessary’” goods, 30 per cent had to be paid
in free exchange; and if foreign raw materials amounted to more
than 20 per cent of the value of the export, the oxcess had also to
be paid in free exchange. On December 27, 1935, new regulations
were decreed which marked the beginning of the end of delusions
nourished in Germany with regard to eompensation and Aski
trade. A new attempt was made to give an authentic interpretation
of the term “additional exports”; this time they were represented
as “exports which cannot be carried out against foreign exchange
but only against purchases of foreign goeds.” That this definition,
if applied to practical operations, actually left everything to the
discretion of the authority investigating the individual case does
not require proof. A new and much more extensive list of export
goods which could not be admitted to compensations and Aski
transactions was published. Another list concerned import goods
which were considered indispensable; imports of goods not on this
special list could be made by means of compensation only if the
companion export were three times as large; two-thirds of the
export price had thus to be paid in free devisen, The last regulation
did not apply to South and Central American couniries at this time
but was extended to all countries in 1937. Throughout the whole
period since the end of 1935 the use of Aski and compensation
dealings was more and more eliminated it connection with clearing
agreements. On November 5, 1936, a decree permitted only com-
pensations of 50,000 Reichsmarks or more. In February, 1937,
8 new regulation stated that compensation transactions and trade
by meansof Aski Marks would no longer be permissible in trade with
a number of oriental countries.? Compensation played an important

L. The most important of these decrees were: R E 121/3¢ D. 8t. 10/34
Ue. 8., RE177/34 D. St. 36/34, Ue. 5t. sub IV; RE 2/236 D. $t.; R E 187,37
D. St. 46/37, Ue. 5. sub II, 4. Cf. also Wolfgang Goedecke, ‘Das Primien-
verbot bei privaten Verrcchnungsgeschiften und sein Strafschuts,” Devisen-
archiv, Vol. 3, No. 44, p. 545 H.

2. Burma, Ceylon, China, Egypt, India, Philippine Yslands, Siam, Straite
Settlements, and Sudan.
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rle in the liquidation of the French clearing, but disappeared in
this segment of German trade thereafter. What was left worthy of
mention in the sphere of barter transactions was the employment
of bank Aski with Central and South America — here the technique
more closely resembled clearing — and compensation for transac-
tions in exeess of 50,000 Reichsmarks with Arsbia, British East
Afriea, British West Africa, and Trak,

We have passed in brief review the revisions in Germany’s
international trade arrangements which were introduced in order
to put into effect the striet bilateralism and the direct control of
the compesition of exports and imports contemplated by Sehacht’s
New Plan. What were the results of this new dispensation?

B. The New Plan in Operation.

The development of Germany’s foreign trade in the next few
months after the enactment of the New Plan was not promising.
The adverse balances of December, January, and February indicate

Importa Exporta Bzlanee

(in million Reichamarks)

1934 July 362.7 3212 —41.5
August 3422 3339 —a1
September 351.8 350.3 —-1.5
October 349.2 3G5.9 4-16.7
November 345.7 355.7 +10.0
December 300.2 353.7 —45.5

1935 January 417.3 299.5 —1178
February 359.7 302.4 —57.3

that the underlying tendency toward import surpluses had not
been conguered. Officially it was explained that these figures did
not reveal the true state of affairs; first because, with the increase
of compensation, exports frequently followed the companion
imports by several months; and secondly beeause, with the appear-
ance of new “raw material eredils,” another lag of similar character
was interposed.! Estimates of the share of compensation in Ger-

1. The scheme of these credils involved importing raw material into
Germany on eredit; after the expori of the manufactured goods to a third
country, the purchaser there discharged the German debt by directing pay-
ment to the supplier of raw materials in the first country, As was generally
the case with such attempts to preserve elements of triangular trade amidst

the growing bilateralism, this method of conducting internaticnal trade,
introduced in 1934, never attained an important magnitude.
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man trade do not exceed 10 per cent! in these months when the
trade defieit amounted to substantially more than this; and further-
more many barter dealings required a simultaneity of export and
import, so that the official explanation fails to mimify the adverse
trade development very considerably.

This development indicated plainly that the original restrie-
tions were inadequate. It has aiready been remarked that the New
Plan had not made the possession of a devisen certificatc & prereq-
uisite of importatien,? and still the authorities hesitated to impose
so Tigorous a measure. Custom officials were instrueted to report.
goods which passed the frontier without devisen certificate, in
order to provide a check upon illicit imports. Under a so-called
“political prohibition on devisen clearance’™ of May 6, 1935,
devisen certificates were made mandatory for imports from France
and Czechoslovakia, This measure had as its immediate 2im the
exerting of pressure upon these countries in the midst of commercial
treaty and clearing negotiations*; but it undoubtedly paved the
way for the decree of June 24, 1935, prohibiting all imports without
devisen certificates. On the other side, strenuous efforts were made
to increase exports — by appeals to the goodwill of German firms,
and by threats to close off the supply of raw materials for firms
with slackening exports, Despite the increased severity of the
exchange control regime, the German export quota (exports as a
percentage of domestic production) remained at level far below its
extent even in 1933, the year of most acute depression.

Tee German Exrorr Quora 1931~1935*

1931 30.9% 1934 1599
1923 22.5%, 1935 15.297,
*V.r K., Vol. 13, No. 3, p. 313.

Voices were not altogether lacking in this very discouraging
situation for a reconsideration of the wisdom of the “autonomous

1. Benning, op. cit., p. 47.

2. Cf. p. 211 above.

3. Devisenpolitisches Abfertigungaverbot.

4. It is worth recording that these sharp weapons of the New Plan were
used against the very two countries which in the antumn of 1924 had expressly
demanded the ennctment of Schacht’s acheme, presumably as a defense against
the accumulation of German clearing debts. Cf. Economist, August 3, 1935,
p. 230. Thia forms an amusing parallel with the case of the American bankera
who in 1931 welcomed exchange control in Germany and urged a strict
administration of the aystem.
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economic policy” and autarky. Gottfried Feder, the theorist of
the National Socialist party, who had advocated a completely
autarkic policy, was allowed to fall into oblivion. Schacht spoke of
the “run-down autarky nag,”? and Neurath, another member of
the government, cxpressed the opinion that “the catch-word
‘autarky’ has been discarded,” and that “no one in the government
believes in the isolation of Germany from abroad.’”? Sentiment in
favor of devaluation darcd io come out inte the open again, and a
distinguished foreign economist ventured that, “It is to he antici-
pated . . . that in the future Germany will not object to a policy
that aims at gradually restoring to international trade, in some
measure at least, the important part it formerly played in the world
economy.” But these hopes proved to be false. In May, 1035, the
levy on exports to provide a subsidy fund was imposed,* and
thereby another decisive step was taken in the course of economic
isolation.

Germany’s fareign trade faithfully reflected the tenor of the
New Plan. To be sure, the last quarters of 1985 witnessed the sup-
planting of unfavorable by favorable balanees, and the year closed
with an export surplus of 111,000,000 Reichsmarks ; but this
outcome resulted from a percentual decrease of imports nearly
three times as large as the percentual increase of exports. Bilateral-
ism left its impress in a decrease in Germany's favorable European
balance and a decrease of her unfavorable overseas balance.
Imports from Europe in 1935 at 61.6 per cent of total trade reached
the highest share since 1929, while the share of exports to European
countries fell from 76.3 per cent to 73.2 per cent between 1934 and
1935, a development which carried on persistently up to the
outbrenk of the present war. In 1935 the favorable balance of
trade with Europe reached its minimum at 560,500,000 Reichs-
marks, while the import surplus with the rest of the world was cut

1. Abgeklappter Autarkiegaul; of. Wagemasn, op. cit., p. 4.

2. Osterreichischer Volkswirt, Vol. 26, p. 637, These remarks made in an
sddress at Hamburg conflicted directly with Neurath’s declaration gt Bremen
& short time before that it was imperative to “make pur people and our
economy independent of foreign foadstuffs and raw materials, and to produce
at home everything which we ean produce.” Cf. loe. cit. The eontradiction
indieates the contemporary confusion and the tenuous character of much
which goes by the designation of “economic policy.”

3. Bertil Oblin, “International Trade and Monetary Policy,” Index, Vol
8, No. 115, p. 154.

4. Cf. pp. 239-240 below.
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down from 912,000,000 Reichsmarks in 1934 to 449,500,000 Reichs-
marks in 1935.' The old trade system by which Germany paid
with exports to Europe for her imports from overseas was obviously
breaking down under the pressure of bilateralism. As we shall see
in the next section, 1935 was the year in which the adverse effects
of the new system made themselves most seriously felt. Figure 24

GERMAN IMPORTS A8 A PERCENTAGE OF WORLD IMPORTS
AND GERMAN ExPoRTS a3 o PErCENTAGE OF WoRLD ExpoRTa

=== German Imports

g === German Exports

—ﬂm—*—»mJ—»—w—lm___LW_Lwﬁ_,J_,___M_
1829 133¢ 1334 1932 1933 1934 1935 1336 1937
Fio. 24.%

*For data and sources, see p. 393 below.

shows the low level to which German exports relatively to exports
over the world had fallen.

As far as concerns the composition of foreign trade, the trade
statistics reveal a considerable success for the New Plan, On the
export side the share of raw materials was pushed down from 11.1

1. Cf. p. 385 below.
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per cent to 10.5 per cent, of {oodstuffs from 3.6 per eent to 2.2
per cent, while exports of finished goods rose from 75.6 per cent to
77.6 per cent. On the import side the share of raw materials
increased from 34.6 per cent 1o 37.7 per cent, while the percentage
of finished goods imported to total imports fell from 12.9 per cent
to 9.8 per cent. Foreign trade was undoubtedly being forced
along the paths desired; at what costs this was achieved we shall
see later.

8ix months after the adeption of Schacht’s New Plan — in
March, 1935 — Hitler announced the withdrawal of Germany from
the Disarmament Conference and the reintroduction of conscrip-
tion; this signalized a new epoch not only in international affairs
but in the German cconomy. Before, as after this turn, the exten-
sion of employment and output was financed by credit cxpansion,
but as the Minister of Finance explained, work ercation by public
works was to a large degree supplanted by rearmament.! Hence-
forth it will be necessary to bear in mind constantly that the
appraisal of exchange control and other economic policies, however
much their truly economie efficiency may have counted even with
the authorities of the National Socialist state, must bow to the
frankly non-economic aims of the dominant political philosophy.

In the sphere of domestie finance, the volume of commmercial
and treasury bills had risen by 4,600,000,000 Reichsmarks between
1933 and 1935 and, if the tax-exemption cectificates are included,
by something exceeding 35,000,000,060 Reichsmarks. Total bill
holdings of the banking system rose from 7,118,000,000 to 10,230,-
000,000 and to 12,173,000,000 Reichsmarks from 1933 to 1935 and
1936, and the bill holdings of the Reichshank from 3,149,000,000
to 4,423,000,000 Reichsmarks from 1933 to 1936.2 As far as con-
cerns the note circulation: there was an increase of about one-third,
or 1,000,000,000 Reichsmarks, from the middle of 1933 ito the
middle of 1936.> The efforts of the German economic authorities
to divert the increased flow of income away from consumption
expenditure help to account for the “uninterrupted, though not
alarming, rise in note circulation,” as Poole points out; and another
circumstance was the rise in relative significance of transactions by

1. Schwerin von Krosigk, Nationalsozialistische Finanzpolitik, Kieler
Vortrige No. 41 {Jena, 1936), p. 11.

2. Reichskreditgesellachaft, Germany's Economic Development during
the First Half of the Year 1936 (Berlin, 1936), p. 41.

3. Cf. pp. 373-376 below,
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cheque.! Furthermore, as he observes, since the German people
attached great significance to the note-circulation figure because
of their sad experience in the post-war inflation, the authorities
exerted themselves especially to restrain its increase. Most of the
new finaneing took the form of Solawechsel sold by the Golddiskont-
bank to commercial banks, the proeeeds being used to buy up
Treasury bills (rediscounted at the Reichshank) which lay at the
base of work-creation activities. Consolidation loans at frequent
intervals transformed most of this short-term debt into funded
obligations, though over the years 1935 to 1939 the Solawechsel
circulation rose with marked fiuetuations to one and a half billion
Reichsmarks.?

The first large operations by the government on the capital
market began in 1935, being prepared for by the Loan Stock law
of December 4, 1834, which limited dividends to six per cent and
required the investment of excesses in the Golddiskontbank. Sums
paid into the Bank did not prove to be a substantial source of
siate finance, but the speculative advance of corporate securities
on the exchanges was throttled and consumption curbed® In
January, 1935, the government carried through sn cight billion
Reichsmark mortgage bond conversion from 6 per cent to 414
per cent by offering a single two per cent bonus to the owners and
by announcing that those who did not notify of non-consent —
the political strategy is apparent — within a brief period would be
deemed Lo have consented! Another two billion of Reich and
provineial bonds were converted with equal success a month later.
Measures to lower bank interest rates were adopted in 1935 and
1936, and with the preparatory moves completed, a series of fund-
ing operations during these years succeeded in mopping up 5,300,-
000,000 Reichsmarks of short-term funds.®

Fostered by a tremendous cxpansion of credit and by a
consistent policy of turning back real income gains into invest-
ment, industrial production increased rapidly, especizlly in the
favored category of capital goods. But despite the exceeding of the
pre-crisis level of industrial production in 1936, the volume of

1. Poole, op. cit., pp. 111, 161.

2. Pgole, op. cit., pp. 120-121.

3. League of Nations, Monetary Review 1937-1938 (Geneva, 1938), p. 56.

4. Cf, Guillebaud, op. cit., pp. 78 79.

5. Reichskreditgesellschaft, Germany's Economic Development during
the First 1Talf of the Year 1937 (Berlin, 1937), p. 51.
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GurMaN INDUsTRIAL PRODUCTION 1932-1936*
(1928 =100; Montihly averages by years)

All Goods Capital Goods Consumption Goods
1932 54.0 35.4 740
1933 6L.5 449 80.1
1934 80.9 4.8 80.6
1935 85.3 102.4 835.6
1936 107.8 116.6 95.6

* Reichlreditgesellachaft, Germany's Economic Development during the First Hali of
the Year 1937 (Berlin, 1937), p. I4.

German imports and exports (computed at the prices of 1928) were
36 per cent and 21 per cent less than their level in 1928, The New
Plan, whatever else its accomplishments, as for example, in chang-
ing the direction of trade,! was failing to keep the supply of imported
goods, particularly of imported raw materials, abreast of Ger-
many's needs in an epoch of sirong economic expansion. Further-
mote, and still more notably in view of the avowed principle of the
Plan to edapt imports to available means of payment, German
indebtedness on clearing accounts was becoming a chronic malady.
It is by no means mysterious why this should be true. Between

GERMAN CLEARNG DEBTA®
{In million Reichamarks)

December, 1934 450 November, 1935 515
March, 1935 567 April, 1936 &00
April, 1935 500

* Economint, “'Germany’s Clearing Debta,” Vol. 123, pp, 485-486.

1933 and 1936 world prices rose by 1.6 per cent, while German
wholesale prices advanced by 13.7 per cent and prices in Gerntany
of industrial finished and half-finished goods baving their prices
determined upon world markets increased by 23.5 per cent. Did
the New Plan, as the official position maintained, aetually prevent
& bad situation from becoming worse or did it aggravate dificulties?
This preblem will be investigated in a subsequent section on prices
and costs in bilateral trade. We may profitably conclude the pres-
ent section on the technique of the New Plan by recurring briefly
to the perennial and lively issue of the currency standard, and the
connection between devaluation and the burden of foreign debts.
Throughout 1935 and 1936 devaluation was the conter of
spirited discussion in Germany. In August, 1935, Schacht threat-
1. Cf. pp. 223-224 abaove.
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ened to take vigorous measures against the “psychosis concerning
real values”;' and the situation came to be particularly tense in
the spring of 1936, when an antj-Schacht faction within the Party
demanded devaluation as the solution of foreign trade problema.?
German export interests also shared this view, maintaining further-
more that eoncealed devaluation in the form of the export levy bore
upon themselves alone, whereas outright devaluation would be
“borne” also by importers® But the voice of the opponents pre-
vailed, and export levies and subsidies continued. In defense of the
government’s position the arguments were merely a repetition of
what had been said against devaluation after dollar devaluation
in 19334 Such a move, it was said, would raise the prices of
imported raw materials. In point of actual fact, as a subsequent
section will reveal, this argument bad only a narrowly restricted
validity because of the rise of import costs under clearings and com-
pensations. The psychological argument from the angle of the
danger of a velocity inflation was still heard. Fioally, it was held,
devaluation would increase the burden of foreign debt. Now
the truth of this contention is itself unimpeachable; but apparently
in order to apologize for what may have secmed to be too frank
a rtecognition of a genuine “my-gain your-loss’” situation, the
official German rejection of devaluation on the burden of debts
basis was eoupled with a specious argument which attempted to
prove that “devalustions in the chief ereditor countries seem to
represent a cancellation of 4,000,000,000 Reichsmarks of foreign
debts. But actually as a consequence of devaluations, the (Ger-
man) export price level fell so low that the real burden of debt sub-
stantially exceeded the nominal burden.”* The logical relevance of
this sort of consideration to the question whether Germany would
herself gain by devaluation is not apparent; but even as an indireet
apology for refusing to hand back to the creditor countries the
windfall gains accruing to Germany from their devaluations, the
argument cannot in fact prevail.

The basis for the official position, as the quoted sentence

1. Yo an address at the German East Fair at Konigsberg; ef. (sterreich-
ischer Velkswirt, Vol. 27, p. 919,

2. Economist, Vol. 123, p. 237.

3. Waldemar Swoboda, “Vertagte Markabwertung,” Osterreichischer
Volkswirt, Vol, 28, p. 704,

4, CI. pp. 225-226 above, and Guillebaud, op. cit., pp. 23-24, 66-67.

5. V.a.K, Vol. 11, No. 1, Part A, p. 53.
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reveals, is the adverse effects on German export prices produced by
foreign devaluations. Coneerning the adverse effect of foreign
devaluations upon German export prices there can be no question,
But in order to demonstrate that Germany’s real debt burden was
absolutely greater despite the nominal cutting of debt by devalua-
tion, it is not sufficient to restrict the view exclusively to her export
prices. A favorable balance of trade is not dependent simply upon
export prices, but upon the relative development of export and
import prices, that is lo say, upon the terms of trade.

The collapse of raw material prices during depression turned
the terms of trade strongly in Germany's favor, as shown in Figure
25. This movement reached its peak in 1932; subsequently, with
the recovery of prices for primary produets, Germany began to
lose the advantage gained between 1929 and 1932; even at its low
point in 1937 the ratio of export prices to itaport prices did not fall
below 117.6 (1929=100), and in 1938 it had recovered again to
128.8. The effects of this development upon Germany’s balance
of trade are striking. By adjusting the actual values of German

exports and imports so as to represent the volume of forsign trade

at the prices of 1929, we obtain the result that Germany would
bave accumulated in the years 1931-1938 apn adverse balance of
trade amounting to 10,720,000,000 Reichsmarks. As it was, Ger-
many was actually able to secure during this span an aggregate
Javorable balance of trade of 5,230,000,000 Reichsmarks. The
excess of the balance of trade in actual values over the balance at
the prices of 1929 amounted to 15,950,000,000 Reichsmarks.!
Since the real burden of {oreign debt depends upon the rela-
tion of irport to export prices, we may obtain an approximation of
the real burden by multiplying the nominal amount of debt at
various dates by a factor in which the index of import prices is the
numecrator and the index of export prices the denominator. This
gives the following results. It is naturally impossible to ascertain
what course would have been taken by the terms of trade in the
absence of sterling and dollar devalustions. But it is certain that
in the actual situation, including devaluations, the real burden of
German foreign debts, instead of increasing relatively to the nom-
inal amount of debts in accordance with contention of German
apologists for exchange control, actually deereased. The obstacle
to devaluation from the angle of the burden of foreign debts was

1. Cf. statistics given on p. 392 below,
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therefore a much less serious matter than represented; and further-
more, the magritude even of the nominal debts had been halved
since the introduction of exechange control.

GeRMAN IMPORT AND Exrort Prices aND TERMS oF TRADE
(1929=100)

~— = === [mport Price Index
= o === Export Price Index
e [ndex of Terms of Trade
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* For data and sources, see p. 392 below.
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Other arguments directed toward the correction of the German
exchange disequilibrium by devaluation in 1935 and 1936 carry
still less weight. It was held that the measure would usher in a
period of rapidly rising prices. If, however, the devaluation of the
Mark were not pressed below the parity of exchange equilibrium,
no “‘mechanical’’ cause of price inflation would exist. Such “psy-
chological” factors as a flight of capital to foreign currencies,

Torar VaLur oF GErMaN FOREIGN INDEBTEDNESS
(In billion Reichsmarks)

Nominal* Realt
July 31,1981, ......... ... 23.8 19.27
November 30, 1931, ............. 21.3 17.25
February 20,1932.............. 20.6 14.21
September 30,1932, ............. 19.5 13.45
February 28,1933, . ............ 19.0 13.30
September 30, 1933.............. 14.8 10.36
February 28,1934.............. 13.9 10.29
February 28,1035.............. 13.1 10.35
February 29,1936.............. 124 10.17
February 28,1937.............. 10.8 0.72
February 28,1938.............. 10.0 7.78
February 28 1939................ 9.5  —

* League of Nations, Balances of Paymenta 1937 (Geneva, 1938), p. 110; ibid., 1938
(Geneva, 1939), p. 58.
omputed from export and import price indices as given on p. 392 below. Territorial
changes in Germany deprive these indices of significance after 1938.

including the pressure of Jewish emigrés’ funds and a domestic
flight through dishoarding, were already controlled with Draconian
severity through exchange control and domestic price regulation.
With vastly less authoritarian control, the Czech Krone and the
Belgian Frane were, at the same phase of developments, devalued
without untoward consequences upon domestic prices. It was
argued in Germany, further, that devaluation would provoke
foreign retaliations; but the inverse proposition would seem more
plausible, that it was the persistence and not the termination of
Mark overvaluation which invited retaliation. Efforts on the part
of Germany to offset the overvaluation were rather widely (and
without much diserimination) regarded as dumping, as for example
by the United States, which imposed special import levies on Ger-
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man products in response to the German “export-subsidy’”’ tax.!

All'in all, by the close of 1936 the only real argument against
devaluation was one which rarely eame clearly into the light of
publicity — its incompatibility with the “active economic policy.”
Despite the New Plan, foreign trade had taken such a turn that, in
the words of the Reichsbank report of March 10, 1936, “‘only the
most urgent needs of Germany could be satisfied.” Once begun,
economic planning seemed to show an inherent propensity toward
indefinite expansion. Devaluation would have stopped and
eventually reversed the tendency, but a totalitarian state does not
aspire to a reduction of its own importance. The perpetuation and
intensification of ceonomie principles embodied in the New Plan,
both in the domestic and forcign trade spheres, was possible, to
quote a German commentator, because Germany was “‘willing to
bear the heavy economic armor, the pressure of which was felt
always and everywhere, and whick narrowly hampered free
action.”

Compare this evaluation with the pronouncements of a recent
and fervent defender of the German control system. Referring to
the New Plan, Dr. Fritz Meyer states in his memorandum to the
Bergen Conference that

“the raw material quotas and the preferential allocation of lzhor for export
industries led to just such s liberation of goods and services from demestic
consumption as there would have been under the price mechanism of a free-
exchangs economy. . .. And because the sale of exports involves a pricing
problem pot solved by the mere liberation from domestie consumption, the
additional export procedure pushes the level of export prices down as far below
the general domestic price level as competition requires.’”

Upon this basis Meyer is ready to reach the conclusion that

“the German exchange control is a new monetary system, which, of all gystems
existing at the present, embodies in the purest way the fundamental prineiple
of the classical gold standard, that is to say, the maintenance of s stable
exchange rate by adjustment of the domestic price level.”

1. League of Nations, World Economic Survey 1935-1936 (Geneva,
1936}, p. 200. Countervailing import duties from 2214 per cent to 56 per
cent ad valorem were placed on many German products imported into the
United States.

2. H, Schumacher, op. cit., p. 225. The tense of the verbs has been
changed,

3. Fritz Meyer, “Devisenbewirtschaftung als neue Wihrungsform,”
Weltwirtschaftliches Archiv, Vol. 48, No. 3, pp. 465-466.
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Were the ‘‘stable exchange rate” represented by the official value
of the Reichsmark actually achieved by an “adjustment” of prices
within Germany, it would be pointless to proceed, as we do in the
next seetion of our analysis, to a discussion of the overvaluation of
the Mark. Equilibrium would have been brought about by defla-
tion. Alternatively, a reduction of the official value of the Reichs-
mark would have removed the diffieulty which Meyer refers to
tactfully as “‘a pricing problem not solved by the mere liberation
{of resources) from domestic consumption.” When the German
authorities rejected these alternatives, they also rejected the “fun-
damental principle of the classical gold standard,”” which is its
automatic or quasi-automatic operation. Aceording to Herr Funk,
the Minister of Economics, the export trade involved some 40,000
separate transactions daily, with upwards of 40 forms to be filled
out for each transaction.! This may be suitable to the purposes of
the totalitarian state, but it can scarcely be thought compatible
with the principles of an international gold standard.

THE OVERVALUATION OF THE MARK

To define the equilibrium rate of exchange formally is one
thing; to determinc its value empirically is another. When the
question involves the degree of overvalugtion of a currency during
profound economiec and financial disturbances, especially when the
ordinary economie variables such as commodity prices, wages,
interest rates, exports, imports, and capital movements are subject
at every turn o authoritarian interference such as “price stops,”
subventions, quotas, tariffs, and exchange control, the problem
becomes formidably intricate. The equilibrium rate itsslf has been
definitively deseribed by Pigou as the rate which satisfes the
condition for commodities entering into international trade that “‘a
unit in the country of export shall buy a claim in the eountry of
import to a unit minus the cost . . . involved in sending it there™™;
or in other words, that aside from discriminaling monopoly,
profitable international arbitraging operations in commedities are
impossible. But this definition, however logically invulnerahle,
involves something “easier said than done,” for it does not afford
more than an indication of the economic facts relevant to equilib-
Tium, nor more than a vague suggestion as to what statistical

1. Guillebaud, op. eit., p. 222
2. A C. Pigon, Essays in Applied Economies (London, 1923), p. 157-
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operations would be required for computing the rate. The Cassel-
ian pyurchasing power parity does indeed provide a definite line of
attack; and, in the relative form used exclusively since its modifica-
tion by Cassel himself, this computed parity indicates the equilib-
rium rate, provided a base year of relative equilibrium can be
discovered, provided capital movements, relative intensities of
internationz! demand, and the differential values of tariffs and
costs of transportation between the countries involved have not
changed much since the base year, and provided finally there have
been no devaluations,’

One objection to purchasing power parity — that, following a
foreign devaluation, prices either at hOme or abroad must adjyst
to the new parity rather than wice versa — loses its force when, as
at present, the discussion does not assume as a datum the gold or
gold-exchange parity of the home currency, but instead enquires
how large a devaluation in the home currency would be necessary
to establish equilibrium. Another complieation is present but not
crucially important—ian any year be found sufficiently representas-
tive of international equilibrium to serve as a base? The stabiliza-
tion of the pound in 1925 is commonly supposed to have settled
upon too high a level, and the valuation of the frane after 1928 to
have followed too Jow a level.? Furthermore it was undeubtedly
true that an international price system was imperfectly realized in
these years, if it is rigorously defined as requiring that “not only
wholesale prices, but costs of living, wages, and interest rates are
in perfect harmeny.”® But as Pigou insisted, though incomplete
economic equilibrium ean easily jeopardize exchange equilibrium,
the latter can be perfeetly realized without a thoroughgoing eco-
nomic equilibrium; and for practieal purposes, moreover, approxi-
mate allowances ean be made for the pre-crisis under- and over-
valuations. The most serious obstacle to the employment of pur-
chasing power parity for Europexzn currencies since 1931 is the dis-
tortion of the prices of internationally traded ftems from general

1. As to why and how these changes distort purchasing power parity
away from true equilibrinm, of. Howard 8. Ellis, German Monetary Theory,
1905-1933 (Cambridge, 1934), Ch. XVI; and idem, “The Equilibrium Rate
of Exchange,” Ch. III in Explorations in Economics (New York, 1936}, pp.
% Slé. League of Nations, World Economic Survey 1934-1935 {Geneva,
19356}, p. 50.

3. I. B. Condliffe, “Exchange Rates aud Prices,” Index, Vol. 10, No.
109, p. 5.
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domestie prices such as are embodied in wholesale or cost of living
indices. Of the forces underlying this distortion, capital exports
were most potent as long as they persisted; but we are probably
warranted in ignoring them after the imposition of exchange con-
trol, and certainly warranted after the resort to complete mora-
torium,

Thus far the limitations upon purchasing power parity as s
measure of overvaluation are not in the aggregate serious. Let us
examine the results of this sort of calculation in the German case.

GERMAN WHOLESALE Pricks EXpRESSED A8 PERCENTAGES
oF BriTisH WHOLESALE PRICES BY QUARTERS*

(1925-1927 =100)

I 1I IIE v
1931 111.33 112.02 117.22 143.28
1932 141.62 138.43 145.74 150.33
1933 145.59 147.31 151.39 156.72
1934 160.563 165.36 171.27 177.22
1935 178.41 173.03 171.56 166.96
1936 168.12 168.75 162.40 159.04
1937 147.76 143.87 148.39 155.69
1938 160.66 166.48 175.63 186.17

* To make allowance for an approximate 10 per cent overvaluation of sterling {1925-
1931), British wholesale prices were first adjusted upward by 11.1 per cent. For the underlying
series, cof. p. 138 below.

In a literal sense we have here simply a numerical expression of the
relative degrees of general monetary deflation and inflation as
between England and Germany. For the very long run, and in the
absence of special one-sided obstacles or stimuli to trade, these
fizures would show the approximate overvaluation of the Mark.
But we are dealing with the short run and with a situation pre-
eminently characterized by one-sided forces which distorted the
effective prices of internationally traded goods and services away
from general domestic price leveis. To ignore this erucial difference,
as Cassel apparently did in estimating the Mack to be 57 per cent
overvalued in 1934,! is to overlook the entire gamut of devices by

1. Gustav Cassel, “Tiin Gleichgewichtsproblem,” Skandinaviska Kredit-
aktiebolpget, January, 1935, p. 2. Cassel correctly took as the basis English
prices converted to a gold basis for purposes of comparison with a Germany
still using an official gold Mark. In this way he at least avcided the error of
the Economist, which employed English “paper’” prices and thus arrived at a
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which Germany sold her wares at priees below her own whelesale
prices converted to foreign money at the official Mark parity, that
is, the widespread use of various calegories of cheap “blacked
Marks” and the resert to export subsidies. These procedures
cause the estimates of overvaluation in a simple purchasing power
parity caleulation to exceed the overvaluation of the Mark in
effcctive prices to foreigners. We cannot therefore employ this
parity itself, but in conjunction with other facts we shall find it
very useful at a later juncture.

The extensive use of blocked Marks for German exports has
ot unnaturally suggested to certain writers' that the discount
upon these subterranean varieties of the Mark might be employed
as a messure of its overvaluation. Against this stands the attitude
of authorities in Germany that discounts upon blocked Marks have
nothing whatsoever to do with a devaluation of the German stand-
ard nor, by implieation, with an artificially high official Martk rate.
Even the term “blocked Marks” was for a time shunned by the
German literature in favor of “blocked accounts'; and this termi-
nological nicety was taken as proof that the blocked accounts,
negotiable at a diseount, had no connection with the Reichsmark.?
"This attitude, it need scarcely be said, is completely specions. Yet I
should agree with Professor Iarris when he maintains that

““the degree of depreciation obtained by calculsting a weighted average of
the price of marks on exchange markets does ot give us the proper correction.
The Germarn subsidy method . . . for a given deprecintion of the mark is much
more effective than & corresponding depreciation of sterling {say). The Gez-
man hounty is obtaipable only when it counts, a condition which does not
prevail under usual conditions of depreciation. For this reason, a depreciation
of the mark of 25 per cent, ceteris prribus, may well be as effective in ridding
the country of overvaluation as a depreciation of 3540 per cent elsewhere,'?

Balogh’s phrase ‘‘selective depreciation” aptly characterizes the

serious underestimate of Mark overvaluation in June, 1934, at 15 per cent
against sterling and 27 per cent against the dollar; of, Economist, Vol. 118,
p. 1258, and pp. 1378-137%.

1. Eg. Mark Mitnitzky “Germany’s Trade Mooopely in Eastern
Europe,”’ Social Research, Vol. 6, No. 1 (February, 1939), p. 33.

2. E.g. Rudolf Eicke, “Sperrgnthaben und ihre Verwendungsmgelich-
keiten,” Der deutsche Volkawirt, Vol. 10, No, 18, p. $03; H. Schumacher,
op. eit., p. 223.

3. 8. E. Harrig, “Measures of Currency Overvaluation and Stabilizg-
tion,” Ch. IV in Exploratious in Economics (New York, 1936), p. 43; Harris’s
italics,
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German system of multiple exchange rates,! and it accorately
paraphrases 1larris's deseription of the export bounty as “obtain-
able only when it counts.” But the term “overvaluation® is under-
stood by most persons, I believe, to refer to the margin by which a
single and unigue rate of exchange would have to be lowered to pro-
duce equilibrium, that is to say, under Harris’s “usual condificns of
depreciation.”” Unless we were to use the term in a quite strange
and easily misunderstood sense, the ‘“‘overvaluation” of the Mark
cannot be found, at least directly, in the multiple values of
blocked accounts.

Bearing in mind the lack of parallel between ordinary devalua-
tion and the diseriminatory variety, we shall make use later of the
aggregate amounis applied to the furthering of German exports
through depreciated Marks. Reflection upon this aggregate
immediately reveals that it cannot be used in isolation: German
exports were also furthered by direct subsidies obtained by levies
upon home industries or simply by an additional item in the
Reich budget. But when the Economist concluded in the autumn of
1935 that a 25 per cent devaluation would be necessary to produce
equilibrium, using only these direct subsidies as a basis for caleula-
tion, it likewise erred in the direction of understatement.? The sig-
nificant aggregate embraces both the total of discounts on blocked
Marks and the total direct subsidies of all sorts; avd even with this
aggregate at hand we have only cne of the components of a com-
plete picture of the overvaluation of the Reichsmark. There is
therefore small wonder that quotations upon blocked Marks,
taken in isolation, lack significance. These series are reproduced in
the statistical appendix®; but they bear little resemblance to other
and more reliable indices of overvaluation, either in magnitude or
in temporal variation.

With respect to one particular category of blocked Marks, the
Aski, there might appear to be good resson for supposing that the
prevailing discount would afford a satisfactory index of Reichsmark
overvaluation. The Aski were aequired through current exports to
Germany with full knowledge of their field of utilization, and not
through frozen debils acquired long before exchange control had
been contemplated. Their prives were formed hy free negotiations

1. Balogh, op. cit., p. 481,

2. Economist, Vol. 121, No, 4802 {September 7, 1935), p. 472.
3. Cf. pp. 397-398 below.
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between buyers and scllers; and, initially at least, their possible
uscs were quite numerous. From this combination of facis one
might expect to derive prices which would show directly the rela-
tion of German to foreign prices on the significant items of inter-
national trade. But almost from the beginning the Aski accounts
were subjected to curtailment as to uses, the list of Aski countries
was reduced, and the accounts of nationals of the remaining coun-
tries were made the subject of differential treatment. In 1935
Aski Marks were selling at a 20 per cent discount in the United
States, 30 per cent in Chile, and 35 per cent in Colombia.! They
came to be another instance of “selective depreciation”; and their
multiple values, just as with the other categories of blocked Marks,
could not be taken to measure the depreeiation which would be
necessary for Reichsinark currency as a whele. Since 1937 their
employmert has decreased so far as to render the question some-
what academic.?

Let us turn from the blocked accounts to explore the possi-
bilities of a comparison of export prices. This method of estimating
the equilibrium rate of exchange has been championad by Harris,
though without special reference to Germany or other exchange-
control countries.® The advantage of this method is that it elimi-
nates the prices of “purely domestic’” commodities and costs of
production, and retains only those actually entering into foreign
trade. Harris rejects the objcetion— as I have also--that
export prices tend to be uniform the world over, if allowance is
made for transportation costs and exchange rate, upon the basis of
convineing empiric evidence to the contrary. What results arc
obtained from the export price comparison for Germany, taking
export prices in Fingland as the “other country,” not only because
of its own importance in German trade but also because of its
representing the entire sterling bloc? Such a computation would
seem to lead to the conelusion that if, as the index shows, the pound
and Mark were in equilibrivm at the prices and exchange rates of
1931, a 21 per cent overvaluation of the Mark had develeped by the
next year, and that the overvaluation had occasionally decreased
below this figure but did not rise appreciably above it through

1. Neue Ziircher Zeitung, October 28, 1935,

2. Eeonomist, Vol. 136, No. 5007 {August 12, 1939), p. 321.
3. Harris, ap. cit., pp. 41-42.

4. Explorations in Economics, pp. 28-29, and n. 3.
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GERMAN AND Brrrisg ExPORT PRicES*
(1927 =100)

1928 193¢ 1931 193z 1934 1934 1935 1936 1937 1938

1. British Goldt111.1 104.3 841 604 568 527 5603 524 570 56.1

Export Prices
2. German Ex- 100.0 94.1 8253 716 647 620 530 600 640 871

port Prices}
3. 2 &8 percent- 80.0 90.2 98.1 118.5 113.9 117.6 117.2 1145 112.3 1156

age of 1

* League of Nations, Review of World Tradoe 1938 (Geneva, 1938), pp. 74, 78-78.
1 British export prices have been adjusted upward by 11.1 per cent to allow for a 10 per
cent overvaluation of eterling in 1927-1929. . , . !
German prices for 1938 refer to the old Reich excluding Austria but including Sudeten-

1
Iand for the last quarter of the year.

1938. But this result diverges radically not only from general
observation but also from other computed Mark parities on which
it is possible to place greater reliance. The obvious shorteoming of
the export price comparison for Germany is its failure to allow for
the sale of special kinds of Marks below official parity and for the
sale of goods at less than eost of production through export sub-
sidies. But can we not utilize the export price parities by making
allowance for these authoritarian methods of supporting exports?

The German governiment took great care to spread a veil of
secrecy over its export subsidy system. No informatien has been
divulged through regular channels, and German firms were even
forbidden 1o enter the sums received in their hooks. We have
therefore to rely upon scattered estimates occasionally published
abroad. The export subsidy raised by the levy upon German
industry and commerce after June, 1935 amounted to a 2-3
per cent turnaver tax; in 1935 it was expeeted to yield 700,000,000
Reichsmarks from industry and 304,000,000 Marks from commerce
and the banks, and in 1936, 600,000,000 Marks from industry,
300,000,000 Marks from agriculture. Aetual proceeds fell short by
100,000,000 Marks in 1935, but came up to expectations in 1936.
For 1937 and 1938 the levy for exports ranged between 800,000,000
and 1,000,000,000 Marks.> It is even more difficult to ascertain the
extent of support given to cxports by means of blocked Marks and

1. A law empowering the Reich Chamber of Economy to impose such a
levy was promulgated on June 29, 1985, but the levy is known 1o have been
in foree de facto for several months previous to this date.

2. Economist, Vol. 121, No. 4802 {September 7, 1935), p. 472; Neue
Zircher Zeitung, April 30, 1936.
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the repurchase of German bonds, but it has been estimated for the
four years 1935 through 1938 at 600, 700, 700 and 500-600 million
Marks! Applying these figures to exports, we obtain the following
picture of government subsidies.

GerMaN Exponrt Sussipzes, 1935-1938
{in million Reichsmarks)

Blacked Marks
Proceeds of ani Bonds Total Funds Percentage
the Tax Repurchased for Subsidy Ezporta  of Bubsidy
1935........ 900 4600 1500 4270 a7.5
1936........ 10G0 700 1700 4768 35.6
1937........ 800-1000 700 1500-1700 5911 25-30
1938........ 800-1000 500-800 1300-1600 5263 25-30

It would be rash to conclude from these figures, however, that the
percentage of subsidy had fallen markedly in 1937 and 1938, By
this time most of the German trade with Southeastern Europe,
including Czechoslovakia, had been brought under domination of
the German eclearing system and the sphere of influence of the
Mark, and we ate safe in assuming that no subsidies were required,
Eliminating the one-sixth of German cxports which went to this
region and distributing the subsidy over the remainder, we arrive
at percentages of subsidy for 1937 and 1938 in the neighborhood of
35 per cent. There is a temptation to regard these percemtages,
running at about the level of 35 per eent for the years 1935-1938,
as directly expressing the overvaluation of the Mark: but a truer
account is giver by these figures in conjunction with certain
others.

Let the reader compare for himself three intimately connected
phenomens, the interrelation of which we have indeed adumbrated
but never before made explicit — German wholesale prices in
comparison with wholesale prices abroad, German and foreign
export prices, and the German export subsidies.? Each of these
ratios has been proposed in some quarier or other as the measure of
Reichsmark overvaluation, but it is only the composite of all three
which reveals the actual situation. For reasons presently to be
dwelt upon, no attempt is made to assemble these series in tabular

1. Tinancial News, November and December, 1037. Economist, Vol.

133, No. 4973 (December 14, 1938), p. 694.
2. Ci. pp. 285, 239 above.
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form in order to offer precise numerical siatement of the overvalua-
tion. Yet it will be apparent that the series articulate with one
another. Over the period 1935-1938 for which estimates of export
subsidy exist, the percentage of subsidy at 35 per cent to 37 per cent
very nearly, thaugh not compietely, fills the gap between the excess
of German over British wholesale prices (moving most of the time
between 48 per cent and 78 per cent) and the excess of German over
British export priees (12 per cent to 20 per cent). None of these
circumstances is surprising, and they house with one another har-
monijously. A complete bridging of the gap between the relation of
wholesale prices at home and abroad and the relation of German
and foreign export prices is not to be anticipated, because of the
economical application of devaluation through differential rates
on various goods to various countries! Export prices were, in
other words, reduced below the high level of wholesale prices in
Germany by a greater amount than a simple average of subsidy
per unit. On the other hand, even this adroitly applicd subvention
did not suffice to offset the relatively high domestie prices, with the
result that export prices remained from 12 per eent to 20 per cent
higher than the British. This result made itself felt in a decline of
German exports from 12 per cent of world exports in 1931 to eight
per cent t0 nine per cent over ihe period 1935-1939, a decline in
relative share of one-third to one-fourth.2 With regard to the prices
foreigners were actually paying for German goods, the Mark was
on the average overvalued by 12 per cent to 20 per cent; with
regard to the relation of internal prices at home and abroad which
would have been significant for a unique and general devaluation,
the Mark was overvalued from 50 per cent to 75 per cont, L.e. requir-
ing & devaluation by 3313 per cent to 43 per cent,

There are three notable circumstances which would point to
an overvaluation in fact excccding even the upper limit of the
estimates. In the first place, it is improbable that the export sub-
sidies were sufficient to prevent actual loss to many firms on
certain exports, the magnitude of subsidies being caleulated only
to preserve a modest competitive profit on a year's operations.
Normal considerations of profitability bad frequently to give way
befare the onslaught of propaganda in favor of the so-called
“foreign exchange prineiple” (Devisenprinzip) as against the ordi-

1. Cf. pp. 236-240 above.
2. Cf, p. 393 below.
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nary “foreign trade principle’” (Kostenprinzip).! Furthermore, the
formation of an exchange-control bloc under German dominaticn
made it possible for Germany to push her exports by a variety of
devices other than the reduction of export prices. Both of these
circumstances pertain to the comparison of export priees, and make
the German prices lower than they would be under the ordinary
competitive conditions which underlie the traditional concept of
equilibrium rates of exchange. The third qualification, on the other
hand, pertains to the comparison of wholesale prices figuring in the
purchasing power parity concept. For years the German authori-
ties have been intent on suppressing any tendeney of prices to rise.
It is not inconceivable that one part of the “suppression” should
have been the resort to statistical maneuvers such as the not alto-
gether disingenuous shifting of base years, weighting system, ot
sampling, which might retard the advance of price indices.? Another
part of the suppression was, of course, the decreeing of maximum
prices and the introduction of rationing practices which constrained
the depreciation of the Mark within narrower limits than otherwise.

For 1939 a sudden and considerable rise in overvaluaiion
seems probable. The attainment of full employment, the scarcity
of certain kinds of labor and raw materials, and the increased
pressure on production from the side of armament surely point in
this direction; and the reported doubling of the export subsidy tax
is congonant with this development.3

Loss aND Gain iN BILaTERaL T'RADE
A. (erman Import Prices.

(1) General Observations. An overvalued currency unit
usually signifies that the country sccures in international trade

1. Fritz Huhle, op. cit, p. 191; John Brech, *Der moderne Merkan-
tilismus,” Wirtschaftsdienst, 1934, No. 26, p. 875,

2. When Mr. Guillebaud pleads that “one moment's reflection will
show” that publication of two sets of figures for official and public use is not
practicable, he should be reminded of a similar question, much discussed in
the 'twenties, with respect to Russian statistics. At that time one of the
foremost authorities in Russian economics, the late Professor Zagorski, very
convineingly showed that double sets of figures were actually in use, at least,
as far as concerned certain parts of the published Russian materials, Cf.
Guillebaud, op. cit., p. vi, and 8, Zagorski (Russian text), The Economic
Situation in Russia {Paris, 1926), p. 134. [ am obligated to Dr. Gerschenkron
for the exploration of this work in Russian.

3. Economist, Vol, 133, No. 4975, p. 604.
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more favorable barter terms than otherwise: its exports fetch more
and its imports cost less than they would at an equilibrium rate
of exchange. The overvaluation of the Mark with respect to non-
exchange-control countries, however, produced a less favorable
turn to Germany’s barter terms than might be expected if aceount
were not taken of the large amount of exporting at rates below the
official Reichsmark parity. Furthermore, in clearing and compensa-
tion trade, the German authorities occasionally took some account
of the artificiality of the Reichsmark rate, though the coneessions
seldom were enough to realize anything approaching a true rate.
In the last four or five years preceding the present war, upwards of
80 per cent of German trade went through clearings and com-
pensations. Rates of exchange in these relations were subject to
constant maneuvers, varying strikingly between partner countried,
Trade with countries having free eurrencies also passes through
special rates depending upon the particular country and the partic-
ular variety of blocked Mark involved. In the section just con-
cluded we have seen that the overvaluation was incompletely offset
by these special rates and by direct subsidies, and that an uncov-
ered margin of 15 to 22 per ceni in comparison with England still
remained on the average. How mueh of an advantage acerued to
the German economy by selling goods at this artificially high price
margin, and to what extent the gain was offset by subsidy costs and
other forms of non-economic exporting would be interesting facts
for the student of exchange control. But the intricacy of the situa-
tion, the suppression of relevant information, and the impossibility
of knowing how matters might have steod regarding the terms of
trade in the absence of the course actually taken combine to make
this particular phase of exchange a closed book.

Bome indication of aetual developments in the matter of the
“gain” of foreign trade may nevertheless be derived frem compari-
sons between the costs of imports from exchange-control and from
frec-payments countries. It does not answer the guestion concern-
ing aggrepate gain, which is probably a theoretical and statistical
surd, even in the absence of complications set afoot by exchange
control with an overvalued monetary standard; but it does some-
thing toward showing which way the wind blew. Let us proceed to
this inquiry.

The forcing of trade into bilateral channels after 1931, par-
ticularly after 1933, produced a momentous dislocation of German
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GERMAN TrADE WiTH EUROPE AND THE REST OF THE WORLD
48 Per CeNT OF ToTALY

Europe Tmports Rest Europe Exporta Rest
1931, ......... 55.9 4.1 81.0 19.0
1932.......... 53.6 46.4 81.0 19.0
1933.......... 54.3 45.7 78.0 22.0
1934.......... 57.5 42.5 76.5 23.5
1935.......... 61.6 38.4 73.2 26.8
1936........., 50.8 40.2 70.7 29.3
1937 .. ..., .. 55.6 44.4 69.3 30.7

* For source and fuller data, cf, p. 385 below.

exports away from European toward more distant markets. Not
only did this entail mounting costs of placing German products at
the doorstep of the final buyer, but also the loss of triangular trade
through which Germany had traditionally paid for her purchases
of overseas raw materials by her European export surplus.! The
cvolution of German imports over the same period is not dominated
by the same trend. Until 1936 Germnany was apparently unable to
maintain the former proportion of overseas purchases through the
Increasing pressure of European clearings; but the elaboration of
clearing and compensation arrangements thereafter, especially with
South American countries,® made good the loss, at least in the
proportion of imports. Within the broad class of European imports,
however, there was a consistent and persistent drift away from the
western European creditor nations — Great Britain, France, Bel-
gium, the Netherlands, and Switzerland — as follows:

1931. ... 23.2 1935.. .. 20.3
1932. ... 20.6 1936. ... 18.4
1933. ... 20,9 1937. ... 17.7
1934. ... 20.7 1938. ... 16.9

The successive reductions of German debt service preclude the
explanation that imports fell in response to the development of a

1. The developments shown iz the foregoing percentages of European
and non-European trade are stili more marked if allowance is made for the

fact that the statistics included Turkey under Asia to 1936 but thereafter
under Burope. If the former classifieation is retained, we obtain the following:

Imports Exporta
Europe Rest Europe Rest
1938, 57.0 43,0 69.0 31.0
19370 .., 53 46.2 67.4 324

8
2. Cf. pp. 217-218 above, and pp. 386-387 below,
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eapital surplus in the balance of payments; the explanation lies in
the difficulties of making purchases with strong currency coun-
tries, and in Germany's inereased economic and political interest
in Boutheastern Europe.

The violent, shifting of exports during the course of exchange-
control histary from European to everseas countries and of imports
from Western to Southeastern Furope brought its economic cost;
bilateralism inevitably narrows the range of markets for both sell-
ing and buying, as emphasized in the introductory chapter! Dur-
ing the period when bilateral trade under clearings was officially
regarded as the nefarious work of foreign creditor nations, it was
permitted to speak of the unfavorable results of this sort of trade;
candid expressions of disapproval were widespread.? In 1935 the
Institute for Business Cycle Research (Berlin) could venture to
reveal the illuminating figures on page 89 regarding import costs
from clearing and non-clearing countries,

Most dramatic are the excesses of clearing over non-clearing
prices in the eases of oil, eotton, and wool, which show margins in
the third guarter of 1935 of 45 per cent, 24 per cent, and 24 per
cent. A decliue in the price of petroleum on free-currency markets
in 1935 was actually accompanied by a rise in the clearing price.
Not all prices throughout the three-year period reveal the same
tendency, but in general there is 2 striking preponderance of prices
in clearings exceeding the free-currency levels, Oil frints and seeds
depart from this pattern only in the last quarter included. For
lumber there is a reversal of the general tendency in 1934 and in
the third quarter of 1935; but the absence of an official clearing with
Austria, an important source of German supply, and the inclusion
of Austrian imports through the device of compensation under
“non-clearing” countries account for this change. In the ease of
cotton in 1933 and 1934, the crop and marketing restrictions of the
United States are responsible for the deviation. Copper in 1933
represents the only extreme reversal of a general tendency for the
German import prices through clearings to exceed the prices through

L. Ci. p. 23 above,

2. CI. IHuhle, op. cit., p. 208, and idem, “Das Clearingwesen im Aussen-
handel vom denischen Standpunkt aus,” Jahrbiicher fijr Nationalokonomie und
Statistik, Vol. 146, No. 2, pp. 171-205; Reichskreditgesellschaft, Germany s
Eccnomic Development in the First Half of 1938 (Berlin, 1938), p. 48, and
idem, Germany’s Fconomie Situation at the Turn of 1937-193% (Berlin,
1938), p. 50; Benning, op. eit., p. 58.
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AvERAGE IMPORT PricEs or IMPoRTANT RAW MATERIALS
PURCHASED BY GERMANY PROM CLEARING
AND FROM NoN-CLEARiNGg CoUNnTRIES*

(In Reichsmarks per metric ton)
8, All Countries; b, Clearing Countries; ¢, Non-Clearing Countries

Firat Third
Commodities 1933 1934 1‘5?;% q‘llgg'ée'
Wool a 1,345 1,791 1,524 1,747
b 1,540 1,333 1,692 1,902
¢ 1,218 1,756 1,269 1,526
Cotton. . .............. a 649 651 77 848
b 490 592 898 964
c 658 663 708 780
Lumber. ... ........... a 55 53 51 53
b 55 51 51 51
c 54 55 51 &9
Oil fruit and oil seed . ... a 117 99 110 121
b 133 114 123 121
¢ 109 89 102 121

Petroleum and its
derivatives. .......... a 48 44 44 42
b 65 57 53 85
o a7 43 41 38
Copper.......... a 404 423 357 382
b 526 426 357 333
¢ 444 421 357 380

*V. s K., Vol. 10, No, 3, Part 4 (1035, N. 8.), p. 323,

free exchange. In view of the importance of this matter it seems
advisable to select the most eligible commodities for further statis-
tical investigation, and to subject them to more detailed analysis.?
The case of cotton affords a particularly intimate view of the opera-
tion of bilateral trade; copper and wool present less simple cases,
but general tendencies are nonetheless discernible.

(2) The Costs of German Imports of Cotton. The analysis of
German imports of this commeodity includes: the physical volume
and the total value paid for imports of cotton by countries of

1. The choice of commodities for investigation is narrowly limited by the
available statistics, The extension of clearings in many cases completely
eliminated imports from free-currency countries, and thus eliminated the possi-
bility of price comparisons. In other cases different commodities are embraced
under one customs heading. Finally, the reorganization of the German trade

statistics in 1937 prevented the continuance of price comparisons beyornd
that year.
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origin; the relative shares of each of these countries in the total
importation; the average import price paid by Germany as a per-
centage of the world price; and finally, the ratio of prices obtained
from Germany by specific clearing countries to prices obtained by
8 non-clearing eountry. The figures of physical volume show a
gtrong shrinkage of cotlon import; even in 1938 and 1937, in the
midst of a high degree of employment in Germany, this impors fell
short even of the crisis year of 1931.' On the whole, however,
exchange eontrol and clearing did not lead to as great a collapse as
might be expected: cotton imports persisted at about three-fourths
the pre-crisis level. It is not in the total volume but in the alloca-
tion of imports and the costs that we see the disruptive foree of
bilateralism.

Before 1931 something like two-thirds to three-fourths of
German eotton imports were obtained from the United States,
about one-tenth from British India, and about one-ifth from Egypt.
Only minor variations in the share of these three suppliers occurred
before 1934: the Indian share declined somewhat, but the United
Btates maintained its predominating position. The introduction
of Schacht’s New Plan in 1934, with its intensified drive for bilater-
alism of trade, changed this scene completely, ag may be seen by a
comparison of 1934 and 1935 with the preceding years in Table 1.
The share of ithe United States in German imports of cotten fell
abruptly to little more than one-fourth; Egypt doubled its relative
pre-crisis share; Brazil rose in an astonishing fashion from almost
nothing to one-fifth; and Turkey appeared upon the list of coun-
tries, with a modest share it is irue, but evidently because cotton
culture was introduced with the sole purpose of supplying Germany.
British India maintained its approximate position, but this was
possible only through a cost to Germany which we presently
explore.

Later developments did not substantially alter the new situa-
tion of 1934-1935. Imports from Brazil fell temporarily in 1936 to
half their 1935 level and recovered the ground lost by 1937. This
sudden decline was caused by the termination of the German-
Brazilian clearing agreement at the instance of Brazil, allegedly
{in Germany) because of pressure by the United States,? but in

1. Cf. p. 150 below.

2. Reichskreditgesellschalt, Germany's Economic Development in 1935,
p- 55.
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1928 1929
Egypt............ 413 507
British India...... 10.41 12.01
U.S A.......... 72.93 70.50
Turkey........... e
Brazil. . 16 .15
Argentina . ....... .48 .72
Peru............. b7 45
Mexico........... 19 49

* Computed from dats on p. 390 below,

A Decape oF GErMAN IMPORTS oF CoTTON
I. Spares or INDIVIDUAL ExporTING COUNTRIES A8 PERCENTAGE OF Toral GERMAN IMPORTE*
1932

1930
5.72
12.91
68.37
.56
89
79
1.38
02

1931
7.83
9.89

67.55

38
66
61
2.70

80
5.5
75.0
R3]
.05
1.1
2.0

1933
841
8.10
72.09
.01
111
2.05

1934
11.25
9.41
55.12
1.45
2,07
1.42
284
.08

1935
9.96
8.09
26.72
3.88
20.83
3.65
6.36
89

1936
9.11
11.94
35.95
5.00
11.793
2.96
5.78
2.72

1937
11.68
10.45
33.89

241
20.0¢
1.68
5.31
2.25

8¥¢
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reality because of the accumulation of a large German clearing debt.
Exactly the same incident was re-enacted in the summer of 1939;
the same reason existed for the Brazilian action, and the same
allegations reappeared in Germany.! The abrupt cutting off of
producers’ outlets, illustrated in these cases, plays havoc with the
economie caleulations of the individual, puts production plans
upon a hand-te-mouth basis, and adds to the inevitable feur frais
of elearings.?

The diversion of German cotton imports to Egypt and Brazil,
in consequence of the necessity of employing clearing balances
wherever they were available, was bound to produce unfavorable
effects on the German textile industry, quite aside from the price
of taw cotton. The use of high quality, long siaple Egyptian cotton
for the coarse cotton fabrics produced for domestic consumption
raised the cost of these textiles and led to a series of decrees fixing
prices and restricting output.? Brazilian cotton was coarse and
ill-adapted to the German textile machinery, and here again costs of
production mounted. German firms found themselves compelled,
partly by economic necessity and partly by authoritarian action, to
resort t0 domestic linen and rayon yarns.* Such shifts as these, in
some cases to better and frequently to inferior qualities in textile
manufacture, affect the cost of living. If only betier and more
expensive qualitics are available, or if the standard textiles undergo
deterioration, an index of the cost of living based upon the previous
grades conceals a real sinking of the standard of living., As a result
the almost horizontal course of this index for long periods together
has to be taken with due reservations.®

But the increased cost of production arising from technically
or economically inappropriate grades of raw eotton pales into
insignificance compared with the rise in import prices paid in
bilateral trade. On rare oceasions direct quotations were made of
free and clearing import prices. Thus Fgyptian cotton was
quoted in October, 1936, at 105.6 Reichsmarks per 100 kg, in free
exchange and 125.0 Reichsmarks in barter, with corresponding

1. Reichskrediigesellschaft, Germany’s Economic Situation at the Turn
of 1938-1939, p. 110.

2. Cf. E. C. D. Rawlins, Economic Conditions in Germany, Department
of Overseaa Trade (London, 1936), p. 123,

3. Cf. pp. 205-206 above.

4. Rawlins, op. cit., pp. 123137,
5. Cf. Figure 23, p. 210 above.
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figures for October, 1936, at 82.2 and 121.5 Reichsmarks.! However
dramatic such facts may be, actual quotations appeared so infre-
quently, especially as in this case for imports from a specified
country, that we must proceed by the indirect method of dividing
the published customs returns on total value of cotton imports
from a particular country by the recorded volume, The results are
shown in Table LI, which serves as the basis for Tables 111 and IV.

In Table III, the average price paid by Germany for cotton
imports is expressed in line five as a percentage of the world market
price. It will be noted that, though this percentage is subject to
ups and downs both before and after the institution of exchange
control, the level about which variations occur is noticeably higher
during the later period. This is true even with the data utilized in
Table IT; but the relative height of German import prices would be
much greater in 1936 and 1937 if we were to employ the isolated
dats for these years supplied by the Dresdner Bank. The average
import prices of 910 and 930 Reichsmarks for these years give
relatives of 132 per cent and 107 per cent.

Of considerably greater significance is a comparison of the
QGerman import price for cotton from three typical clearing coun-
tries with the world market price for cotton from the same coun-
tries. For ease of comparison these prices have been expressed in
Table IV as percentages of the current price on American cotton.

We perceive from Table IV the following: (a) The price for
German imports of Egyptian cotton showed no tendency to follow
the American price. Thus Germany had not only to purchase the
more expensive grade of cotton but also to pay much moreforit than
countries purchasing outside the clearings on the world market.

{b) Cotton import prices from British India reveal the same
non-competitive character. Having varied between 70 and 80 per
cent of the American price until 1935, the Indian price sprang to a
new level of 95-97 per cent for the next three years. The volume
of cotton imports from British India, as we remarked before,? was
maintained;and it was maintained in the teeth of paying the Ameri-
can price for an inferior grade of coilon. It is interesting, further-
more, to observe that, despite the discontinuance of compensation
deals with India in 1937, the German import price for cotton
remained stable. This seems to indicate clearly that, once trade

1. Reichskreditgesellschaft, Germany’s Economiec Situation at the Turn
of 1937-1938, p. 50,

2. Cf. p. 247 above.

3. On February 24, 1937. Cf. R E 22/37, D St. 10/37 Ue. St.



A DEecapr or GERMAN IMPORTS orF CorTON
I1. Price or IMporTED CoTTON BY INDIVIDUAL COUNTRIES*

{In Reichsmarks per metric ton)

1028 1929 1830 1931 1932 1833 1934 1935 1938 1837

Egypt...ooooon. .. 2,507 2,416 1,858 1,265 946 218 372 998 1,104 1,055
British India. ... .. 1,480 1,334 988 696 584 532 476 640 666 646
U S A ....... 1,833 1,839 1,440 919 682 683 664 670 666 660
Turkey........... e e 1,321 884 759 753 845 1,006 905 986
Brazil............ 1,830 1,749 1,523 990 442 ces 872 1,112 1,007 927
Argentina ........ 2,038 1,976 1,526 939 674 752 735 945 902 971
Peru............. 1961 2316 1571 1075 811 793 807 1,023 1,074 1,119
Mexico. .......... 1,880 2,069 1,389 cee ‘s . 675 1,109 062 903
Average........ 1,719 1,709 1,340 886 686 649 651 830 793 787

* Computed from data on p. 390 helow.

A Decape or German IMrorTs or CorToN
II1. GErMmaw IMPoORT PRICE AND THE WORLD MARKET PRricE
1923 19290 1930 1031 1932 1033 1934 1935 1636 1937
1. Average German Import Price®

(Rm. per ton) . ..... 1,717 1,709 1,340 886 686 649 651 830 793F 7871

2. World Market Price (New York)f.... 1,856 1,771 1,257 793 596 624 681 654 692§ 865”
3. Index of German Market Price....... 100 99.5 78.0 51.6 39.9 37.8 37.9 48.3 46,2 458
4. Index of World Market Price........ 100 95.4 67.7 427 32.1 33.6 36.7 35.2 373 46.6
131.59 107.0%
5. 1as Percentageof 2. .. ... ... ..... 925 06.5 106.6 111.8 1150 103.9 955 1269 1146 90.9

* Statistisches Jahrbuech far das Deutsche Reich.
F Coneerning the 1936 and 1937 German import prices, cf. p. 250 above.
1 Reichskreditgesellschaft, Germany's Economic Development in 1936 {Berxlin, 1937}, p. 66.
§ Price in May, 1936,
|{ Priee in April, 1937.
Dresdner Banlk, Stati-t'sche Ubersichten der volkewirtschaftlichen Abteilung, No. 11 (November 30, 1938), p. 582, and No. 2 (February 28, 1939),
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A DEcapk or GErMAN ImporTs oF CoTron
IV. German ImMporT PRicEs AND WorLD MagrrkeT PRICES A8
PERCENTAGES OF THE AMERICAN (UINITED StaTes) Price*

1931 1932 1033 1934 1935 1936 1037
Germar Import Prices
Egypt.......... 137 136 134 131 148 165 159
British India . ... 975 84 77 71 95 96 97
Brazil.......... 107 e e 131 165 151 140
World Market Prices
United States. ... 100.0 10D 100 100 100 100 100
Egypt.......... 1411 1422 1103 1092 1147 1188 1272
British India .... 90.0 88.3 75.1 75.6 79.9 74.3 77.1
Brazl.......... 101.3  104.8 98.8 95.5 96.8 93.7 91.5

* German import prices a8 given in Table I1; world market prices from the Empire Cotton
Review (Manchester, England).

connections and channels of supply have been established under the
auspices of clearing and compensation, it is not easy to turn to new
sources. Not only the introduction but also the relaxation of
exchange control entails costs, and these costs serve as obstacles to
the removal of control. Ultimately, as Huhle says, the gain to the
national economy would outweigh the costs of readjustment?; but
the elasticity of economic forces in international trade may be
seriously impaired in an authoritarian regime, and the new sources
of supply may be found only after delay.

{c) Bragzilian cotton prices showed a decided falling tendency
on world markets relatively to the price of the United States,
finally arriving in 1937 at a margin only 84 per cent lower; never-
theless Germany had to pay for Brazilian cotton in 1935, 1936, and
1937 prices which exceeded the American price by 65, 51, and 40
per cent!? It may be noted that the high price obtained from Ger-
many for its cotton exports caused an artificial growth of cotton
culture in Brazil (at the expense of other crops) and threatened a
serious overproduction? From the German angle, in turn, there is
little doubt that the impact of her own demand, falling upon new
markets under the influence of bilateral trade, was one of the main

1. Fritz Huhle, “Das Clearingwesen,” loc. cit., p. 205.

2. Brazilian coffee imports by Germany in 1934 and 1935 took place at
prices rising from 63 Reichsmarks to 70 Reichsmarks per 100 kg., despite the
decline of prices on world markets, Cf. Wirtschaitsdienst, Vol, 21, No. 1, p. 18.

4. E. M. Harvey and W. C. Bruzana, Report on Economic and Commer-
cial Conditions in Brazil, Department of Overseas Trade (London, October 17,
1937), p. 100.
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reasons for the high import prices, not only from Brazil, but also
from all the other countries covered in the tables, with the excep-
tion of the United States.

(3) The Costs of German Imports of Copper. The statistics of
German imports by countries' have little significance for the present
subject, save for the fact that imports from the United Kingdom
nearly doubled from 1934 to 1935 under the influence primarily of
the Anglo-German payment agreement of November, 1934.2 The
United States lost heavily in relative share throughout the period,
not as a consequence of exchange control in Germany, but simply
through the general decline of our copper exports in competition
with the advent of effective exploitation of deposits in Rhodesia.?
Our interest centers rather in the behavior of German import prices.
If we carry through the comparison of these prices, obtained by
dividing the annual import volume by the annual import value,
with the London price of electrolytic copper, as suggested in an
analysis by the Reichskreditgesellschaft, we obtain the following
rather surprising results.

1. Average German 2, Warld Market 3. 1 as Percentago

Import Price* Pricef of 2
(In Reichsmarka per metrie ton)
1928. ... ... .o ... 1,269 1,397 90.8
1029........ N 1,641 1,714 §89.9
1930........ ... ... 1,187 1,248 85.1
1831, . .............. 816 800 102.0
1982 .. ... .. ..., 546 527 103.6
1933, ... ... L. 494 503 98.2
1934 ... ...l 423 417 101.4
1935.. ... ..., 375 429 87.4
1936................ 449 522 86.0
1987............ ... 665 729 91.1

* Statistisches Jahrbuch fir das Deutsehe Reich.
_ T London price of electrolytic copper, from Metallgesellschait Aktiengeselischalt, Metal
Statistics 1929-1938 (Frankfurt a/M., 1939): original series in old gold dollara converted to
Reichsmarks ($1 4.198 Rm.).

The most striking aspect of these figures is the fall, in recent
years, of the ratio of German import price relative to London price
to levels below the pre-depression rates. But it is quite improbable

1. Cf. p. 391 below. 2. Cf. pp. 213-219 ahove.

3. For valuable suggestions concerning German imports of copper I am
indebted to Mr. Francis MecIntyre of the Department of Economics, Indiana
University. Iam also indebted to Mr. John 8. de Beers for the share of refined
copper in German imports and the London price of electrolytic copper. His
friendly criticisms caused me to relinguish the computations of the first pub-
lished form of this work, and to revise the comparison of German import
prices of copper with the world market,

4. Cf. p. 391 below,
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that Germany actually secured copper on more favorable terms
than before 1929: such & situation would be unique amongst all
imports for which there are data available, and it would be quite
inexplicable. Furthermore, the semi-official source responsible for
the data on p. 246 admitted that copper imported into Germany
over the clearings cost more than copper imported over the free
relations during two and one-gquarter years out of the two and one-
half years covered. We must assume, therefore, that in this case as
in many others Germany was forced to turn increasingly to im-
ports of inferior quality. This supposition is borne out fully by the
factual evidence, which shows that the share of refined copper in
the total of German copper imports declined from 91.2 per cent
to a low point of 17.9 per cent in 1936. If we weight the London
copper price according to the proportion of refined and standard
copper in German imports in each year, we obtain figures differing
substantially from those just considered.

A Decapy oF GERMAN IMPORTS OF COPPER
GERMAN IMPORT PRICES AND WORLD MARKET PRICES

1 2 3 4 b
Price Average
Refined Margin London German
Copper in London Price Import, 4 as
ap Percent between Ad:ustedz Prica} Percent-
of German Standard in Rm. in Rm. per age of 3
Imports* and Refined Metrie Metric Ton
Coppert
1928, ......... 91.2 — 8.35 1,388 1,269 N4
1929, ....... 76.9 —11.29 1,669 1,541 02.3
1930........ 74.1 —12.09 1,209 1,187 98.2
1931........ 66.2 ~10.72 77 816 105.8
1932........ 41.6 ~11.80 491 546 1113
1933........ 43.8 ~11.40 471 494 104.9
1934, ....... 51.0 —10.34 396 423 106.83
1935........ 25.2 —10.58 395 375 95.5
10936........ i7.9 —10.31 478 449 93.9
1937........ 29.8 -~ 8,16 682 665 97.5

* Computed from Moetallgesellschaft Aktiengesellachaft, Metal Statistics, 19291938
(Frankfurt a/M., 1939); mid-month Hguves averaged.

{ The Stat.:sh (London)

1 London price of refined copper, aa given on p. 253 above, combined with t.he Londnn
price of atandard copper, ag given in Col. 2 above, according to the weighta of (3

§ As given on p. 253 abave.

These results seem to be considerably closer to the actual
situation and they conform more closely to the figures on cOpper
import prices for 1933 and 1934 as given by the Berlin Institute
for Business Cycle Research. They show a stronger rise of German
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import over ihe world market price than the fizures on p. 253
revealed; and they show no instanee of the German import price at
a ratio below the 1929 ratio to the world price. That the ratio feil
below 100 in recent years is explained by an increasing unwilling-
ness of copper exporting countries to take payment through the
clearings. To the extent that this occurred, Germany paid high
prices for her copper imports in a way not reflected in the quoted
prices on copper: effective payment in free foreign exchange en-
tailed lower export prices on German goods sold upon worid
markets,

(4) Prices of German Imports of Wool. Table I, showing the
percentual share of individual exporting countries in Germany’s
total imports of wool, reveals in a very dramatic fashion the dig-
placements in the channels of trade wrought by bilateralism. The
share of Australia, traditionally the chief source of supply, fell
from more than 30 per cent in 1931, to 11 percent in 1935, In 1935
the imports of New Zcealand, which in the two years preceding had
run above 10 per cent, suddenly dropped to 114 per cent. This is
accounted for by the German tradc drive in Argenting, which
advanced in German imports from 12 to 18 per cent, and in British
South Afriea, a region which fell under Nations] Socialist political
influence, from 11 to 21 per cent (in comparison with 1934). The
same year (1933) also witnessed a doubling of wool imports from
England as an entrepdt under pressure of the overvalucd Mark
rate and the payment agreement concluded at the end of 1934.

These shifts in supply were accompanied by import-price and
quality changes directly aseribable to exchange control. In 1934
and 1935 import prices for the first time! rose above world market
prices. In 1936 and 1937 the fall of the index is clearly aseribable
to a substitution of cheaper grades of wool. So extreme was this
shifting of quality that at one time the German demand for the
inferior crossbred wool actually advanced its import price above
the level of merino.”

1. Except for a smaller exeess in 1930,

2. Fritz Huhle, “Das Kompensationsgesehift in Rahmen der deutschen
Handelapolitik,” Jabrbiicher fior Naticnalkonomie und Statistik, Vol. 145,
pE. 206-207.

Mr. C. J. Fawceti, General Manager of the N ationa! Wool Marketing
Corporatien (Boston), informs me that since Germany has used a large amount
of “medium’ and “defective” types of wool, an average price for German

imports equal to the average London price would signify substantially higher
effective price for equal qualities.



A Decape oF GERMAN IMPORTS OF WooL
1. SpaREs oF INdIvIDUAL ExXpPoRTING COUNTRIES A5 PERCENTAGE OF ToTAL GERMAN IMPORTS*

1928 1929 1930 1931 1932 1933 1934 1935 1936 1937

Belgium. ... ... . .. 4.60 4.82 4.66 6.16 4.93 4.64 4.04 3.73 2.85 3.00
France. ; . 4.90 4.83 4.54 5.85 6.85 6.76 4,68 4.25 3.02 6.52
United Klngdom .. 7.28 6.90 5.39 5.35 5.92 6.96 5.79 12.91 5.47 465
U.8 8 R. . 0.68 0.56 1.54 3.20 2.87 2.00 2.76 1.46 e
C.5. R.. 1.53 1.74 1.39 1.45 0.91 0.90 1.75 0.50 U e
British South Afnca 14.48 14.95 14.50 13.35 16.52 12.76 11.42 21.44 15.80 17.85
Argentina .. ...... 19.32 19.63 16.57 13.11 10.31 10.50 11.87 18.00 13.25 7.2
Australia.. .. ...... 31.51 30.85 35.71 30.05 33.87 31.89 25.06 10.68 13.62 16.73
New Zealand ... .. 2.97 3.19 3.23 531 6.50 10.76 11.06 1.58 2.75 3.14
Uruguay......... 2.74 2.97 5.02 8.95 5.90 5.92 5.81 5.05 4,39 3.41
Chile............ 0.57 0.52 0.23 0.76 0.69 0.55 1.83 5.03 5.79 7.37
Peru............. 0.15 0.05 0.23 1.13 2.18 2.25
Brazil............ 0.68 0.92 1.42 1.38 0.59 0.87 0.93 3.36 5.63 2.98
Spain............ 0.38 0.23 0.21 A . o 0.19 0.63 0.87 4.30
Turkey........... e e . e ce 0.13 3.37 2.55 9.34 3.65
China............ 0.33 0.31 0.25 R s 0.22 0.71 1.46 3.97 3.81
Total........ 100 100 100 100 100 100 100 100 100 100

* Computed from data on p. 395 below.

I1. GErMaN IMPORT PRICE AND THE WORLD MAREKET PrICE

1. Average German Import Price* 1028 1929 1930 1931 1932 1933 1934 1935 1938 1937

(Rm. per ton) . ....... 3681 3614 2460 1,771 1,313 1,345 1,791 1,587 1,829 2,225
2. World Markett Pmce, London

Mo. Average (Rm. per ton) ....... 5,179 3,963 2,432 2098 1,486 1,788 1666 1,486 18357 2,256§
3. Index of German Import Price

(1929=100). . . vewrw... 100 98.2 67.0 48.0 35.9 36.6 48.5 43.1 49.7 60.5
4. Index of World Market Pnce

(1928=100). . ..........c0vuu.. .. 100 76.5 47.0 40.5 28.8 34.6 32.2 20.8 354 43.5
6. 1 as Percentageof 2................ 71 91.6 1011 84.4 89.0 75.6 1075 1070 1000 99.0

* Btatistisches Jahrbuch fiar das Deutache Reich.

Retchakreditgenellschaft, Germany's Economic Developmant in 1938, (Berlin, 1937), p. 66.
Price in April, 1936. § Price in April, 1

968

HJ0YNT TVHINAD NI TOHLINOD ONVHIXH



GERMAN EXCHANGE CONTROL 257

Writing upon the National-Socialist Four-Year Plan, Pro-
fessor Mackenroth of Kiel expressed the view that “foreign raw
materials appear to be fantastically cheap.””’ If one were to fix
attention exclusively on the overvalued Mark exchange rate, this
would be the deduction. That this influence was more than coun-
teracted by the combined effects of econcealed devaluations and
bilateralism seems to be amply attested by German import prices.
We now turn to the question as to whether these losses in import
prices were, as has been contended,? more than offset by high export
prices.

B. (erman Clearings with Southeastern Europe

When the Great Depression began to yield to belated recovery,
the highly industrialized Germany was able — at the cost, it is true,
of civil liberties and the further disruption of international economic
relations — to build up a semi-insulated economy and to increase
production and employment by tremendous strides. No such
course was open to the agricultural countries of Southeastern
Europe. Antiquated methods of produetion made them easy prey
of American competition and the chief vietims of agricultural
depression. Migration to relieve overpopulation was barred by
foreign restrietions; borrowing to carry through a rationalization
of the productive apparatus was impossible in the shattered inter-
national capital market; and indeed, the burden of existing foreign
indebtedness was so great as to delay resort to the necessary
devaluations to make potential exports marketable. Furthermore,
new industrial ventures, ealled into being in the post-war exuber-
ance of nationalism, seemed to require the very protection which
exchange control automatically affords.

This grave economic plight, coupled with a lack of geld and
devisen reserves and a plethora of agricultural stocks held on
government account, thrust these countries into clearing and com-
pensation agreements and into the German bilateral trading sys-
tem, Undoubtedly the Balkan countries and Germany embody
the “natural” complementarity of agricultural and industrial
countries, and this complementarity is furthered by geographic

1. G. Mackenroth, Bericht iiber den Vierjphresplan, Jahrbiicher fiir
Nationalokonomie und Statistik, Vol. 148, No. 6 {December, 1938).

2. Amongst others by Guillebaud. op. ¢it.,, pp. 158-159; cf. also p. 269
below.



258 EXCHANGE CONTROL IN CENTRAL EUROPE

proximity. But economic distances are not always proportional to
miles; transportation by rail from Bulgaria, Greece, and Turkey to
Germany is costly, the sea route aircuitous, and Danube shipping
limited in capacity. It is searcely conceivable that German trade
with this region would have developed as far as it did, had it not
been for an evident resolution on the part of Germany to press her
trade at all costs and to extend her sphere of economic and political
influence.

(1) Bilateral Balance and Volume of Trade. During the year
1932 Germany concluded bilateral trading agreements with the six
countries of Southeastern Europe with the avowed purpose of
providing amortization of her outstanding credits to this region.!
True to expectations, the balances of trade between Germany and
each of these countries began to fall off, as shown in the table
on page 102. Even in the next year the balances of three coun-
tries reached their minima for the decade 1929-1938 at a value
close to zero, and in addition Hungary’s balance — though slightly
larger than in 1937 and 1938 - was almost negligible. The two
remaining countries followed shortly with the German-Bulgarian
balance at its minimum in 1935 and the German-Greek balance in
1936, in both cascs at very small values.

How was this bilateral balancing achieved? Arithmetieally
there are three possible combinations: the “deficient”’ side (either
exports or imports) could increase, the “excessive’ side decrease;
both sides eould decrease, but the excessive side more; or both
sides could inerease, the deficient side more.? Two examples of
each of these combinations happen to oceur amongst the six coun-
tries under review. In trade with Rumania and Hungary, German
exports and imports both declined to reach the approximate
equality: in the ease of Rumania by a greater decrease of German
imports, for Germany had had an unfavorable balance; in the case
of Hungary by a greater decrease of German exports, for Ger-
many’s balance was favorable. In trade with Jugoslavia and Tur-
key, the deficient side from the German angle increased, the exces-
sive side decreased: with Jugoslavia, with which Germany had a
favorable balance, German exports decreased and importsinereased ;

1. Cf. pp. 201-202 ahove.

2. From an arithmetic angle, two more combinations would appear if
either side remained the same, and the other increased or decreased to equal it.
Trade statistics would probably never show exports or imports exactly the
same for two years, hence these combinations may be ignored.
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with Turkey, with which Germany had an unfavorable balance,
German imports decreased and exports increased. In trade with
Bulgaria and Greece, German exports and imports both increased;
in both cases, because the German balance was unfavorable, the
balance was brought about by a more rapid increase of exports.

It has sometimes been said that bilateralism “causes exports to
{all to the level of imports.” This statement quite obviously errs in
two respecis, even if bilateralism is found to have a restrictive
influence upon foreign trade. In the first place, such a restrictive
influence requires only that the excessive item (whether exports or
imports) should fall more than the deficient item rises, not “fall to
the level” of the deficient item; or that the excessive item falls
more than the deficient item falls. In the second place, bilateralism
might have & restrictive influence and still not “cause” the fore-
going conditions to be realized, if it were offset by other forces.
What light is cast upon the infiuence of bilateralism by the behavior
of Germany's balances with the six countrics of Southeastern
Europe?

Quite patently another factor of the first order of importance
was operating salong with bilateralism -— the general course of
depression and revival. Of the six cases of balancing, the two
brought about by declines in both exports and imports by Germany
come in the depression years of 1032-1933; and the two cases of
balance by a growth of both items oceur in the recovery subsequent
to 1933. The two cases of balance by upward revision of the defi-
cient side and downward revision of the excessive side come in the
depression years; they include one case of a small increase of exports
pius imports (Jugoslavia) and one case of 2 small decrease of total
trade (Turkey). If the influence of bilateralism is downward,
depression intensified its cffects and revival sufficed to offset it; but
if bilateralism had the opposite effect, the statistics could be inter-
preted ag resulting from offsetting of its force by depression and an
intensifying by revival. This inconclusiveness is augmented by
the possibility of at least three other variables. Bilateralism con-
straing the Aow of trade into new and unwonted channels, and
realizes new points on the cost and demand functions in interna-
tional trade; but these new amounts of supply and demand for some
countries signify inevitably new schedules for other countries. We
cannot know whether SBoutheastern Europe gained or lost from this
process. In the second place, the extension of elearings tends, as
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we have obgerved before,! to deflect an increasing share of the
country’'s trade toward clearing partners, Over the years 1932-
1933 the share of German total exports and total imports going to
and coming from Southeastern Europe declined very slightly; but
these were also the years of substantial German exports to Western
FEurape and America under the serip and bond-repatriation devices,
After 1933 the shares begin to inerease, and 1934 dooes indeed seem
to show the deflection of trade to clearing countries in a fair degree
of isolation. The year 1935 marks the advent of a third variable,
the German trade drive to the southeast. Whatcever the influence
of bilateralism per se, economic revival and the trade-drive com-
bined to produce z decided upward-balancing of exports and
imports. In retrospecl we are unable to isolate the foree of bilater-
alism. A concluding section on exchange control in Germany
approaches the problem from a more inclusive basis — the general
export and import “terms” for Germany; and a final thearetical
chapter deals with the question upon an a priori basis supplemented
by some empiric verification,

Within a short time after the accession of National Socialism
to the government, the German economy — as we perceive more
clearly today than then — was oriented toward a future war, The
supply of imported raw madterial for this purpose came to be the
Archimedean peint of German commereial policy, a corollary of
the slogan “Export or die.” Prompted by the desire to buy from
sellers who did not or could not demand payment in devisen,
Germany began large purchases through her elearings with the
Southeast. The exact time when the drive was launched differs
amongst the several countries. The first clearing agreement with
Turkey removed impart quetas on German goods and provided for
the payment of 30 per cent of the value of German ecxports in
deviser:; as a result, German exports to Turkey increased hetween
1933 and 1934 from 36.3 to 37.9 million Reichsmarks, with s
parallel increase in German jmports. For Hungary also, 1034
marked the beginning of strongly increased German trade, par-
ticularly of imports; bui for Bulgaria, Jugoslavia and Rumania,
it was rather 1935 which witnessed the opening of the German
commercial campaign, We shall follow the main developments of
this phenomenon in the six countries of Southeastern Europe, with

1. Cf. p. 121 and pp. 223-224 ahove.
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especial emphasis upon Jugoslavia, for it can serve satisfactorily as
& prototype for the action elsewhere,

(2) Jugoslavia. The prelude to the onslaught upon Jugoslavia
was a commercial treaty of 1934, providing for the liquidation of a
German credit balanece of 100 million Dinars, and resulting in a
substantial export surplus by Jugoslavia to Germany the next year.
Farlier efforts to achieve this result by stimulating Jugoslavian
exports of poultry, eges, prunes, and other agricultural products
had come to naught through German mesasures to protect her
“peasant gentry” from foreign competition.! The beginning of
German purchases was hailed with enthusiasm, the more so because
of the League of Nations’ sanctions being currently applied against
[taly, which had furnished Jugeslavia with her most important
export market. Germany was by no means tardy in taking over
Italy’s place by establishing purchasing agencies throughout the
country. But the result of Germany’s buying campaign was the
accumulation of German debit bulances in the clearing® It may
appear anomalous that the Jugeslavian favorable balance of 153
million Dinars in 1935 should have been accompanied by the rise
of German clearing debts by 167 million Dinars, Clearing and trade
balances need not correspond, however, inasmuch as the clearing
ineluded other items beside visibles and excluded irade “on terms.”
We shall see presently® that Germany was able by a clever turn to
derive marked advantages from the aceurnulation of clearing debts
despite a really balanced trade. Apclogy has been offered for the
accumulation of these debts on the basis that an agricultural
country naturally piles up credits during the months following the
harvest.* Unfortunately for this thesis the largest single increase
of Jugoslavian balances occurred in the first half of 1935. In zny
event, the prolongation of the waiting period bore with great
severity on Jugoslavia, and for all countries of Southeastern
Europe, poorly supplied as they were with working capital.

The initial enthusiasm for German purchases soon gave way
to apprehensions concerning eventual payment. Transactions had

1. H. N. Sturrock, Report on Eeonomie and Commercinl Conditions in
Jugoslavin, Department of Overseas Trade, June, 1934 (London, 1934), p- 24.

2. In December, 1934, 223 million Dinars; April, 1935, 300; June, 1935,
260; September, 1935, 320; November, 1935, 362; December, 1935, 400,

3. CI. pp. 264, 266, 267 below.

4. Royul Institute of International Affairs, Southeastern Europe, A
Political and Economic¢ Survey {London ,1935), p. 198.
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been carried on at an official rate of 17.6 Dinars to the Mark,
which admittedly overvalued the latter currency. The National
Bank of Jugoslavia attempted to cope with the situation by per-
mitting the sale of exporters’ Mark-clearing bills at a four per cent
discount, but the reduction of the German clearing debt in the
summer of 1935 proved to be temporary. In November the dis-
count was raised to 15 per eent; with a six-months waiting-period
in the clearings for Jugeslavian exporters, this diseount together
with the loss of interest, clearing fees, and other costs in the clearing
amounted to 30 per cent per annum and turned profits in most
cases into losses.” Finally, in January, 1936, regular clearing was
suspended in favor of something resembling the Austrian “private
clearing” operating upon a ratio of 12.83-14.50 Dinars to one
Mark. The return to a relatively true raie apparently rested
upon a strengthening of Jugoslavia’s bargaining position from the
reopening of Italian markets.

"This outcome was certainly at variance with German designs,
for the very purpose of the high Mark rate had been to serve as the
fulerum to sceuring abundant imports. The Deutsche Volkswirt
depicted the dangers to Jugoslavian exporters which would arise
from a diversion of German purchases to other markets. That this
journal admitted in the same connection a stimulus of German
exports to Jugoslavia procceding from the new exchange rate is a
fact imbued with special signifieance in view of the hitier polemic
launched 8 year later against the Viennese cconomist Richard von
Strigl, who had asserted that artificial cxchange rates are primarily
responsible for one-sided aceumulations on the clearings, By that
time, however, the journal had so far reformed its apinions as to
deny peintblank any eonnection between exchange rates and clear-
ing balances.* Undoubtedly control of both cxchange rate and
domestic prices removes the connection obtaining when both are
iree to move, but it does not remove the influence of effcetive
German expert prices in comparison with those abroad; and that
was what counted in the Jugoslavian, as in all other, clearing
relations,

The introduction of the private-clearing rate worked toward
equating payments, but ils influence was confined naturally to

1. Frankfurter Zeitung, December 15, 1935.
2. Der deutsche Volkswirt, Vol. 10 (January 17, 1936), p. 709; Vol. 11
(June 11, 1937), pp. 1797-1798.
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current ilems, and even here it was not adequate, so that in March,
1936, ithe German balance still continued to rise. During the next
month Jugoslavia introduced an import, control systemn in an effort
to divert imports away from free-exchange countries and toward
Germany, and in May a joint, conference al Zagreb agreed upon
measures to promote imports, chiefly for public works and arma-
ments, from Germany. On the difficult Jugoslavian terrain, Ger-
many had succeeded in using the aeccumulated clearing-balances to
coerce her partner into expanding bilatcral trade with her at the
expense of trade with free-exchange countries. The German clear-
ing debt continued to be a chronic malady. The measures adopted
by Jugoslavia in the early spring of 1936 resulted in a reduction
from 465 million Dinars in Marech to 327 million Dinars in Decern-
ber; but an intensification of the buying drive swelled the figure to
415 miilion Dinars by March, 1937, despite these measures and
despite oreasional declines of the Mark rate in Dinars.! Various
forms of inlervention again reduced the German debt —to 177
milion Dinars in December, 1937; but by the end of 1938 it had
again increased greatly, reaching 400 million Dinars st the end of
1938.2

In order to give the German buying drive momentum, Ger-
man export goods had been offered at low prices during the first
year or two. But when German purchases had raised even the
level of doraestic prices in Jugoslavia, and when the limit of full
employment began to be felt in Germany, the prices of export
goods began to rise, not only overtly but alse covertly in the
deterioration of quality and in long delays in delivery. To offset
these effeets, German purchasing agencies offered to sell at incred-
ibly generous “terms” with almost negligible down payments. By
the middle of 1938 a dominant position was established for German
electrical goods, bicyeles, motoreyeles, machinery and other impor~
tant exports. The monopsonistic position which Germany had
created for herself by clever exploitation of clearing agreements led
to her having a monopoly in significant segments of her partner’s
market., Hitler's annexation of Austria and the Sudetenland
augmented this dominating pesition, not only by virtue of Ger-

1. In March, 1937 the rate fell as low as 11.75 Dinars—1 Mark; of.
Sturrock, Repert, July, 1938 (London, 1938), p. 12,

2. The scurce of the last figures on the German clearing debt is conf-
dential.
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many's incorporating the trade of these regions with Jugoslavia,
but also by her acquisition of control over the foreign investments
of these countries in Jugoslavia. Ever more important was the
growth of the political power of Germany, which could scarcely
fail to menace the economic stasus of Southeastern Turope gener-
ally.

{3) Other Countries of Southeastern Kurope, In Bulgaria,
undoubtedly the poorest and most backward of the Balkan states,!
German penetration met with least resistance, Compensation deal-
ings were almost completely excluded and the Mark was main-
tained within 1-3 per cent of its official parity.? Characteristic of
the degree of Bulgarian dependence was a secret provision of the
Bulgarian-German clearing agreement providing not only for
deliveries of goods of German origin but alse of overseas imports
into Germany, such as coffee and cotton. This was represented as
a substantial concession to Bulgaria, but in faet it indicated the
progress of isolating the country from world markets and incor-
porating it into the German blsc. The cost of this transformation
appeared subsequently, when Bulgaria was obliged to pay 185, then
20, and later (1938) 25 per cent of her German imports in free for-
eign devisen.?

In Turkey, Germany pursued her policy of outbidding all
other foreign buyers with great persistence, offering margins as high
as 60 per cent over world market levels.t In 1935 and 1936 the
favorable balance of Turkey in bilateral trade with Germany
amounted to 56 million Heichsmarks; and by 1937 the German
clearing debt had accumulated to such a magnitude (56 million
Turkish pounds) that the National Bank refused any longer to
discount exporters’ bills on Germany. Why a country as impover-
ished for eapital as Turkey should cxport capital 1o Germany by
financing her imports for increasingly long periods can only be

1. The Bulgarian Business Cycle Research Institute reported ip 1939 that
37 per cent of the 2,710,000 persons classified under agriculture actually repre-
sented “hidden unemployment.” Cf. Siidost Economist, Yol. 1 (June 23,
1939), p. 1690

2. Frankfurter Zeitung, September 16, 1935.

3. Ci. T. Kalinov, “Bulgaria’s Trade with Germany” in Stopanski
Problemi, Vol. 1 {October, 1038), p. 378. The author ventured the prediction,
corroborated by later developments, that the trode offensive of Germany would
result in the establishment of o monopoly for her exports. (I am obliged to
Dr, Gersehenkron for examining this article.)

4. Economist, May 20, 1939, p. 431.
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explained on terms of economic and political pressure. The Ger-
man claim that Germany exported capital to the Balkan eountries
because she sold capital goods there rested upon confusion or guile.!
Where Germany extended long-period “terms” upon her exports,
it frequently turned to the purchasing country’s disadvantage,
inasmuch as these sales increased the amount which Germany
could import over the clearing, and which, because no payment
was forthcoming, the clearing partner had to finance.?

The resistance of Turkey to German strategy met with vary-
ing success, but the long-run tendency was adverse. In August,
1937, a new clearing agreement set limits upon the extent to which
28 essential commedities could be exported to Germany. A year
later a new agreement embodied further concessions on the Ger-
man side — the 30 per cent payment in free devisen was abolished,
and energetic steps were taken to increase exports from Germany.
Through these measures the clearing balance was wiped out by
October, 1938;% but it began to accumulate anew and in the early
months of 1939 reached a figure of eight million Turkish pounds.*
The autumn of 1938 marked the granting of a 12 million pounds
sterling loan by Germany to Turkey to be expended in Germany
for industrial and military equipment. The older device of pres-
sure exerted through uncieared bilaterial balances gave way to the
more overtly political phase of Germany's predatory activities in
the Southeast,?

German clearing with Greece was always transacted at the
official rate of 40.5 Drachmas to the Mark.5 Tobacco exports

1. CI. J. B. Condliffe, The Reconstruction of World Trade (New York,

1940),
2. Cf. Paul Einzig, Bloodless Invasion: German Economie Penetration
into the Danubian and Balkan States, 2d ed. (London, 1939), pp. 36-46.
While Einzig's work oceasionally seems to overdraw the picture, it portrays
the general character of the German tactics with verisimilitude.

3. A sperial feature of Germany’s clearing trade, the reselling of the
partner’s products at low prices on the world market, in order to secure free
devisen, was for some time widely applied to Turkish goods. By spoiling the
market for ber clearing partner, Germany inereased the economic isolation of
the country. In the Latin American trade examples of this sort ean be multi-
plied; e.g. the case of Brazilian coffee purchases of Germsny in 1937, none of
which, it is said on good authority, arrived in Germany for home consumption.

4. In July, 1938, the German clearing account had a debit of 6.5 million
pounds and the Turkish account a credit of 6.5 million pounds. But the agree-
ment had not provided for cancellation, with the resulting ealamity of uncleared
balances and delay in payment on both sides,

5. Economist, Vol 138 (November 19, 1938), pp. 361-362.
6. Devisenarchiv, Vol. 3, pp. 81-88.
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account typically for half of the exports from Greece, and Ger-
many purchased half the tobzeco exports.! As in Turkey, the
National Bank financed the German clearing debt; when it reached
38 million Reichsmarks, the bank attempted to reduce its purchases
of exporters’ bills to 60 per cent. But a storm of protest from the
export interests forced the bank to the alternative of applying the
accumulated Mark balances to German exports of supplies for
public works and of armaments.? This proved effective in reducing
the German clearing debt ¢to 9.2 million Reichsmarks at the end of
1637 and to virtually nothing &t the end of 1938; but by Septem-
ber, 1939, it had again increased to 13.1 million Reichsmarks?
Greece was never able to reduce its purchases of German goods and
had to confine attempts at improving the balance of payments by
shutting off imports from other countries. Under the influence of
German demand, tobacco culture was expanded; the tobacco pro-
ducers and exporters, as & result, always remained amenable to
German dictation,

Rumanian trade with Germany proceeded over the official
rate of 55 Lei to the Mark until, in 1937, because of a strengthening
of Rumania’s position through the recovery of agricultural prices,
she was able to reduce the rate to 38-39 Lei. This rate recognized
at least a part of the Mark depreciation, but was still high cnough
{0 male exports to Germany more profitable than to England.!
Rumania’s situation, as long as it turned upon economic matters,
was always strongly supported by her petroleum resources. She
succeeded, for example, in limiting petroleum exports to Germany
to 25 per cent of total exports in this bilateral relation, in resisting
8 German demand for the restoration of the 55 Lel rate towards
the end of 1938, and in securing a compromise at 40.5-41.5 Lei.?
The coup de grdce to Rumania’s economic resistance was delivered
by the German occupation of Czechoslovakia. The agreement of
March 23, 1939, went far toward subordinating the Rumanian lo
the German economy: apart from large-scale buying of cereals,
swine, and cattle, Germany secured 25 per cent of the ofl production,

1. Eeonamist, Vol. 133 {December 3, 1938), p. 479.

2. 5. R. Jordan, Report on Kconomic and Commereial Conditions in
Greece, April, 1937, Department of Overseas Trade (London, 1937), pp. 25-29,

3. Jurden, Report, July, 1938 {London, 1938), p. 23, and League of
Nations, Balance of Payments 1938 (Geneva, 1939), p. 61.

4. Economist, Vol. 134 (February 18, 1939}, pp. 349-350.

5. Economist, Vol. 133 (December 24, 1028), p. 658.
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the abandonment of grain monoculture in favor of specific German
needs, the re-direction of industry toward timber and oil process-
ing, and finally the granting of free zones for German transit goods
in the Danubian and Black Sea ports.! This agrcement may be
regarded as the pattern of German policy in Southeastern Europe
in the period immediately preceding the outbreak of war.

(4) Conelusion. It is beyond doubt that the panoply of devices
employed by Germany in the five years from 1935 to 1938 had
brought her to & position of economie dominance in her relations
with Southeastern Kurope, as may be read from the following
statistics.

GREATER GERMANT'S SpARE IV THE FOREIGN TRADE
oF SouTHEASTERN EUROPE IN 1938*
(In percentages of each country’s total exports and imports)

Total Ol Reich Austris Czechoalovakia
Exports to Greater Germany
Yugoslavia.......... 50.1 325 6.9 10.7
Hungary............ 48.3 208 11.2 73
Rumania....,....... 48.3 35.2 4.7 8.4
Bulgaria............ 57.8 47.6 4.3 59
Greece. . .. .. e 319 28.8 1.5 1.6
Total............. 45.9 27.3 11.2 74
Imyorts from Greater Germany
Yugoslavia. ... ... .. 49.9 35.9 6.1 79
Hungary. ... ... .. .. 50.1 27.7 18.2 42
Rumsnia. ........ ... 35.8 20.8 55 9.5
Bulgaria............ 63.4 51.8 7.0 46
Greece, ............. 43.1 38.5 1.7 2.9
Total............. 466 32.1 8.4 6.1

* Reichskreditgesellschaft, op. git, (Berlin 1939), p. 37.

The triumphs celebrated by German commercial policy in the
Balkans greaily exceeded even its successes in Latin America. A
reference to the trade statistics® will show that German exports to
South America remained as & rule far helow the pre-crisis level.
Only in the case of Brazil did German imports reach the level of

1. Reichskreditgesellschait, Economic Conditions in Germany at the
Middle of the Year 1939 (Berlin, 1939), pp. 39-40.
2. CI. pp. 386-387 below.
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1929; in the Argentine trade they were 40 per cent below this level
even in the peak year of 1937.

We have now completed a survey (in Section A) of German
import prices and (in Section B) of her export prices. What is the
evidence of the facts regarding the contention of Dr. Fritz Meyer,
that
“if imports and exports are considered 83 a whole, then the relatively more
expensive imports are ofiset by exports at relatively higher prices, because the

other country has to agree to accept German goods and has to agree to limit
herself in the choice of her supplies?®

T

This seems to have been written with German trade developments
and the exploitation of her clearing debts in Southeastern Europe
as the erriére-pensée. It is not to be denicd that high export prices
did to a degree offset high import prices, but the extent of the offset
is not altogether certain. As [ar as the German bids for supplying
armaments are concerned, it is reported on good authority that the
prices were actually lower than those of England and France. For
imaginahble reasons, Germany desired to supply the armaments,
even if it involved loss. Exportation of this sort undoubtedly
extended to other items than armaments, but Meyer gives no
intimation of considerations other than economic in the German
southcast trade. Furthermore, the process of attaching these
countries t0 her own commercial system extended over several
years, but the beginning had to be made through competitive
prices on exports. A recent publication of the Royal Institute of
Economic Affairs® observes that though export prices rose for the
Danubian and Balkan countries after 1034 or 1935, there was no
greal rise of import priccs. The statistical evidence advanced by
the Institute does not prove to be altogether convineing,® but it
points to the danger of assuming that Germany obtained high
export prices in all eountries of Southeastern Eurepe equally and
throughout the entire period.

If a net gain of export prices compared with import prices in
trade with Southeastern Europe may be taken as real, though not
as great as it appears superficially, there is small likelihood that the
net gain in this segment of German {rade eould offset the high

1. Meyer, op. cit., pp. 468-469,

2. Royal Institute of Economic Affairs, Southeastern Kurope (London,
1939), pp. 197-198.

3. E.g. data are lacking regarding Greece, where Germany had marked
success in obtaining high export prices.
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import prices which had to be paid elsewhere for purchases through
the clearings. German (old Reich) imports from this region did not
exceed 11.9 per cent of her total irports in 1938, nor did exports
amount to more than 13.2 per cent. Outside Southeastern Europe
Germany was not able in many instances to pile up adverse clearing
balances and subsequently to exploit her debtor position. Even the
semi-official Berlin Institute for Business Cyele Research issued an
express warning in 1937 that German clearing purchases do not
automatically lead to an expansion of German exports, because
“the foreign country cannot force her importers to buy German
goods. A tremendous effort was made by Germany in South-
eastern Europe: ingenious devices were applied; Buigarians,
Jugoslavians, Turks, Greeks, and Rumanians were bullied, cajoled,
cheated, and lured inte inereasing their trade with the Reich: but
the valume of trade did not in the end exceed that which had unob-
trusively cbtained in pre-depression days under freedom of pay-
ments. For the prolongation of depression in Southeastern
Europe, German exchange control itself bears a certain measure of
responsibility, because of the key position occupied by that coun-
try in the foreign trade of the region. 8o far as concerns Germany,
was the game worth the candle? A subsequent review of her trading
position will point to the likelihood of & net reduction in the “total
gain” of foreign trade, despite a small and doubtful improvement
in terms.? The answer must be nq, if we refrain, as Meyers did,
from viewing exchange control as an instrument of political power.

REviEW a¥D ArprasaL or GErMAN ExceANGE CONTROL

A. Historical Summary.

The bank failures in the summer of 1931 impinged upon a
Germany demoralized from the War of 1914-1918, revolution,
post-war inflation, the Versailles system of reparations, and per-
plexed by grave political strife. The erisis in confidence struck
upon an economy burdened with over 26 billion Reichsmarks in
foreign debts, of which 16 billion was owed at short term. Obviously
the “liquidity’” of a national economy within a short peried has -
very narrow limits, and the actual transfcr of three billion Reichs-
marks of fight capital by the end of 1931 called for extraordinary

1. V.z. K., Vol. 12 (December 36, 1937), pp. 315-322.
2. Cf, pp. 276282 below.
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measures, particularly in view of the devaluation of sterling coun-
tries, which Jeft German prices isolated from the DIeCessary com-
petitive level. Devaluation after the English pattern seemed to be
precluded on several grounds, the most important being the danger
of setting loose a flight from the currency. Assurance was given
the public by proclaiming that the Reichsmark would be maintained
at its old parity at all costs, and the Reiehshank was given monopoly
powers in devisen dealings to put this resolution into effect.

From the early part of December, 1931, to the autumn of
1932 — perhaps even through the remaining months of 1932 —
exchange control was viewed as a buffer, no longer a strictly short-
term measure but still a transitional makeshift under which to
carry through the neeessary deflation for international equilibrium.
The Fourth Emergency Decree of Deeember 8, 1931, reduced inter-
est rates, commodity prices, the salaries of civil servants, and wages
generally. If it be granted that devaluation was psychologically
and politieally impossible, this was the only course for achieving
international equilibrium. Several factors made it appear in 1932
that the poliey might succeed: the renewal of the Standstilt Agree-
ment with more elastic terms, the Lausanne Conference, which
virtually abandoned reparations, and the reorganization of the
banks which had closed the previous summer.

The effort to aitain price and exchange equilibrium was des-
tined to failure. Tn competition with the sterling bloc, Germany
rapidly lost her export eapacity, and her favorable balance dwin-
dled in 1932 to a third of its magnitude in 1931. The allocation of
devisen at 50 per cent of the average imports by individual firms
during the year preceding the imposition of exchange control did
not go below the general shrinkage of production and demand for
foreign products; and allocations appear on the whole to have been
carried through without discrimination against particular types of
imports. But diserimination was being practiced by Germany’s
trade partners, in the form of differential devisen allocations, quo-
tas, special tariffs, and multiple exchange rates — all of which dis-
couraged the effort toward international equilibrium. Further-
more, the rise of clearings made the effort seem superfiuous, and
Germany had already discovered the possibility of aiding cxports
through commandeering windfall profits made upon bond repatria-
tians. Finally, the Britning deflationary poliey alienated the wage
and salary elasses; it invited & drive against trades unionism on the
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part of industrial interests; and its adherence to the ideal of a
liberal International trading system ran afoul of the growing pro-
tectionist and autarkic sentiments of industry and agriculture
alike. The von Papen and von Schleicher governments inclined
toward a reflationary policy. At first, in the decrees of September,
1932, establishing the tax-certificate scheme and rather limited
public works, German economic policy represented an admixture
of reflation with deflation, which persisted in wage-reduction
bonuses. By December, von Schleicher had, however, turned to a
more pretentious program of spending,

It would probably be more accurate to say that the Hitler
regime, at least during the first eightesn months of its history,
ignored rather than repudiated international price and exchange
equilibrium. After its accession to power on January 30, 1933, the
National Socialist government imsmediately set afoct a vigorous
program of creating employment. The First and Second Rein-
hardt programs involved 2 frank avowal of an “autonomous eco-
nomic policy”: thoughts of devaluation were banished, and
exchange control was gradually accepted and then weleomed as a
permanent ecmplement to state powers cver individual enterprise
and consumption. As an cxporter of industrial finished goods, Ger-
many enjoyed a strongly favorable development in the terms of
trade, and this circumstance permitted the continyance of the 50
per cent devisen allocation to February, 1934, Foreign devalua-
tions meant that German exports could only be sold by subven-
tions or by resort to partial devaluation through Sperrmarks. But
the burden of debt, aside from the relief afforded through Ger-
many’s favorable terms of trade, was greatly reduced by foreign
devaluations. Sterting devalustion accounted for over a billion
Reichsmark reduction from the original Standstill debt of 6,300,-
000,000 Reichsmarks, and the devaluation of the dollar subtracted
a further half billion during 1933. Nevertheless the rapid expansion
of c¢redit in Germany in pursuance of the autonomous economic
policy prevented the development of a favorable balance of trade
necessary to maintain the debt service. A further breach in the
system of international finance was made by the absolute Mora-
torium of July, 1434.

Western European creditor nations retaliated by the threat of
compulsory clearings; but it is not to be imagined that the device
was their invention, inasmuch as two years earlier Germany had
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forced amortization quotas in clearings with her Eastern European
debtors. During 1933 and 1934 German wholesale prices rose from
66 to 73 per cent and sensitive prices from 41 to 50 per cent, while
prices in England confinued o decline. This price differential,
together with the use of “Swedish clause” clearings for imports
from third countries, produced an unfavorable balance of trade for
1934, piled up large adverse clearing balances, and necessitated the
reduetion of devisen allocations by successive stages from March to
August from 45 per cent to five per cont. The exchange control
authorities strove against this development by tightening the
Mark allowances of travellers and emigrés, and by establishing
Uberwachungsstellen for textiles, nonferrous retals, eowhides, and
rubber — the first intreduction of direct qualitative contrel of
foreign trade.

The solution elaborated by Schacht for the trade tmpasse of
1934 was the principle that no import payment should be allocated
by the Reichsbank unless the import had been approved by an
Uberwachungsstelle. Further essentials of the New Plan were the
reduetion of imports of finished goods and of exports of raw materi-
als, the increase of exports to overscas suppliers of essential raw
materials, and the restoration of a favorable trade balance. Sub-
sequent developments proved that ‘“‘the New Plan accomplished
the main purpose for which it has been called into being,” as
Guillebaud maintains,! indeed all of these purpozes. But, 23 he
adds, this “improvement’” was partly achieved through restricting
total imports, so that their value in 1936 remained substantially
below the trough of depression in 1933 and 1034. The import
restriction came as the result of a vigorous extension of the German
clearing system throughout South America and Southeastern
Europe during 1935-1937. The character of Germuan exchange
control underwent no really significant changes thereafter, and even
the present war requircd ne fundamental recasting.® For a time
during the latter parc of 1934 and 1935 it seemed that the Aski
Marks would permit the formation of an officially tolerated free
market in German exchange; but the severe limitations imposed
between 1933 and 1937 upon exports to which Aski Marks could be
applied, and the successive narrowing of the fraction of the pur-
chase price which could be paid in these Marks, revealed a firm

L. Guillebayd, op. cit., p. 9.
2. Economist, Vol. 138 (May 4, 1940), p. 815.
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intention of the authorities to maintain direct, and arbitrary control
of supply and demand forces and the rates of all varieties of Sperr-
marks. Similarly the payment agreements, exemplified by the
Anglo-German arrangement, betokened no real departure from
clearing, despite the use of effeclive devisen payments, since the
exports of the two countries were constrained by direct interference
to conform to a pre-determined ratio at the official rate on Reichs-
marks,

B. Volume, Direction, and Composition of Trade

As shown in Fig. 24 (p. 224), the introduction of exchange
control in mid-1931 started German exports, expressed as a share
of world exports, on & downward course which persisted into 1934,
while imports, as a share of world imports, rose to the same turning
point. This method of expressing exports and imports eliminates
the factor of world depression and leaves as a residual those factors
peculiar to Germany. Since the terms of trade for Germany rosc in
depression, it is difficult to ascribe the adverse development to
other cireumstances than exchange eontrol, especially the adher-
ence to bilateralism. After 1934 exports slowly increased, but
did not exceed 10 per cent of world exports in 1938 compared with
12 per cent in 1929. The New Plan throttled imports in 1936 to
the share of world imports (at slightly over 714 per cent) which
they had assumed in 1931; thereafier the Germap recovery
increased imports more rapidly than exports; and, though Germany
may be said to be a typically export surplus economy, the favor-
able balance was not as large in the full-employment years 1937
and 1938 as it had been in the bottom of depression in 1933. If the
“‘Greater Germany” of 1938 and carly 1939 is considered, the bal-
ance of trade in these years was adverse and to a preater extent
even than in 1934.!

A striking change in direction of German itrade was its transfer
from Western Europe to overseas and Southeastern Europe.
Fxchange control ard other interferences such as quotas and import
prohibitions reduced the Western European share of imports from
23.2 per cent in 1931 to 20.6 per cent in 1932. For four years, the
figure remained at 20 per cent, but the New Plan and its drive o
pay for overseas raw materials by exporting to these countries

1. Ci. p. 380 below.
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reduced the percentage through 1936, 1937, and 1938 to 16.9 per
cent. The share of exports to Western Europe hovered about 40
per cent from 1931 {o 1934, but again, in response to the seheme of
strict bilateralism this share of exports declined strongly from 1935
through 1938 to 27.5 per cent.! Thus clearing and compensation
forced German trade to more distant markets on both the exporb
and import sides, with an inevitable rise in the net cost of imports,
a cost which is technical in character, separable from the rates of
exchange involved in clearings, Approximately the same relative
changes in the proportion of German exports and imports obtain,
if to the five countries of Western Eurcpe (Great Britain, France,
Belgium, Netherlands, and Switzerland) there are added Sweden
and the United States to complete the list of the chief ereditors of
Germany.? Despite the liquidation of frozen credits in Germany by
the application of these depreciated accounts to exports, the pres-
sure of bilateralism carried German trade toward South America
and the Danubian and Balkan states. If we compare the shares of
German trade with Turope as a whele and with the rest of the
world,? we discover that the former declined from 1935 through 1938
from 61.6 to 34.5 per cent on the import side, and from 1031
through 1938 from 81 to 69 per cent on the side of exports. The
bilateralism of clearings is chicfly responsible for the change from
1929, when an export surplus of 2,857,000,000 Reichsmarks to
Europe paid for an import surplus of 2,821,800 Reichsmarks out-
side Europe, to 1938, when these figures amounted to no more than
698,700 Reichsmarks and 901,700 Reichsmarks, respectively. The
greatest change in direction of German trade is given by the com-
Lination of bilateralism and autarky, both of which moved Ger-
man trade away from the predominantly industrial countrics —
Austria, Belgium, Caechoslovakia, Franee, Great Britain, Italy,
Japan, Luxemburg, the United States, and Switzerland. From
1931 to 1937 German imports from these countries fell from 39.1
to 27.8 per cent of total imports, and German exports from 48.4
to 36.9 per cent.*

From the viewpoint of changes in the composition of trade,

1. Cf. p. 383 below.

2. Cf. p. 384 helow.

3. Ci. p. 385 below.

4. Cf. p. 389 below. It is impossible to carry the eomparison into 1938,

becanse of the incorporation of two of the industrial countries, Austria and the
Sudetan part of Czechoslovakia, into Germany itself,



276 BEXCHANGE CONTROL IN CENTRAL EUROPE

Germany shows the characleristic pattern of a state tending toward
autarky. Il we draw & comparison hetween foodstuffs and indus-
trial products, and subdivide the latter according to degree of
{abrication, we discover the following changes. Amongst industrial
imports, raw materials rose from 27.2 per cent of total imports in
1931 to 33.9 per cens in 1938, whereas finished products fell from
14.4 to 7.3 per cent, or to half their share before exchange control.
Cyeclical forces predominate in the import of foodstuffs, but their
share — it is worth observing in passing — did not recover in 1938
to the pre-crisis level. The export of foodstufls, never an important
item for Germany, declined from 5.0 per cent to 1.2 per cent;
exports of raw and semifinished industrial produces shrank slightly;
but the share of finished industrial exports rose from 72.4 per cent
to 81.5 per cent!

C. Terms and “Gain” of International Trade

The inquiry into volume, direction, and composition of trade
would be as dull as the foregoing statistical synopsis were not the
whale matter Hluminated by the intriguing question, Did Germany
gain or lose in international trade through exchange control?
Urndoubtedly the imperfections of statistical data prevent a precise
quantitative answer to this crucial problem, but I do not believe
they prevent an answer altogether.

Aside from the prevention of flight psychology, the main pur-
pose of retaining the old gold Reichsmark and the exchange control
apparatus which it implied was to sustain Germany’s terms of
trade, both on current zccount and in payment of past obligations.
The acceptance of this goal implies, of course, that the advantage
in terms of trade offsets the possible loss in volume of trade, so that
the result, of multiplying terms of trade by volume would ba greater
than otherwise; that is, that the so-called ““total gain™? would be
larger under exchange consrol (including not only overvaluation of
the currency unit but also discrimination between buyers) than
underfree payments and devaluation. 1t has already beensuggested
that a comparison of the terms of trade for Germany and for Eng-
land give a clue to the effect of the overvaluation of the Mark.?

L. Gf. pp. 381-382 below.

2 CL Jacolh Viner, Studies in the Theory of International Trade (New
York, 1937}, p. 563.

3. Ci. pp. 335-342 ahove.
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Let us pursue this analytical method further. Examine first the
index of terms for England in comparison with the German index,
as given in columns two and one in the accompanying table.

INDICES oF GEEMAN AND ENGLISH TERMS OF TRADE AND THE
OVERVALUATION OF THE REICHSMARKE

Fxcess of

Excess of German German over Enoglish
German Englich over English Wholesale Prices
Terms of Trade* Terms of Trade* Terma {Gold}t
1629 .. ... 100 100 o .
1930...... 108.2 106.1 21 .
1931, ... .. 123.8 115.7 8.1 1143
1932. ... .. 144.4 115.5 28.9 38-50
1933...... 142.8 119.9 229 46-57
1934 ... .. 135.9 118.8 17.1 60-77
19356...... 126.3 115.3 9.0 67-78
1936.. .. .. 122.0 112.6 9.4 59-69
937.. .. .. 117.6 108.0 96 44-57
1938...... 128.8 114.7 14.1 61-86

* For gouree, cof, . 379 below. o
+ Minimum and maximum quarterly averages within ewofi yeur,

Both countries gained absolutely in terms of trade by virtue
of their predominantly industrial exports; but from 1931 the Ger-
man terms were appreciably higher than the British, the margin
being shown in column 3. It is quite apparent from these data
that variations of the German index of terms relatively to the
British relate closely to the overvaluation of the Reichsmark. The
greatf inerease of the German margin comes in 1932 with first annual
trade statisties after the introduction of exchange control in Ger-
many. The reduction in this margin in the next few years follows
logically from the extension of use of export subsidies of devalued
Marks in the clearings and Sperr categories. Other factors might
indeed affect the relative terms of trade for the two countries —
most notably changes in international demand and in capital
movements. Whatever influence the demand factor may have had,
it is clearly quite subordinate to the Mark currency factor; and the
separate influence of capital movements, also subordinate by the
evidence of the 1931 figures, will be taken account of later.

Proceed now to a comparison of movements of the Gerinan
terms of trade with a simple purchasing-power-parity measure of
the underlying overvaluation of the Reichsmark (column 4),
whick is useful as an indicator of German costs of production
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relatively to costs in the freecurrency economies such as the ster-
ling bdloc and more specifically England. The German positive
margin is & mere fraction of the overvaluation, ranging from two-
thirds at a maximum in 1931 to one-eighth at a minimum in 1935,
typically closer to the latter than to the former limit.

Why should the extensive overvaluation of the Mark produce
so small improvement in the German terms of irade? The primary
cause, in all probability, is the practice of exporting over depre-
riated Mark eategories and by means of subsidies. The probakility
would be a certainiy if we knew that the German official export-
price index represented prices net of these aids. But the probability
amounts to a practical certainty. Our previous investigation of
overvaluation of the Reichsmark! revealed that export prices
articulate quite smoothly in the margin between subsidy per unit of
export and domestic wholesale prices. It would furthermore be the
natural bargaining strategy of exchange eontrol authorities to
quote the lower figure, i.e. the price after subtraction of various
export aids. A sccond and very important cause of the relatively
small advantage in terms of trade was the high cost of imports.
Germany regularly paid prices in clearing, compensation, and Aski
deals which considerably execeded world prices, because of the
necessity of buying within the confines of bilateral balancing, as an
earlicr analysis has shown.? Since bilateralism was a conscouence
of exchange control (including overvaluation), so toe was the reduc-
tion of the improvement in terms of trade, aseribable to import
costs. As a specific example, German import prices, after having
moved along the same level with the British index from 1929 to
1931, exceeded it by 214 per cent in 1931 and by successively wider
mergins to eight per eent. in 1938.% Nevertheless, despite its small
magnitude relatively to Reichsmark overvaluation, the combina-
tion of the artificially high rate of exchange and the use of discrim-
inating sub rosa devaluations apparently gave Germany more
favorable terms than England’s.

To complete the argument as to total gain, it is necessary to
move to the second term of the multiplication, that is, to the
volume of trade. A favorable change in terms could be attended
with a fall in total gain if volume decreased sufficiently. But it is

1. Cf. p. 233 above. ’

2. Cf. pp. 242-247 ahove.
3. Cf. p. 379 below.
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unfortunately impossible to use physical volume directly, because
of the very changes in the exchange-control period in composition
of exports and imports which we have just reviewed. Changes in
total value of exports and imports are taken in a substitute réle for
volume, and in order 10 avoid the cumbersome expressions of actual
magnitudes, they are expressed in percentages of world exports
and imports. Percentages are also used in comparisons with the
value of exports and imports of Great Britain, a country of pre-
dominantly industrial exports as is Germany.

At first consideration, this method is apt to yield conclusions
very favorable to the German exchange control. In 1932 and 1933,
the years of highest German barter terms relatively to the British,
German exports were 107 per cent and 95 per eent of British exports
in the two years respectively; whereas in 1935, the year of lowest
German terms relatively to the British, German exports were only
82 per cent of British exports.! German imports showed no change
relatively to imports to England. It appears that despite cxacting
higher barter terms in the first two years, Germany increased its
export position relatively to the free-payments devalued-currency
England: Germany both ate and had its cake. In 1935 the lower
barter tcrms were accompanied by a relative deterioration in export
position: Germany lost both the cake and the eating? The same
conclusion could be drawn in the English comparison, though with
less striking extremes, as between any year from 1931 through
1933, on the one hand, and any year from 1934 through 1937, on
the other. If the basis of comparison is shifted to world trade,?
the general relations for the same groups of years with their accom-
panying indices of trade terms are not changed.

It is no mere academie exercise to construct such an argument,

1. For g slatistical summary of these relations through 1929-1937, cf.
the table on p. 277 above in eonjunction with the figures on p. 379 below. The
changes of the German territorial area in 1938 and 1930 interfere with com-
parisons in these years,

2. Tt might be imagined thut just the opposite interpretation could be
made: 1032 and 1933 represent bud years, since Germany paid 5 large volume
of exports for small volume of imports — what Taussig ealls the “‘gross harter
terms of trade” had declined. But this ignores (1) that the barter terma were
in fact relatively favorable; (2) that the mapnitudes under comparison are not
physical volume of exports and imports, but total values. Since the balance of
payments balances, the residual from the visible trade must appear in the
capital items; upon their bebavior in the German situntion much depends, as
will presently become apparent,

3. CI. statistico on Germany's share of world trade, p. 393 below.
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for German exchange control does not lack its advocates precisely
upon the basis of total gain of forcign trade, both within the coun-
try and abroad.! But the argument is based upon a notorious
non causa pro causa. Because relatively favorable terms attended
improvements in Germany’s relative export position, the former is
assumed to be the cause of the latter. But this is to ignore the one
most conspicuous phenomenon of Germany’s international situa-
tion from 1931 through 1933 — the export of capitel. The violent
effort. of foreigners and nationals to transfer wealth in both mone-
tary and real form abroad caused the “favorable” balance; this
balance developed nof because of the favorable German terms of
trade, but despite thera. From July, 1030, to February, 1934, Ger-
man foreign indebtedness decreased from 26.8 to 13.9 billion Reichs-
marks, and this was a period of the “favorable” showing on the
basis of export position and terms; from February, 1934, to Febru-
ary, 1938, forcign debts declined only from 12.9 to 10.0 billion
Reichsmarks, and this was the period of the less favorable aspect
of exports and terms.® In the first three and a half years debts fell
by around 13 billion, in the second four-year period by four billion
Reichsmarks. Devaluations, it is true, accounted for a relatively
larger share of the debt reduction before 1934 than after; but the
offset ig not sufficient to matter seriously in the present context.?

As far, then, as we are able to trust the evidence given by a
comparisor of German tertns of trade with developments in a single
foreign country, there appears to be no ground for supposing that
the relatively high level of the German terms had itself any dis-
coverable tendency to increase the relative import and export
position of Germany in world trade or, by the same token, the *‘total
gain' of her foreign trade. Limitation of the comparison to the
English terms does, indeed, leave much fo be desired; but it is
impossible to find another significant industrial country which did
not undergo dsvaluation within the period of German exchange
control, making it cligible for comparison. Furthermore, export
and import price indices have to be accepted with some caution.

It must be emphasized, however, that the preceding ealeula-
tions have accepted the official German index of export and import
prices without question, but that there are two important offsets.

1. This issue will recur in the concluding chapter.
2. Cf. pp 231, 277 ahove.
3. Cf. p. 288 below.
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These offsets reduce the “total gain” substantially from a genuinely
economic angle. In the first place, we may be certain that nothing is
allowed in the report of net export prices for two impressive sets of
costs: the first, interest and risk costs involved in taking paymens
through the lagging and urcertain process of clearing and compen-
sation; the seeond, the entire weight of administrative costs of
exchange control upon the state budget and the taxpayer.! In the
second place, however the net terms of trade roally stood in the
German case, they were more favorable in any event than exchange
control as a mere economic device would have given. Our investiga-
tion of German exports through clearings with Southeastern Euro-
pean countries distlosed that German goods were frequently sofd,
to put the matter mildly, at higher prices than eompetitive condi-
tions could explain. In part, the high prices procecded from regional
quasi-monopolies on the part of Germany. But in part, they arose
from her adroitness in exploiting her debtor position in the elear-
ing aceounts; and in part, they rested on political might and
hard bargaining.

In concluding the subject of the German *‘total gain” from
foreign trade, I should Iikc to remark that no more easy method of
analysis exists than the laborious caleulus of terms and volume, and
the making of allowances for capital movemcnts, concealed costs,
and other relevant but complicating factors. A mere appeal to the
generalization that authoritarian interference with the operation
of eomparative costs is bound to reduce the net yieid of forcign
trade does not suffice. The principle of comparative costs looks
aside from discriminating monopoly, but this is one of the chief
phenomens. which admit the theoretiral possibility of greater total
gain with exchange control than without. But if exports and
imports are accurately reported, both as te price and volume, the
total gain is implicit in the data. The same must be said with
regard to a shift of trade to more distant markets: discriminating
monopoly might still make the trade more profitable, and if so,
accurate statistics of price and volume would reveal the fact.

Furthermore, it is impossible to test the economic efficiency
of the German international trading system by the movement. of
the cost of living or real wages in Germany. Evidence is indeed not
wanting that the official cost of living index concealed qualitative

1, Tor Germany there has never been the slightest breach it the secrecy
surrounding the costs of administering exchange control.
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deterioration in the standard of life and a decline in real wages.!
In a competitive or free-enterprise economy, the debasement of
real consumer income would be damaging evidence concerning
general effectiveness of its production, including the yield of foreign
trade. In a totalitarian society in which an avowed aim was to
divert most of the increased social dividend from consumption to
capital goods and rearmament, the test fails. We therefore have
to analyze the total gain of foreign trade directly in its components,
terms and volume, as in the preceding paragraphs.

D. Conelusions

As these concluding pages are being writien, Germany is
astounding and dismaying the world with her military might. A
danger exists that this military prowess be taken as a vindication of
Germany’s entire economic apparatus. Since exchange control is
accepted by its authors as part of this apparatus, the sanction may
extend to this particular phase of the German economy, The gues-
tion beeomes significant in these circumstances whether German
exchange control through the eight years of its ante bellum history
proved to be an effective institution, and for what it was effective.
In brief compass, what have been the findings of the present inves-
tigation? The retrospect profitably includes the results of German
exchange control respecting the monetary standard, the character
of foreign trade, the terms and total gain of foreign trade and the
foreign debis, as well as conclusions regarding the control as a new
- 8ystern, and its connection with the totalitarian state.

As long ag the bulk of Germany’s international trade and pay-
ments actually passed at the official Reichsbank rate of exchange,
and as long as the panie following the summer crisis of 1931 lasted,
German exchange control may be adjudged a suceess in thwarting
an economically purposcless capital flight and in preserving the
integrity of the naticonal monctary standard. The justification of
the maintenance of the Mark parity persisted only to the juncture
when devaluation became practicable; and the justification of the
various devices to prevent a capital outflow persisted only to the

1. Cf. International Labor Office, Employment, Wages, and International
Trade {(Geneva, 1540}, Appendix 11, Incomes of German Workers, pp. 95-103;
Bulogh, op. cit., pp. 466467, 482, 495; Guillebaud, op. «it., pp. 186, 208,
208-209, 211; Poole, op. cit., pp. 221-222; Fritz Sterrherg, “Why Isn't Ger-
many Bankrypt?”, New Republic, Vol. 102, No. 22 (May 27, 1940), pp.
717-719.
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time when satisfactory arrangements had been made with foreign
creditors. Tt is, of course, impossible to designate a precise time
at which these conditions were fulfilled. Devaluation immediately
following ihe English action in September, 1931, would probably
bave been a hazardous venture, because of a possible flight from the
currency. By the summer of 1933 the case for devaluation was
strong, though not perfect. A great deal of German trade already
proceeded over de facto devalued rates, the capital flight was under
control, debt service had proceeded satisfactorily, and there were
clear signs of economic recovery in Western Europe. Dollar deval~
uation still in process represcnted the one great obstacle, because
of its uncertain extent. Had Germany devalued par? passu with
the United States, however, the probabilitics are strong that the
Ameriean move, instead of imposing downward price adjustments
on the gold bloc, would have induced the alternative adjustment of
rising prices and economic expansion, both at home and abroad. It
must not be forgotten that even before the cconomie expansion
program of the National Socialist government had got under way,
Germany held a key position in the economy of Central Europe.
8o far as concerns foreign debts, the situation was even more favor-
able. Reparations had been virtually annulled in the Lausanne
Conference a year earlier, and the Standstill agreements had pro-
vided fairly adaptable modus operandi for short-term debt. After
1933 it is difficult to discover justification for exchange control as
a monetary and financial measure; its aims became “ulterior.”?

If the case for devaluation was strong by 1933, it was ironclad
in 1934 and 1935, and the “justification” of exehange control had
to be shifted completely from monetary and financial matters.
By the middle of 1935 Austria had picneered the way to an equilib-
rium adjustment of the Schilling and had liberated payments
except for capital flight purposes. Foreign indebtedness per capita
had been as heavy as Germany’s, uneraployment more severe, and
the general economy much weaker through territorial losses and
the absence of an industrial rationalization movement in the
twenties. In refusing to follow the course of Austria in 1934 and
1935, Germany not only scaled the fate of ber gold bloc neighhors,
which in general had not followed an *autenomous-cconomic™ or
eredit-expansion policy such as to make currency depreciation

1. Cf. pp. 172-173 above.
2. Cf, pp. 228-233 above.
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inevitable; Germany also accepted as a prospectively permanent
institution a fictitious eurrency unit which imposed the necessity
of multifarious ad hoc but concealed devaluations. Inflation has its
counterpart in a eontrolled economy, so far as concerns both foreign
and domestic trade, in shortages and rationing. Prices do not rise,
but this is not the only way in which it {s possible to “get less for
your money.” In the field of imports, devisen are rationed out,
and thereby from the angle of the economy as a whole imported
goods are also rationed!; in the field of domestic goods, individuals
see the Tationing directly. In both cases money buys less, and this
is the meaning of monetary depreciation. It is in vain, therefore,
that, German writers protested that the Reichsmark did not depre-
ciate,” for the rationing of imports to German consumers as a group
and of domestic goods to German consumers of gpecific commodities
bore directly upen the holders of Reichsmarks, not the holders of
the special Sperr varieties. Exchange control failed of jts purpose
in maintaining the integrity of the currency unit. So far as con-
cerns the flight of capital, a direct embargo without the other
apparatus of cxchange control — official rate, rationing of devisen,
and hilateralism — would have served as well, for it would have
used the same devices as did the control authorities. Exchange
control from the monetary and financial angles was superfluous
as early as 1933 in all probability, but by 1935 for a certainty. We
must turn thereafter to the “ulterior” ends.

Analysis of German trade revesls that, in all respects save the
doubtful issue of “total gain,” exchange control produced results
which were not only ulterior to its avowed monetary and financial
aims, but more significantly, vlterior to any economic caleulus.
Sehacht’s New Plan ostensibly introduced the altogether unexcep-
tionable principle of refusing to permit imports for which the means
of payment were lacking.? In fact, it ushered in the complete

1. During the period of devisen allocation on a percentual basis, from the
autumn of 1931 to the autumn of 1934, the rationing was indeed explicit;
thereafter it was gnly implicit but undoubtedly present in the limitation of
imports through Uberwachungsstellen decisions as to what was an “essential”’
foreign purchase.

2. E.z. Rudolf Eicke, Warum Auyssenhandel (Berlin, 1936}, passim;
Carl-Hermann Miiller, op. cit., p. 326,

3. Ag well informed & critic as Heuser apparently fell vietim to German
propaganda upon this matter, in pronouncing the New Plan to be “n step in

the right direction”; of. Heinrich Heuser, Control of Internationsl Trade
(London, 1939), p. 133.
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authoritarian contrel of what should be imported and what
cxported, in what quantities, for what means of payment, at what
prices, and with what countries. Thereby exchange control became
& misnomer, for it really signified foreign trade control. The
exchanges were allowed to fend for themselves in the sub rosa
Sperrmark categories, or determined ad hoe upon the grounds of
temporary expediency in trade negotiations with clearing partners,
As {or foreign trade, the phenomena ageinst which the control was
directed were production for export on the basis of relative costs
and the maximization of profits, on the one hand, and eonsumption
on the basis of relative prices and the maximization of utility by
free ehoice on the other. Political aims engulfed the economic
caleulus. There is no denying, of course, that the extension of
employment not only supplied one of the main objectives of the
National Socialisi “autonomous economic policy” but also that it
represented one of its actual accomplishments. A theoretical
possibility does exist that pretectionist measures may, with specific
international demand and cost functions, extend the volume of
home employment, at least for the short run. None of the propo-
nents of this theoretical position, however, have had the hardihood
to suggest that protection is best achieved through the panoply of
exchange control devices — overvaluation, differential de focto
devaluations, and bilateralism. Re&mployment necessitatos no
exception to the statement that, with the possible exception of the
terms of trade, German exchange control can be explained after
the first two years of its history only in non-economie terms.
The non-cconomic character of international trade under
German exchange coutrol appears in its volume, direction, and
composition, The point may be raised that no matter what violent
alterations may have come about in the character of German inter-
pational trade in the change from a liberal to a totalitarian system,
the question whether these changes were economic (ie. governed
by a calculus of relalive costs and pecuniary profit) or not is
answered solely by findings as to “total gain'' (terms multiplied by
volume). Such 2 contention would ignore the announced aims of
German trade policy and the realization, in part at least, of these
aims in the actual course of trade. Neither the aims nor the actual
developments correspond to economic criteria. As we have seen!
the New Plan was oriented toward reduced imports and increased
1. Cf. pp. 211-212 ahove.
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exports of finished goods: during the National Socialist regime
imports of this sort decreased from 12 per cent to seven per cent
of the total and exports increased from 72 per cent to 82 per
cent. Both aim and accomplishment defy the comparative cost
principle. Another aim was the transference of industrisl exports
from European io South Ameriean and other overseas markets:
here again a distinet shift in aetual trade responded to the effort.
Not the higher prices of the overseas markets but the maintenance
of bilateralism — without which exchange control under an arti-
ficial rate cannot funetion — explained these facts. The New Plan
set as another goal the enlargement of the favorable trade balance,
and the years 1935-1937 saw an improvement over 1934. Not by
the cxtension of exports through competitive advantage, however,
but by the restriction of imports through the direct interference of
Uberwachungsstellen, As Piatier points out,! the temper of German
trade policy is well revealed in an article of Die Bank of March,
1936, enumerating the major items of import and describing ways
in which Germany might hope to dispense with three-fourths the
going volume of foreign purchases. Such examples — and the list
might be extended indefinitely — do not bespeak a preoccupation
with some grand economic end to which the examples are subordi-
nate details. They are the components of autarky, which negates
the economic caleulus of costs and productivity.

Throughout the exchange-control period from 1931 through
1939, Germany enjoyed relatively high terms of international trade
{(export. prices as perceniages of import prices) and may have bene-
fited from an inerease in “total gain.” The largest part of the
advantage in terms is clearly ascribable to the high ratio of indus-
trial to agricultural prices during depression and ihe marked pre-
dominance of the former in German exports. The analysis of Ger-
man terms relatively to Kngland, likewise a country of industrial
exports, showed® that the apparent margin in terms secured by the
overvaluation of the Mark was a relatively small fraction, varying
between two-thirds and one-eighth and generally closer to the
latter limit, of the overvaluation. Responsibility for this rested,
first, upon the gradual resort to devalued Sperrmark rates and sub-
sidies for exports and, second, upon the high import prices which, as

1. André Piatier, Le controie des devises dans l'économie du 111 Reich

(Pariy, 1937}, p. 130.
2. Ci. pp. 276-282 shove.
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we discovered in the section on this subject,' attended German pur-
chases through the clearings. But the relatively favorable terms
of trade cannot even be taken —small as the advantage is — at
their face value, since substantial reductions have to he made for
two sources of concealed cost — losses to exporters through risk,
delay, and technical costs of operating through elearings and com-
pensation, and the administrative costs to the State of exchange
control.? If we are interested in the economies of the German trade
terms, we are bound also to record that the relatively high export
prices secured in German clearings, with Southeastern Europe
especially, are less ascribable to extensive and inelastic demand for
German products than they are to chicanery, exploitation of Ger-
many’s debtor position, and political pressure.?

If the case for a genuine econemic advantage in barter terms
proceeding from exchange control is not strong, the ease for an
inerease of “total gain” from this source is impossible to establish.
The years in which Germany’s share of world exports was high,
1930-1932, were also years of highest terms of trade and presum-
ably also of “total gain.” Bui high terms of trade, induced not
by any discernible increase in foreign preference for German
products but by the enforcement, for the time being, of the cxces-
sive official rate on the Reichsmark, would serve to reduce and not
to increase the German export position, The large cxport surplus
of these years is explained by the flight of ecapital, and the increase
of ‘"total gain” was transferred to foreigners! For the years after
the stoppage of capital exports, both the nominal sdvantage in
terrns and the relative export position sagged off. In view of the
necessary offsets which have to be made to the apparent gain in
terms, the probabilities seem to indicate that exchange control
produced a net reduetion in the economic “total gain” of Germany'’s
foreign trade. Many of Germany’s important exports, it may be
observed in passing, must have enjoyed the advantage of inelastic
demand over rather wide contiguous regions.

It remains to review the record of exchange control regarding
the foreign indebtedness of Germany. From mid-1931 to early in
1938, indebtedness was reduced from 24 billion te 10 billion Reichs-

1. CI. pp. 242-257 above.

2. According to hearsay, 36,000 ecivil servants devoted their time to this
activity.

3. Cf. pp. 257-270 above,
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marks. Of this sum, eight billions represented repurchases and
redemptions, and six billions the depreciation of foreign debts
through foreign devaluations.! To arrive at the amonnt of effective
transfer it is necessary to subtract from eight billion Reichsmarks
the depreciation of blocked accounts below a level corresponding
to foreign devaluations due to the restricted applicability of these
accounts, and a further sum for the repatriation of German honds
at bargain prices. A rough estimate might be in the neighborhood
of one-half to one billion Reichsmarks. 'Thus windfalls reduced the
Gertoan foreign indebtedness approximately as much as repay-
ments. The “windfalls” are a consequence of German exchange
control, for the fiction of Reichsmark parity produced the gains of
foreign devaluations, and the embargo on capital exports secured
the profits on bond repatriations and export against blocked marks.
It should be noted that the latter two sources have yielded real
profits, since they are actually already realized, whereas the first
source, pertaining to debts in foreign currencies, has yielded paper
profits only, which would disappear with the devaluation of the
Mark. With this one reservation there is no doubt that exchange
control gave to Germany substantial economie gaing on its foreign
debts; indeed, Piatier lists the windfalls (from the three sources
named} as three out of four items in his list of advantages derived
from the control by Germany.? The gain is “economic’ in (he sense
of pecuniary advantage, but it is not an economic gain in the sense
of its origin. Effective transfer from 1931 to 1938 amounted to
seven to seven and one-half billion Reichsmarks, whereas expen-
ditures upon armaments to the outbreak of war have been esti-
mated as high as 90 billion Reichsmarks? In view of such facts,
Germany has not secured the windfalls upon her foreign obliga-
tions without an indirect eost; for, as Saint Jean declares, she has
solidly established her reputation as a bad debtor.t

As an emergency device for eoping with the panicky with-
drawals and flight, of capital in 1931, and as an intermediate device

1. League of Nations, Balances of Payments 1937 (Geneva, 1038), p. 110,
The League estimate of the effect of devaluations pertains to the period mid-
1930 to enrly in 1937; but devaluations from mid-1930 to mid-1931 and from
early 1937 to early 1938 could make no significant difference.

2. Piatier, op. cit., p. 138,

3. Sternberg, op. cit., p. 717,

4. Muurice de Suint Jean, La Politique économigue et financidre du
Troisiéme Reich (Paris, 1536), p. 438.
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for controlling the balance of payments during attempts to adjust
prices to international cquilibrium (devaluation being in practice
impossible), exchange eontrol answered to economic ends. Since
1933 or thercabouts the German exchange control is impossible to
justify on economic grounds — the monetary situation, interna-
tional trade and foreign debts. It is important to establish these
facts, for the German exchange control has ot lacked its apologists
upon economic grounds. I am inclined to believe that the political
and economic powers of the National Soeialist state would regard
the nice ecaleulation of economic pro’s and con’s with ironical
amusement, knowing full well their complete irrelevancy. Even if
the case were conelusive to these authorities that exchange control
entailed net economie losses, it would have been retained. The
losses would in all events be rendered less obvious by certain wind-
falls: the effect of foreign devaluations and the German capital-
export embargo, the forcing of loans through aceumulsating clearing
debts,’ the achievement of high export prices in clearings through
political pressure, the restraint upon real wages through conirol of
“non-essential” imports, and the favorable terms of trade through
the relatively high prices of industrial exports. The institution
persisted because it was an instrument par excellence of political
power — political power not only over other states but squslly
significantly over vested economic interests within the cauntry.
The National Socialist state developed this totalitarian instrument
to one of its most formidable weapons. Unfortunately it must also
be recorded that, in creating an authority against the decisions of
which the law afforded no redress, the political predecessors of
Hitler nurtured an institution which paved the way for totalita-
rianism.

1. In 1935 the German elearings debts amounted to 500,000,000 Reicha-
marks and in 1938 to 250,000,000 Reichsmarks: Cf. League of Nations, loc.
eit., p. 111,



CrAPTER V
THE PAST AND FUTURE OF EXCHANGE CONTROL
Trs Purroses or ExcEANGE ConTROL

At the outset of this study, five types of exchange control were
distinguished according to the degree of their divergence from a
liberal or “free’ system of international payments.! That which
underlay this scheme was the contrasting organization, funstion-
ing, and economie epiphenomena of the various controls. It will
be profitable, T helieve, to renew acquaintance with the distinguish-
able types of control, but this time from the viewpoint of their
purposes. Purposes also range from those which are harmonious
with a liberal system to those quite incompatible with it, and there
will be 2 rough parallel with the early classification. But the two
are not identical. The original scheme, for example, distinguished
(as types 3 and 4) between overvaluations of the monetary
standard proeeeding respectively from a flight of capital alone, and
from relative inflation coupled with a flight. This difference is
vital so far as concerns the cconomic earmarks and funectioning of
the two types of exchange eontrol, but it corresponds t0 no neces-
sary distinetion as to the purpose for which control is maintained.
From the angle of aims I distinguish seven categories 2 (1) preven-
tion of unregulated export of capital and depreciation of the cur-
rency; {2} temporary insulation to permit adjustment to inter-
national equilibrium; (3) inereasing the total cconomic gain from
foreign trade; (4) securing cheap foreign exchange for government
purposes; (5) retaliation against foreign controls, quotas, tariffs,
and the like; (6} protection of doinestie production; (7) totalitarian
economic and poiitical control. Each of these purposes merits
some elucidation.?

1. CL pp. 1-7 above,

2. In her book on World Trade (New York, 1939), p. 125, Ethel B, Die-
trich also gives seven purposes of exchange ecvntrol. Four of these (1, 2, 3, 5}
fall under my firsl category of preventing eapital export, viz., conserving the
gold supply, providing devisen for foreign debt service, and stabilizing
exchanges; and two others (4, 7) come under my caption of paternalistic or
totalitarian aims, viz., securing “‘essential” imports and establishing a regu-
intory instrument, of planned ecunvmy,

3. The purpose of mere stahilization zgainst shert up-and-down varia-

tions of exchange i3 omitted a3 not belonging to exchange control in the narrow
sense understood in the present study; of. p. 1 sbove.
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(1) The prevention of unregulated capital export and unreg-
ulated currency depreciation is a universal purpose of exchange
control, both for its introduction and for its retenfion. Capital
export and currency depreciation are conjoinced under one caption
for the reason that an extensive amount of onc almost inevitably
ushers in the other, at least in the case of debtor eountrics, Tbe
League of Nations Report errs seriousty, I believe, in maintaining
that, beside the motive just named, “countries which resorted to
this measure had in all cases suffered a worsening of their balance of
trade, and eontrolled exchange with the deliberate intention of
checking dmperts.”t After the depreciation of sterling on Septem-
ber 21, 1931, numbers of countries introduced exchange control
beeause of an adverse turn in their balances of trade in competition
with the devalued sterling blec, it is true. After certain countries
bad introduced exchange control, it is also true that others were
forced to a similar step by the impossibility of securing devisen
payments for exports. But it is clear that neither the one nor the
other circumstance was universal. Indeed, in direct opposition to
the League BReport, the first introductions of exchange control
oceurred in conjunction with a strongly favorable turn in the bal-
ance of trade, and this was frequently the case with later introdue-
tions. Austrin, typically an import economy, showed smaller import
balances in 1930 and 1931 than in 1929; Hungary’s trade balance
changed from unfavorable in 1929 to favorable in 1930 anrd 1931;
Germany's export halanee skyrocketed from 36 to 2,872 million
Reichsmarks between 1929 and 1931.2 Did it escape the authors
of the Report that a flight of capital produces a favorable turn in a
country’s balance of trade? The throttling of imports was certainly
not the concern of Austria, Hungary, and Germany when they
introduced exchange control. It should have been stressed in this
connection, furthermore, that exchange control is notoricusly effec-
tive, through its artificially high rate of exchange, in producing
unfavorable balances of trade.

Even in those cases in which the prime mover was a loss of
central bank reserves through an import surplus, the threat of
currency depreciation produced also the threat of capital flight.
Thus Czechoslovakia, hedged against foreign withdrawals by an

1. League of Nations, Report on Exchange Control (Geneva, 1938), p.
26; italics mine.
2. CI. pp. 61, 85, 95 above, and pp. 369, 380 below.



202 EXCHANGE CONTROL IN CENTRAL EUROPE

equal amount of invesiments abroad on her own account, could
neveriheless experience the danger of currency depreciation through
a flight instituted by her own citizens as central bank reserves ebbed
away. The same situation obtained with countries for which the
freezing of export proceeds by foreign controls caused a steady
shrinkage of gold and devisen stocks, whether trade balances were
active or passive. [t is not surprising that, in accord with the find-
ings of the present inquiry,! the flight of capital is reported as the
ubiquitous eause of the introduction of exchange control.z In
passing it is worthy of note that the various devices for carrying
through a capital flight which attracted much attention after the
early summer crisis of 1931 had been actively employed in Ger-
many for a year or more previously #

Moratorium, devaluation, and deflation did not present eligi-
ble alternative courses of action to meet the capital flight of 1931 in
the cases of Germany, Austriz, and Hungary*; and this conclusion
ean probably be extended to other countries.® Moraterium would
have prevented foreign withdrawals but not the export of capital
by nationals; it is an extreme measure which might have increased
the panic psychology, whereas exchange control, though less can-
did, preserved the appearance of something transitory; and finally
moratorium 2t the very onset of difficulties would have outraged
the creditor interests even more than it did upon its eventual and
almost inevitable appearance. Devaluation, as we have EEEH, Was
precluded by the popular ideniification of this measure with infla-
tion; and the argument that it would have inereased the burden of
foreign debis appears to be quite secondary on short-run considera-
tions. In Austria the opposition of the socfalists to devaluation,

1. Cf. pp. 27-37, 76-80, 166, 171 ahove.

2. Benk for International Settlements, “Note on Certain Aspecta of the
Liquidity Crisis, 1031-1932" mimeagraphed (Basel, Aprl, 1932), p- 10;
Alexander Yovanovitch, Mémoire sur le contrdle des changes en Yogoslavie,
mimeographed, fnstitut Internationsl de la Cobperation Intellectuelle (Paris,
1939}, p. 23; Jerzy Nowak, Le contréle des ckanges en Fologne, Comité Central
des Institutions Polonaises des Sciences Politiques (Warsaw, 1938), p. 7;
Virgile Madgearu, Le controle des changes en Roumanie, Institut des Recher.
ches Sociales de Roumanie (Bucharest, 1939), p. 7, J. B. Condliffe, The Recon-
struetion of World Trade (New York, 1940}, Ch. VIL

3. Melchior Palyi, “Gibt es eine Kapitalflucht aus Deutschland?”’
Berliner Bérsen-Courier, December 9, 1930, p. 7.

4. Cf. pp. 7-13, 33-36, 88, 89, 172-173, 189 shove.

5. A. Basch, “Probleme der Devisenkontrolle,” Mitteilungen des Ver-
bandes &gterreichischer Banken und Bankiers, Vol. 14, No. 9-10, p. 224.
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resting on the popular confusion of the idea with inflation, was
politically conelusive; and in Germany the threat of the trades
unions to enforce a wage scale based on foreign currencies turned
the seales, for the measure would have annihilated most of the cost~
reducing cffect of exchange depreciation. So far as concerns defla-
tion, its workings weould have been too slow to be effective in a
erisis; and furthermore, it would bave entailed social costs of
increased uncmploymens and further contraction and liquidation.
Here again the opposition of organized labor was important, though
the voiece of the civil servants who would bave been affected by
budget reductions was also heard.

The faet that after 1931 western European countries labored
under a state of “perpetual erisis”— not only in political and eco-
nomic matters generally, but specifically also in the sphere of short-
term eapital movements — served partly as a reason and partly
as a pretext for protracting exchange control. As time went on,
other motives for the prevention of capital export assumed an
importance {requently exceeding the original purpose of maintain-
ing the parity of currencies. D¢ faclo and sub rosa devaluation
transformed the official rate of exchange to a mere face-saving
fiction, What exchange control actually meant in the long run for
foreign debts differed significanily from one country (o another, as
we shall see in a subsequent section.

(2) After the mosb acute stage of capital flight, exchange
control

“can indeed be justificd as a transitional device for the purpose of aceomplish-
ing the reduction of the gold value of the monetary standard which is inevi-
table for its protection . . . or of carrying out the necessary deflation through
lowering prices and incomes.’”t

The year following the introduction of exchsnge control in Ger-
many witnessed the fairly consistent prosecution of this policy
under Briining, save for the failure of the governmont to reduce
cartel prices and raise interest rates? Even from the angle of a
general ‘reflationisl’’ policy for combatting depression, it would
not be clear that this policy was mistaken, for, as Poole maintains:

“the rigorous deflationary measures of 1931 were designed in part to make
possible the subsequent expansive program, throngh the medium of first
1. Gottfried IIaberler, Liberale und planwirtschaftliche Fandelspolitik

(Berlin, 1934), pp. 104-105.
2. Cf. pp. 175-177 above.
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strengthening the foreign trade position in order that measures which would
lnter weaken it might be pursued with impunity.'!

The ministries of von Papen and ven Schleicher during the balance
of 1932 and early 1933 saw a gradual weakening of the deflation
policy, and with Hitler it was abandoned.

Austria affords the unique example of exchange contrel which
Ied finally to international equilibrium.? Because of the downward
course of world prices until 1933, Austria was able to prosecute a
policy of cantious and piecemeal devaluation without experiencing
& rise of domestic prices. The allocation of devisen for imports had
largely disappeared by October, 1932, and transactions on current
account in international trade progressed over the supervised but
essentially free “private clearing” market. In March and April,
1933, devaluation was legally recognized for the interpretation of
loug-term contracts; and a year later the National Bank revalued
its gold and devisen reserves in accord with a devaluation of the
Schilling to 78.2 per cent of its former parity. Exchange control
persisted only in unavoidable clearings and in the embargo on
capital export.

Hungary represents something of a midway position between
Germany and Austria. Without definitely forsaking international
equilibrium for an “antonomous economic policy,” Hungary made
slow progress toward the liberation of international payments, but
did not consummate the process before the economic setback of
1938 and the ominous rumblings of approaching war. Prices in
Hungary, asin Austria, did not decline appreciably in 1931, despite
the sudden drop in effective gold prices on world markets, but from
January, 1932, to September, 1933, there was a gradual decline.
If exchange contrel had been regarded as a temporary deviee to
" secure the opportunity for international adjustment, Hungary
could have devalued in 1934 or have restrained domestic prices in
the teeth of rising agricultural prices on world markets to secure
relative deflation. Neither alternative was taken, and despite the
simplifieation of exchange control, the refunding of foreign debts,
and the resumption of devisen payments on the debt service, the
growth of autarkic sentiment prevented the final steps in the
process.

1. Kenyon E. Poole, German Financial Policies, 1932-193¢ (Cambridge,

Mass., 1939), p. 25.
2. Cf. Chapter II above.
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The histories of Germany after 1932 and Hungary after 1933
illustrate the point made by the League of Nations’ Report, that
exchange control can serve as a cover not only for the gradual
process of achieving internationa) equilibrium bui also for a “policy
of internal eredit expansion which raises internal prices mueh above
the world level.””® Furthermore, unless the overvaluaiion of the
currency is offset by other devices, exchange control actually
works against the debtor nation through stimulating imports and
thus postponing the day of equilibrium in the balance of payments,
The maintenance of exchange control in Germany and her satellite
countries delivered a body blow to economic codperation and
“peaceful change.” In part extenuation of this course it deserves
to be remarked for the reflection of the light-hearted advocates of
free exchange rates that, as Professor Fanno concludes, the depre-
ciation of eurrency in “‘a country which is an important sconomie
center and s in addition 4 center for the financing of world trade”
enforces depreciation elsewhere, and paralyzes the foreign trade and
cconomic life of the world.””?

(3) Exchange control has also been directed toward inereag-
ing the gain from international trade. This subject is reserved for
fuller treatment in a later section; but it is clear that the theoretical
possibility exists, in case the country enjoys a monopoly or monop-
sony in significant lines of export and import respectively, for
changing not only the terms of trade but also the “lotal gain”in a
favorable direction (terms multiplied by volume). The mere {act
of transportation costs affords a certain monopoly or monopsony
zone, and this margin may be increased by other obstacles to trade
such as tarffs, quotas, and import and export prohibitions. “On
paper” there would seem to be opportunity to exploit this margin,
either by the enforcement of a unique rate of exchange above the
competitive equilibrium level or by discriminatory rates. Through-
out its pre-war exchange-control history Germany operated upon
the basis of monopolistic discrimination, and Hungary followed
suit until late in 1935, but in Austria the practice did not go beyond
the narrow sphere of exporting against Sperrschillings st difforent
discounts for a short interval. We shall reeur to the experiences of
Hungary and Germany, which were not erowned with success from

1. League of Nations, Report on Exchange Control, p. 28.

2. Marco Fanno, Normal and Abnormal International Capital Transfers
(Minneapolis, Mion., 1939), p. 98.
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an econcmic angle. Recently it has been urged that England raise
the pound rate and even discriminate in the straits of war between
various categories of exports to increase the gain of trade.! From
the viewpoints of probable success and of adverse repercussions
upon international trade, artificially high and diseriminatory rates
of exchange would seem to be more defensible in war than in a
peace economy.?

(4) The Treasury is always able in an exchange-control
country to procure foreign devisen at the low official rate for its
own purposes. Undoubtedly the fiseal purpose of exchange control
rarely supplies its chief justification. In Rumania, indsed, it is
asserted that “the demand of the government for devisen nearly
always exceeded that of private persons.”® But in any event the
securing of a continuing supply of foreign exchange at bargain
prices might explain the continuance of exchange control and a
wholly fictitious official rate in situations where they had otherwise
lost their raésons d'étre.

{5} Once exchange control had been established by the impor-
tant trading partners of 4 given country, the introduction of con-
trol for its own economy might be conccived as a ‘retaliatory
measure” in a broad sense. *‘Retaliation” usually connotes the
ides, however, of attempting to induce the cessation of the offensive
action, and this could scarcely be imputed to all exchange control
systems introduced after, say, October, 1931. In this narrower
sense examples are not altogether lacking of retaliatory exchange-
control systems, and pro lanto of exchange-control measures. Aus-
tria made extensive de facto departures but retained the enire
legal structure of control, in order at any time to impose a retalia-
tory freezing of accounts in response to a similar foreign course.

- England threatened a compulsory clearing and the levying of a
20 per cent import tax upon German goods as a means of pro-
testing against the Moratorium of July, 19344 Op Mzy 8, 1935,
Germoany promulgated a desisenpolitisches Abfertigungsverbot

1. Grenville Holden, “Rationing and Exchange Control in British War
Finance,” Quarterly Journal of Economies, Vol. 54, No. 2 (February, 1940),
pp. 171-201; Thomas Balogh, “Foreign Exchange and Export Trade Policy,”
Eeonomic Journal, Vol. 50, No. 197 (Murch. 1940), pp. 1-27. Balogh, but not
Holden, recommends diseriminatory rates.

2. Cf. pp. 314, 341-343 below.

3. Madgearu, op. cit., p. 37; cf. aleo pp. 8-9, 21.
4. Cf. p. 201 above.
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sgainst France and Czechoslovakia, requiring special import
certificates for the goods as an answer to slleged discriminations
against Germany !

{(6) Booner or later virtually every exchange-control system
has lost its original orientation toward the monctary standard and
capital flight and has become an instrument for ulterior ends.
Since exchange control ordinarily invelves an overvalued currency
unit, imports — though unusually profitable at the official exchange
rate —stand to be reduced in quantity relatively to exports.
Domestic lines of production which have to compete with imports
are thus protected. In predominantly industrial countries, such as
Austria and Germany, agriculture benefited; and in a predomi-
nantly agricultural country, such as Hungary, the relative gain
accrued to industry. Protection in the old-fashioned sense appeared
a8 a by-product of attempting to defend the eurreney, but it proved
to be so welcome a by-product as certainly to become an end itself.

Yet protection in the traditional connotation of measures to
increase the domestic market for home industries in a competitive
regime falls sadly short of the “ulterior aims” of exchange eontrol
in its later phases. The nearest of kin, which is nonetheless an
extension of the older concept of protection, is the effort Lo reach
“full employment.” Whether the unemployment is regarded as a
cyclieal or secular matter is a matter of indifference, for it is gener-
ally agreed that the German program of cxpansion had no discern-
ible reference to cycle theory.? Though ulterior to monetary and
finaneial aims, the purpose of reaching full employment would
certainly be considered, on its face value at least, as an cconomic
end. Guillebaud's book, both by the evidence of its title, “The
Eeconomic Recovery of Germany,” and by its tenor throughout,
regards the developments - rather naively in my judgment —from
this angle. Through the years 1931 and 1932 the German govern-
ments were indeed primarily concerned with the reliel and com-
batting of unemployment, though exchange control was not cne
of the weapons. From 1933 onward unemployment decreased and
finally in 1938 and 1939 gave place to a labor shortage, and
exchange control as a protectionist device undoubtedly aided the
process. It is undoubtedly true, as A. G. B. Fisher declares, that

1. Cf. pp. 222 above.
2. Cf. Poole, op. cit., p. 75, and C. W. Guillebaud, The Economic

Recovery of Germany, 1933-1938 {Loudon, 1939}
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“the Germans believe that the same measures which insure their
economic independence and make them impregnable in a military
sense will #lso insure immunity against the virus of the trade-
eycle. . . .1 But which was the fundamental aim?

(7) Had the fundamental aim of totalitarian states actually
been the furtherance of home industry, exchange control wauld
have been abolished at the behest of the export interest, for it
. clearly preponderates in the German economy. Had the funda-
mental aim actually been the exiension of employment, on the
other hand, it would scarcely be conceivable that the standard of
living should be treated in so stepmotherly a fashion. Furthermore,
in order to promote home employment, exchange control would not
have been permitted to decrease exports relatively to imports and
hold them at this low level. It has been observed by more than one
writer? that cxchange control differs from Mercantilism in that
exchange control sometimes seeks to expand exports with the
avowed aim of increasing imports. But such an aim does not
confortn to 2 Keynesian program of increasing domestic employ-
ment through protection. Nor does the ideal of ewlarchy - the
creation of an infernational seli-sufficient unit dominated by the
needs and aids of the totalitarian nation — eonform to this pro-
gram, as would aularky, tout simple.?

The aim of exchange eontrol in Germany after the advent of
the National Socialists was the furtherance of their economie and
political pawer both abroad and at hotne. On the side of foreign
trade and international relations, as a German writer has said,
“regionalism, (rossraumwirischafi, preference systems, imperial-
istic policy — these are the catchwords which must be named in
this connection,” or as a French writer has more pointedly
expressed the purpose, une économie de guerre® So much has been
recognized. But there is some danger of neglecting the significance
of exchange control in the domestic economy. Exchange control is
indeed an effective device for regulating all items in the balance of

1. A. G. B. Fisher, Economic Seli-Bufficiency (Oxford, 1939), p. 22.

2. H. R. Hormi, Memorandum on the Exchange Clearing and Compensa-
tion Systern ng Applied by Finland, and André Piatier, Exchange Control: A
General Survey, both works presently to be published by the International
Institute of Inteilectual Gosperation, Paris.

3. CL p. 190 ahove.

4. Heans Brockmann, “Devisenloser” Zahlungsverkebr (Hamburg, 1935),
p 127,

5. Piatier, Le controle des devises, p. 138,
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peyments, as Heuser concludes'; it is furthermore, in Balogh's
words, “the fulerum of the central control of all important primary
commedities”?; but it is finally a device by which a dictatorship
achieves and continues to exercise control over the ecopomic and
political destinies of the popuisce.

Foreweny Dests Unper Excuange CONTROL

Inasmuch as an original and continuing purpose of M exchange
control bas been the prevention of unregulated capital cxports, it is
significant in an appraisal of the institution to review its record
concerning foreign debts. A comparison of the accomplishments of
Germany, Hungary, and Austria will reflect, beside the general
course of developments, the relative importanee of certain other
purposes of exchange control as set forth in the preceding section.
The investigator encounters difficulties bhecause of the different
dates at which estimates of foreign indebtedness bave been made
for the several eountries, but these discrepancies can be sllowed for
in interpreting the data. Estimates are lacking for Austria in 1931 ;
and the comparison cannot extend beyond 1937 because of the
absence of statistics for Hungary and because of Austria’s disap-
pearance as o separate staie. Despite these limitations, certain
contrasts are evident.

Compare first Germany with Austria: the former reduced her
debts by 57.9 per cent and the latter by 55.7 per cent in the inter-
vals given in the table on p. 169. But the interval is a year and a
half longer for Germany than for Austria. During this interval
sterling devaluation oceurred: the windfall augments the German
but not, the Austrian total debt-reduction pereentage as given in
the table. But only 25.8 per cent of Austria’s debt reduction was
caused by foreign devaluations, whereas 43.5 per cent of Germany’s
came from this source. Germany’s actual payments were there-
fore substantially lower than Austria’s as a percentage of debts
outstanding in mid-1931.

This record is the more striking in view of Germany’s advan-
tage in terms of trade by virtue of her more highly fabricated
exparts, in view of Austria’s faltering Lebensfihighkest in the ceo-

1, Heinrich Heuser, Control of International Trade (London, 1439), p.
205.

2, Thomas Balogh, “The National Economy of Germany,” Economic
Journal, Vol. 48, p. 481.
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nomie sphere, and in view of the achievement of full employment in
Germany. Ohlin has pointed out that full serviee on German foreign
debts would not have exceeded five dollars per capiia per annum,
and that this amounted to no more than one-fifth of the figure for
New Zealand and Australia and one-third the figure for Argentina.!
A further comparison, which does not appear from the figures in
the table, may be drawn. In 1933 Austria and Germany stood
upon approximately equal footing as to per capita foreign debt
(476 and 487 Schillings) and also as to ratio of total foreign debt to
total exports and imports (163 and 159 per cent)?; and yet by
April 22, 1933, Austria had converted her blocked accounts to free
accounts, and by December 10, 1634, had completely liquidated the
Standstill debt; whereas Germany even in September, 1938, was
accumulating new categories of blocked accounts and had not
completed the payment of the Standstill debts,

The debtor countries undoubtedly encountered severe diffi-
culties not of their own making — the handicap fo their exports
through forcign devaluations, protective tarifls and quotas, and
the willingness of ereditor countries to sacrifice the volume of eur-
rent trade to amortization quotas.? But it remains to be shown that
Germany suffered more in these respects than Austria. One might
be disposed to conclude that the transfer capacity of a country
which largely abandoned exchange control exceeds that of a coun-
try which maintains it. The deduetion would probably not go far
amiss; and yet the question remains why one nation relegates the
control to relative desuetude whereas the other takes it as the key-
stone of the economic system. Is it irrelevant that the Munich
program of the National Socialist party proelaimed the liberation
of the State from all debts contracted with the “capilalistie
countries”™ The ground for this policy was the conviction, which
Schacht dinned in the cars of the world, that Germany’s debts
represented only a refunding of the Versailles “tribute.”

1. Bertil G. Ohlin “Taternaticnal Ecouomic Reconstruetion,” in the
volume bearing the same title published by the International Chamber of
Commerce (Paris, 1936}, p. 89

2. Gustav Warmer, “Die Auslandsverschuldung Osterreichs,” Mitteil-
ungen des Verbandes osterreichischer Banken und Bankiers, Vol. 16, No.
10-11, pp. 290-291.

3. H. J. Tasca, World Trading Systems (Paris, 1939), pp. 83, 95, 122,
el passim. The author dwells upon England’s attitude as an example of the last
obstacle named above.

4. Cf. Saint Jean, op, cit., p. 436.
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The reduction of Hungarian foreign debt by 41.9 per cent,
between one-fourth and one-fifth less than the fizures for Austria
and (Germany, is probably adequately aceounted for by the severity
of agricultural depression and adverse developments in the Hun-
garian terms of trade.! So small were the actual repaymenis on
Hungarian debts, however, that foreign devaluation accounts for
76 per cent of the total reduction, the repatriation of bonds (which
does not represent repayment to persons desiring it) 19.6 per cent,
— together 95.3 per cent, whereas the German percentages are
43.5, 5.6, and 49.1 respectively.? The German figure for repatria-
tions does not extend past November, 1933; but the process had
nearly run its course by that time, and the relative share of debt
reduction from this source {5.6 per eent) would not be substantially
less than the ultimate figure. In view of her general cconomic
situation it is not surprising to discover that Hungary repaid so
small an amount of her foreign debts. Tt is little less than a seandal,
however, that the differential between the foreign and domestic
prieces of Hungarian bonds should have been exploited by the State
instead of accruing to privaie individuals within the country as a
pure windfall. Had the exchange-control authorities not fallen
victim to vested interests or inertia, the repatriations would have
operated to improve instead of decreasing the Hungarian volume
of trade? The most obvious resuls of a comparison of Germany
and Hungary on the matter of foreign debt liquidation is the con-
clusion that if exchange control is o be, it must be thoroughgoing.
The administration of the control forms the topic of the next sec-
tion, but certain observations are still in point on the present
subject.

Exehange control is beyond doubt justified in its prevention of
czpital exports at a more rapid rate than the finaneial and eco-
nomie structure of the debtor country permits or the disposition or
economic capacity of the creditor eountry to receive payment in
goods allows. Against a sudden panicky rush of foreigners and
nationals to transfer funds, 25 in the summer of 1931, it is neces-
sary, as in the case of commereial banks, to defend central banks.
For the longer period, after the quelling of the original revolt but
during a continued restiveness on the part of forsign creditors and

1. Cf p. 131,

2. Complete figures {or repatriations in Austria have not appeared.
3. Cf. pp. 145-147.
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domestic capitalists, it has sometimes been said that a depreciation
of the currency would provide the necessary brake to withdrawals.
I do not subseribe to this belief. Since foreign debts for most
central European countries were incurred in foreign currencies,
the depreciation of the debtor currency did not cperate; deprecia-
tion may raoreover add fire to the flame of capital withdrawals or
flight; finally, even if a sufficient export surplus eould be developed,
the movements of Hight capital, having no¢ particular economic
justification, would produce dislocations in world trade which
subsequently would have to be undone.!

For reasons of this sort, the systems of hlocked accounts? in
the various exchange-control countries, together with the transfer-
accounts managed by the monetary authorities’— the Foreign
Creditors’ Fund in Austria, the Cash Office of Forcign Credits in
Hungary, and the Golddiskontbank fund in Germany — had an
economic rationale comparable to the fund managed by the Agent
General for Reparation under the Dawes Plan. The device of
liquidating these balances through “additionsl” exports had also a
legitimate foundation. Furthermore, that these Sperr acccunts
should sell at a discount even below one which would reflect the
real equilibium value of the exchange-control country’s currency
has n certain justification in the lagging recognition on the side of
creditors of the drastic fall in interest rates during depression.
Interest reductions did indeed figure in the renewals of the Stand-
stills*; but it is fair to assume that the fall of contractual interest
did not keep abreast of marketl rates in the intervals betwsen
revisions.

This apology for the general treatment of debts under exchange
control does not extend to its actual administration in all respests.
The Agent General for Reparations may indeed have erred favor-

1. Cf. Bank for International Settlements, loc. cit., pp. 34-35; Herbert
Gross, “‘Ausgangspunkte, Formen, und Wirkungen der Devisenbewirtschaft-
ung," Arthiv fir Sozialwissenschaften, Yol. 69, p. 54; Panl Einzig, Exchange
Control (London, 1934), p. 108.

" 2. Cf. pp. 18, 50-31, 81, 132-141, 145-146, 178, 1098-200, 236-241
above.

3. Cf pp. 53-54, 97, 141-146, 178, 198-200 above and p. 372 below.

4. CI. Lengue of Nations, Quarterly Reports on the Finaneisl Position
of Austria (Geneva, 1932-1936), passim, and Quarterly Reports on the Finan-
;11:141 Pi;:usition of Hungary ((eneva, 1932-1938), pessim; and pp. 178, 198, 213,

above.
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ably to creditors’ intercsts, but he was clearly instructed to observe
the debtors’ interests and the effect of transfers upon the German
domestic economy. The administration of the blocked accounts and
Foreign Creditors’ Funds was based upon no agresment with
creditors,! and it cannot be exculpated from the charge of arbitrari-
ness and even exploitation in suddenly changing and frequently
narrowing the permissible uses of frozen accounts. It must further-
more be recorded that the concept of “additional experts” departed
farther and farther from its origin in the utilization of blocked
accounts and even the repatriation of securities; it came eventually,
&s we have seen,? to be indistinguishable from exports in general,
for which, under the overvalued official exchange parity, ed hoc
devaluation or subsidies had to be provided.

In concluding the analysis of foreign debts under exchange con-
trol let us advert to a Lheoretical question pertaining to treasury
borrowings from the foreign creditors’ funds. Objeetions were
raised to this practice by certain economists? nn the grounds that
it undid the very deflationary pressure which it was the purpose of
the fund to cause in order that exports be stimulated and the real
transfer be brought to pass. While this reasoning is partly correct,
it misses the fact that the purpose of the fund was not merely to
transmit private debt liquidation automatieally into effective
transfer; otherwise there would have been no purpose in Standstills,
Moratoria, and capital-export crabargoes. The purpose of the
fund was rather to serve as a buffer between private and national
repayments, to employ terms proposed by Varga.* The Dawes
Report, according to Varga’s argument, missed the real point in
distinguishing the national “raising”’ and the national transfer of
funds for repaying debts: the real contrast should run between
private “raising” (repayment, as into a fund) and national repay-
ment. If a nation “ruises” the money, it has sequestrated a certain
amount of purchasing power, and if so the transfer is ordinarily
effected by the atiendant price-level reduction. Varga's argument

1. The administration of these funds should not be confused with such
matters as the Standstill agreements themselves, the Credit Anstalt liquida-

, ete.
o 21.:ch. pn. 84-85, 133-144, 199, 200 ahove.
3. Cf. p. 132.
4. Stefan Varga, “Bemerkungen zit den Problemen von Aufbringung und

Transfer,”” Economic Essays in Honour of Gustav Cassel (London, 1933),
pp. 649-663.
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is correet, 1 believe, The discharge of debt by an individual's
payment into a State fund has no direct significance for transfer.
And the fund itsclf bas no significance for transfer in and of itself,
but only as it forms a part of the general monetary situation. The
amount of transfer will not, exceed the accumulation in the special
fund, if this exhausts the sums which can legally be remitted
abroad. How far the actual transfer falls short of this limit depends
solely upon the willingness or ability of the monetary authority to
ereate a price-level differential between the home country and
foreign countries, either by pressing defation faster or restraining
inflation. State borrowing from the fund represented a deliberate
choice of limiting transfer, whatever private repayments might be,
Bo too did the provisions for domestic utilization of Sperrmarks,
including, as Brockmann ohserves, the Effektensperrmark, which
could be used for the purchase of domestie securities.! In other
words, if the State intorposes cxchange control and a foreign
creditors’ fund between debtor and ereditor, transfers depend upon
fiscal poliey and no longer upon an impersonal mechanism.

ADMINISTRATIVE EXPERIENCE

The interest of the economist in exchange control does not
center in its administration or in the mass of legal provisions and
decisions under which it operates. A few essentials are, of course,
indispensable to an understanding of the institution; but even to
know what are essentials is difficult, beeause of the diverse aims of
various national systems. The most widespread sort of exchange
control is the fifth type identified in the intreductory chapter,
involving thiree main characteristics: (1) the maintenance of a
(more or less) overvalued rate (or rates) of exchange; (2) the pro-
hibition of capital export except under supervision; and (3) govera-
ment regulation of imports. One does not speak wholly facetiously
in saying that to enforce theze principles the government must
“prohibit everything.” Morc specifically, “full” exchange control
entails the following: state moncopoly of devisen and precious
metals, including the compulsory sale of existing stocks in private
hands; fixing of official rates of exchange and prohibition of publi-
cation of non-official rates; the prohibition of cxports of devisen,
money, precious metals, and foreign securities; the requircment of

1. Brockmanz, op. cit., p. 91.
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guarantees that devisen proceeds will be fortheoming for exports of
goods; the prohibition of capital exports in the form of loans to
foreigners; the prohibition of depositing devisen to domestic
accounts, of depositing demestic money to foreigners’ accounts, of
transferring funds between foreigners’ aceounts, or between for-
eigners' and residents’ accounts, or vice versa; prohibition of imports
of domestic money, of foreign securities — and of foreign guods
without the permission of the import authority; registration and
frequently the compulsory sale of foreign securities; the prohibition
of export and import transactions with certain countries except
through the clearing, and of barter dealings exeept under govern-
ment auspices.!

The animus of certain of these prohibitions is not always self-
evident; hence they were lacking in the exchange control structures
of some countries, with consequent evasions. Thus the existence of
a free market in gold might seem innocuous, if the export of gold
were effectively suppressed. The objections are, first, that the price
of gold affords too painfully conspicuous and faithful an indicator
of monetary depreciation, whereas exchange control is partly
explicable as a Machiavellian device for veiling this fact from the
populace; and second, that free dealings in gold make it easier for
professional smugglers? to operate. The free gold market main-
fained by the Vienna mint operated throughout the Austrian
experienee, and it was not until March, 1935, that the market in
Budapest was suppressed3 The lesson that transfers between
foreigners’ accounts permit evasion is apparently not easily
learned. Here again, if it were easy to prevent the transfer of

1. A number of countries maintain official or guasi-official digests of
exchange control law and practice, such as Wikhelm Keding, Devisenarchiv
(Berlin, March, 1936 to date), for Germany; K. M. Webr and J. Kozdk,
Homrentar zu den Cechoslovakischen Devisenvorschriften, together with
periodical Supplements, for Czechoslovakia until its disa ppearaice as 4 separate
state; for Hungary, Vereinigung der Sparkassen und Banken, Budapest,
Devisenbewirtschaftung in Ungarn. Cf. also Bank for International Settle.
ments, Foreipgn Exchange Regulations in the Different Countries (Basle,
1931-1938); Bureau of Foreign and Domestic Commerce, Foreign Financial
News (Washington).

For an excellent summary of legal problems in this connection, ef. Arthur
Nussbaum, Money in the Law (Chicago, 1939), Ch. VIII, Debts under
Exchange Control.

2. In the topsy-turvy world of exchange conteol, where debls are an
economic fulerum and where “devigen eitizenship' is not a matter of birth, a

smuggler conveya contraband ouf of the country.
8. CI. pp. 64-65, 147 above.
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funds or aclual meney from a forcigner’s account to the account
or possession of a resident, no harm could be done. Since the
latter operation permits profitable export without devisen receipts
and represents a flight of capital, and since transfer between
foreigners facilitates transfers to residents, both must be pro-
hibited. Austria permitied both kinds of transfer during the first
few months of control, and even the reintroduction of full control
under German sovereignty was attended with the same shorteom-
ing.! The exchange control of Great Britain in the present war has
also been criticized on this score.? A third illustration of super-
fisially unnecessary measures js found in the prolibition of the
reimportation of domestic money. In Hungary this was never pro-
hibited; in Austria the President of the National Bank said that
the measure would scrve only to drive down the foreign value of
the currency?; and in Germany the practice was prohibited only on
December 6, 1935. President Kienbiock’s observation is correet,
and if it were possible to prevent the export of money completely,
it would actually be better to refrain from a prohibition of import.
But if a considerable supply leaks out, the motive to exportation
may be undermined by a sufficiently drastic imitation on importa-
tion to destroy the foreign price.

Ferreting out evasion absorbed a large share of the time of the
exchange administration in every control country. Beyond perad-
venture it was not only the liberal disposition of the central bank
management in Austria but alse the notorious evasion of exchange-
control regulations,! especially through the purchase of foreign
securities, which accounted for the short duration of the experience.
Hungarian control was also incomplete, in this case most notably
through the incapacity of the authorities to prevent the private
repatriation of securities.® By the testimony of all observers, Ger-
many maintained the most effective control, although not without
numerous revisions to cope with evasion.® As late as December 15,
1936, it was thought worthwhile, in a decrec imposing the death

L. Cf, pp. 40-43, 70 ahove.

2. Cf. Balogh, Economic Journal, Vol. 50 (Mareh, 1940), p. 4.

3. Viktor Kienbéek, “Dde Durchfihrung der Devisenbeschrinkungen
und [hr Einfluss auf die allgemeine Wirtschaftsbedingungan,” address to the
Bank for International Settlements, mimeographed (Basle, May, 1932), p. 10

4. Cf. pp. 4044, 65 gbove.

5. Cf. pp. 81, 142-143 above.

6. Cf. pp. 167, 175, 181-182, 204, 220 above,
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penalty for “economic treason” (chiefly violasions of the exchange-
control laws) to provide an amnesty — the last of a series since
1931 — for those persons who revealed their hidden supplies of
foreign devisen before January 31, 1037. Kconomists of liberal
persuasion can derive no comfort, however, in the reflection that
the system hreaks down through evasions. Devices for evasion are
indeed myriad, but the ubiquitous secret police of totalitarian
regimes and extreme severity of punishment can be counted upon
to extirpate all but a negligible amount of violation, except that
condoned or practiced by the State itself

Administration of exchange control has resulted in sophistica-
tion upon other matters than evasion. For ore thing it has become
apparent that the allocation of devisen necessitated by the high
official rate on the home eurrency cannot ultimately he other than
arbitrary. Germany does indeed afford an almost unigque illustra-
tion of allocation according to an “objective” scheme from August,
1931, to the summer of 1931, But the basing of allocations upon
foreign exchange requirements by firms during a previous period,
even if rigorously adhered to, necessitates departures to permit the
entry of new firms in place of those withdrawing from the market.
Who shall be the new firm, and what objective justification is there
for maintaining the continuing firms upon precisely their old stand-
ing relatively to one another? Inevitably this rule of thumb is
sbandoned for a more “‘reasonable” basis. A German apologist for
exchange control declares that it secures stability in the monetary
standard “through preserving the equilibrium of supply and
demznd.”? If the equilibrium is not produced by the movement of
price, it is achieved only by rationing on the basis of the most
“necessary” unports. But what imports are more necessary, what
basis of rationing is most reasonable? For what necessary, and to
whom reasonable?

Another result of administrative experience is the discovery
that official valuations upon currencies are very diffieult to main-

1. The London Economist, Vol. 134 (February 4, 1939), p. 255 reported
that large amounts of brand-new Reichshank notes were Booding the London
market. Presumubly the German authorities themselves were the source of
these notes. By violating the Devisen Law in exporting the notes and again in
permitiing a small inflow sufficient to support the foreizn quotation, the author-
ities were able to command a certain amount of foreign devisen from foreigners
gullible enough to hold the notes for speculation.

2. Carl-Hermann Miiler, Grundriss der Devisenbewirtschaftung, 2d
ed. (Berlin, 1939, p. 327.
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tain. Asinany sort of rationing, it is difficult —though not impos-
sible — to prevent the joining of forces between those who would
pay more rather than forego the purehase, and prospective sellers
who would gladly receive a higher price. Of ali elements in exchange
control the official rate has been the element most frequently
sacrificed. It is not necessary to review the gamutl of devices —
special frozen-currency rates, premia and surcharges, “additional
export” rates, varying proportions of payment at the official and at
special clearing and other devalued rates — encountered in the
course of this study., The Hungarian and German experiences show
a constant increase of trade under these devalued ad hoc currency
units, until from 73 to 80 per cent of the total foreign trade was
included. It should be noted that the sucecessful functioning of
clearing with another equally-devalued-currency country is no
exception to the rule,

Finally, it appears clearly from the control histories that
bilateralism in trade retains its essential characteristics despite
perrutations of form. Evidence to this effect appears not only in
the ambiguity of sueh words as “ecompensation’’ and “payment
agreement” in the technical literature, but also in the vogue
enjoyed by such barter devices as Aski Marks and payment agree-
ments,! and their subsequent engulfment in the general welter of
clearings. It is generally recognized now that their essential char-
acter is the same.? The final sections of the present chapter disclose
why this is true.

Rartes oFr ExcHaNGE

To the degree to which authoritarian interference in inter-
national trade and payments becomes a matter of control of the
composition of imports and exports, their source, destination, and
quantity, frade control supplants exchange control. Tt is undoubt-
edly true that protection, autarky, and totalitarian control have
graduzlly taken the ascendency over the origina), primarily mone-
lary and finaneial aima of these interferences: and this ascendency
bids fair to persist in the future. It still remains true, however, that

1. Cf. pp. 213-216, 218-221 aliove.

2. For example by Margaret Gordon, Barriers to World ‘I'rade: A Study
of Commercial Poliey (in process of publieation), Ch. VII; Tasca, op. cit., pp.
BR-80; Muller, op. cit., p. 344; League of Nations, World Economic Survey
1935-1936 {Geneva, 1936), p. 212 and Condliffe, up. cit., Ch. VIII; but
apparently not by Dietrich, op. cit., pp. 138-140.
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official and more or less artifieial rates of exchange characterize the
situation; they supply the main explanation of the introduction of
exchange control; and through their metamorphosis into discrim-
inating monopoly prices on an international scale, they may hecome
commonplace in the fulure. Let us briefly review the resulis of the
present investigation so far as coneerns rates of exchange : measures
of the overvaluation invelved in official rates, departures from
official parities, the relation of actual exchange rates to monetary
equilibrium, and the pro’s and con’s of devaluation.!

To conceive - and much less to measure — the overvaluation
of a gurrcney under exchange control as a unique phenomenon is
not possible. The market for bills of exchange ceases to be a unit,
not only because payments are foreibly separated into imperfectly
communicating subdivisions, but also because trade itself is marked
off info eategories, e.g. by countries, by method of “balancing,”
according to whether the items arc ordinary or “additicnal,”
transit or not, for eurrent aceount or the liquidation of debts, for
domestic consumption or for fabrication and reéxport, and the
like. Consequently we discover a plurality of measures of over-
valuation: purchasing power parity, export prices, the domestic
price of pold bullion or foreign securities, quotations on domestie
currency in a foreign market, quasi-official or official premis and
surcharges on foreign devisen, the prices of Sperr accounts, and the
percentage of subsidy per unit of exported goods. The eligibility
of each of these measures differs considerably amongst national
econonies,

Purchasing power parity, deriving as it does from the relative
movement of general wholesale indices from some base year repre-
senting approximate equilibrium, might be expected to afford a
measure only over long periods when disiurbances induced by
capital movements and changes in reciprocal demand had run their
course. Its usefulness is conditioned, furthermore, by the freedom
of domestic prices to move under ordinary supply and demand
forces. Over the two-year period from the middle of 1931 to the
middle of 1933, when the Schilling reached its eventusl depreciated
level of 78.2 per cent, Austrian sensitive prices had moved about
reciprocally to this Index for the United States and Germany.?

1. The subject of multiple or discriminatory rates will be examined in the
following section in connection with the “‘terms of trade.”
2. In the present section and the two subseguent scetions, references to
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In the case of Hungary, we have been able to trace a rough parallel
between the relationship of Hungarian to British wholesale prices,
on the one hand, and other measures of pengd depreciation, on the
other. The prevalence of price maxima in Germany would cause a
computed index of purchasing power parity to understate the over-
valuation of the Reichsmark; but i eonjunction with other infor-
mation this index shows approximately the overvaluation (50 to
75 per cent) relevant to a unitary devaluation to equilibrium in
the last years before the war. Export prices cannot be employed
in lieu of wholesale prices, if exports are subsidized or main-
tained by debtors” windfalls on frozen accounts.

The quotations on gold in Vienna throughout the Austrian
experience and in Budapest to March, 1935, were subject to sharp
short-term fluctuations not shared by commodity price indices; but
in the long run they showed trends similar to purchasing power
comparisons. For short-period movements again, the Austrian
Business Cycle Research Institutc made successful use of the
Viennz quotations on Swiss railway bonds compated with the Zurish
prices; but in Hungary and Germany the suppression of a free
market in foreign seeurities prevented the resort to similar indi-
cators. We have found thei Zurich quetations on pengé notes,
while subject to peeuliar movements of their own, conformed to
other indices over longer periods; but the rigor of German regula-
tion of the traffic in notes aver the border made the foreign prices
on Mark notes insignificant for general eomparisons.

Whete a government itself modifies or tolerates deviations
from the official parity in ordinary trade involving the national
currency unit itself, these rates of exchange indicate how great the
overvaluation has come to be at a minimum, but they seldom recog-
nize its full extent. Austria did, indeed, arrive at an equilibrium
value of the Schilling by permitting supervised dealings on the
“private clearing” market; Hungary pursued a more halting course,
permitting only officially established premia and surcharges,
generally lageing behind actual depreciation; but Germany has
never officially recogrized depreciation in the Reichsmark itself.
Congessions were oceasionally made in clearing rates to prevent a
revolt by Mark balance holders. Qur investigations have shown

suppurting passages in the body of the monograph are not given, except
accasionally, beeause of the great number which would be required. Relevent
information ean be found hy consulting the index.


file:///rould

312 EXCHANGE CONTROL IN CENTRAL EUROPE

that the quotations on various categories of frozen aceounts give
no reliable measure of currency depreciation, being subject to a
number of stronger variables than the behavior of domestic prices
— most notably Lmitation on the uses of each category, changes in
these preseriptions, and antieipations concerning the solvency and
political future of the country. In the case of Clermany, the per-
centage of subsidy per unit of export was found to cover most, but
not all, of the margin between German snd English wholesale
prices, on the one hand, and German and English cxport prices, on
the other. The remainder is explicable as the margin of overvalua-
tion which Germany ecould cover by discriminatory rates of
exchange In place of a uniform rate. Since the diserimination raised
the “real value' of the Reichamark somewhat! the Mark over-
valuation to foreign importers was still indicated by the export
price comparison; the overvalualion for devaluation retaining dis-
crimination, by a comparison of wholesale prices mintes the German
export subsidies; and the overvaluation for devaluation eliminating
diserimination, by a comparison of wholesale prices.

While overvaluation has continued to characterize exchange
control systems with few exceptions, the inevitable retarding of
exports and acccleration of imports very shortly forced departures
from the original official parities. Three of the seven potential
measures of overvaluation deseribed in the preceding paragraphs
also represent methods of introducing devaluations without sacri-
ficing the formal parity: premis and surcharges on foreign devisen,
exporting against frozen aceounts, and subsidies on exports. The
last method ineludes, beside the forthright aranting of State funds
to exporters, a number of less dircet deviecs, sueh as the Polish
system of low freight-rates on export merchandise, and the German
system of levies through which an entire industry supported its
export branch, To these methods may be added de facte devalued
rates permitted for certain elearing relationships, and oceasionally
for barter or compensation, as for example with the Aski Marks.
The official rate is ulso surrendered when the State permits export-
ers to retain devisen to cover their imports of raw materials, as in
the Austrian and Hungarian “certificate system’”; or when the State
Tequires varying proportions of exporiers’ devisen to be surrendered

1. The diserimination often rested upon non-economic bases — upon
practices which would generally be considered unfair competition — benee
‘real value” has to be considered in 2 purely indicative sense.
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at the official price, as in the Austrian “raw material guota.”
Finally, there comes the special exchange rate applied to “addi-
tional exports,” which may embrace all or only a portion of a given
export parcel. These devices are frequently combined for one
transaction, the actual export yield is then an intricate computa-
tion, and the results, as in most other cases of deviations from official
parity, remain confidential between trader and exchange-control
authority.

The long and short of these various indireet, half concealed and
de facto devaluations has been a strong tendency for a “real’” or
equilibrium rate of exchange to reassert itself, despitc the para-
phbernalia of exchange control. The Austrian private clearing rates
moved gradually into accord with the price of gold, with quotations
on foreign securities, with “home determined’ prices in comparison
with prices delermined zbroad, and with the relative movement of
domestic and foreign scnsitive price indices, In Hungary, a one-
third depreciation of the pengd by the end of 1931, as indicated by
Hungarian and British wholesale (gold) price indices and hy black
bourse quotations on dollar exchange, was not incorporated fully
into premia surcharges on foreign free eurrencies until late in 1935.
Meantime the pengdé had undergone, first, an appreciuble strength-
¢ning and, during 1934, a deterioration by the evidence of the same
indices, complemented by the behavior of the Budapest gold price
and the quotation on pengé notes in Zurich. At its introduction in
December, 1935, the premium and surcharge system established
approximately corrcet rates for the free relations and for elearing
with Germany, though overvaluing the pengé relatively to the
Schilling, The pengd appears not to have been seriously overvalued
by the eontinuation of these rates through the years of recovery
(especially of agricultural prices) to 1937, thereafter the institution
of a sweeping spending program led to price developments which
made the old premia and surcharges inadequate. It docs not appear
desirable to review the more comnplex situation of the German rates,
except to emphasize again for the present context that, in general,
effective export rates had to fall sufficiently to ahsorb the over-
valuation not covered by subsidy and monopelistie diseriminstion,

Why were the largely fictitious official exchange rates not
abandoned? It has been the evidence of the present study that the
rationale of the old gold parities beeame increasingly tenuous as
time went on, and that inercasingly auspicious occasions presented
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themselves for devaluation. Central European eountries were not
able to follow the example of England in September, 1931, primarily
because of the popular confusion of devaluation with inflation and
the danger of a velocity inflation at hore through a domestic flight
from the currency; because of the opposition of strong politiezl
groups, including the Soecialist or labor parties; and finally, becaunse
of an (undoubtedly exaggerated) regard for the real burden of
forcign debts. The de facio devaluation of the Schilling during 1932
and 1933 could proceed despite these obstacles, because the con-
tinued fall of world prices permitted currency depreciation without
an absolute rise of domestic prices: devaluation was not apparent to
the masses of the populace, and the National Bank took care to
recognize the depreciation by a scries of cautious steps so as never
to attract attention to the process.

In Germany, exchange control served from the late autumn
of 1931 to the latter part of 1932 as a medium-term device to sup-
port the Reichsmark while a defiationary adjustment to world
prices could be pressed forward. Doliar devaluation in 1933 offered
anh oceasion for an adjustment of the Reichsmark, for Reparsations
had been virtually annulled in 1932, foreign debts had been sub-
stantially reduced, and the tendency of world prices was still
downward. Had Germany taken the step, already virtually com-
plete in Austria, the eurrencies of most Central and Southeastern
European countries could also have been devalued and most of the
exchange controls could have been removed. The gold bloc devalu-
ations of 1936 offered znother golden opportunity, for by that, time
the German cconomy was thoroughly controlled within, and the
forcign debts reduced to hall their magnitude in 1931. Since Ger-
many did not move, it was difficult (though not impossible) for
Hungary to institute o devaluation. The funding of the Hungarian
debt and the resumption of effective devisen transfer in the sum-
mer of 1937 supplicd another and, as it proved, a final opportunity
for abolishing the fictitious gold pengd.

The possibility of monopoly gain through high and discrimi-
natory rates suppliesa genuinely ceonomic motive to the persistence
of official parities and incempiete ed koo devaluations. Aside from
this, the forces which prevailed against the readjustment of ocur-
reney standards were more or less remote from a truly economie
rationale: (1) exaggerated notions as to the increased real burden
of foreign debts; (2) the pressure of protected industries; (3) inertia;



PAST AND FUTURE OF EXCHANGE CONTROL 315

(4) the “face-saving” quality of the old parities; (5) belief in the
adequacy of the trade and payment arrangements of exchange
control to compete with ihe traditional liberal system of the credi-
tor countries; (6) the complacency of totalitarian states with
exchange rates which required extensive State interference in
international trade and hence in private business generally. We
may now proceed to review the consequences of exchange control,
ineluding overvalued exchanges and bilateralism, upon interna-
tional trade,

INTERNATIONAL TRADE

No effect of exchange control surpasses in importance its
reduction of the value of international trade. Observe first the
outcome for exchange-control eountrics in the aggregate. The fall
in their share of world trade from 27.19 to 22,53 per cent is suffi-
ciently striking in itself; but as the League of Nations’ economists
pointed out, the actual fall would be much greater (1) if the over-
valuations of exchange-control countries had not considerably

Excuanee-Contron CouNrriEs IN WonLp Exporrs*

{Percentage share in total gold value of exports by groups of countries)

Gountries 1920 1931 1035 1037
European exchange-control. .. 23.48 27.19 21.68 22.53
Goldblee. ........... . 14.53 15,86 13.94 12.08
Others..................... 61.99 56.95 64.91 65.39

100.00 100.00 100.00 100,00

* League of Nations, Report on Exchange Control (Geneva, 1936}, p, 30; the trade of
the United States ta not ineluded.

exaggerated the value of their trade, and (2} if their intra-group
trade had not proceeded ai prices above world market levels.!
These important modifications must be borne in mind when we
turn to the countries specifically studied in these pages, not only
for Germany and Hungary, but also for Austria, which withdrew
successfully from exchange control, inasmuch as the statistics
understate the share of non-exchange control countries. During the
quadrennium 1933 through 1936, Austrian exports maintained a
level of about 40 per cent of their value {and volume) in 1929,
1. Ci. pp. 25-26, 127-131, 242270 above.
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whereas world exports for the four years ran at 35, 34, 35, and 37
per cent. This higher level was attained by Austria, moreover,
despite the persistence of import and export prohibitions and quotas
after the virtual disappearance of exchange control. By way of
contrast, Hungarian total trade in 1937 and 1938 atiained only to
94 and 81 per cent of its 1929 magnitude, while world trade in the
two years reached 97 and 86 per cent respeetively; German exports,
which had accounted for 12 per cent of world exports in 1929, fell
to 10 per cent in 1938, despite an extension of productive capacity
aver the decade.

A eoncluding section upon The Theory of Exchange Control
will present a method for isclating the effects of bilateralism, over-
valued rates, direct limitation of exports and imports, and other
compenents of exchange control in actual practiee. In the present
connection these effects are mentioned briefly with especial refer-
ence to the volume of international trade of Germany and Hungary.
Because de facto devaluations proceeded rather far in both eases,
it would seem legitimate to ascribe a large measure of the shrinkage
of trade to bilateralismn rather than to overvaluation. In her rela-
tions with Boutheastern European countries, Germany did indeed
— by a variety of devices scarcely cognizable as economic competi-
tion — sueceed in balancing some of these clearings upward. But,
as we have scen, the outcome for her trade as a whole was still
negative: the balance of trade in 1937 and 1938 was less than it had
been in 1933, the volume of exports & smaller share of world exports,
and the volume of imports only slightly increased. Had it not been
for a strong and persisting favorable turn to the German terms of
trade after 1929, export balances would not have appeared after
1931. The adverse developments of the foreign trade of Hungary
were in general unrelieved by bargaining power and adroit strategy
such as Germany’s, and the change in terms of trade intensified, in
place of offsetting, the difficulties as in the German case.

Bilateralism itself, even in the absence of wrong exchange
rates, has a characteristic downward-balancing effect on bilateral
exports and imports through narrowing the range of buyers’ and
sellers’ choices, and decreasing the attractiveness of forcign as
against domestic trade. Downward balancing tends also to propa-
gate itself, as Ohlin has argued,! sinee if A reduces imports from B,
B must reduce imports from €, and so on in a spiral. As in the case

1. Oblin, op. eit., p. 95.
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of most exchange-control countries, Germany and Hungary also
suffered additional foreign trade reductions through the omission
of transit trade and many serviees from the clearing process, and
from a still further narrowing of buyers’ and sellers’ markets
through the ahsence of important commercial countries, such as
the United States, froin the clearing network. Furthermore, the
direet interference of authority in the items admissible to clearings
such as characterized German trade under the {/berwackungsstellen
was bound to reduce its economic value.

In the case of Germany and Hungary, both natural export-
surplus economies, the overvaluation of their currencies remaining
after deductions for de facto devaluations engendered additional
obstacles by reason of the inconsistency between rates of exchange
and the gquantities of exports and imports contemplated for the
clearings. Typically some inflexible ratic of hilateral trade was
established and the phenomenon of uncleared balances put in its
appearance. Numercus examples of this situation have heen
encountered throughout the inquiry, but the result is always the
same: interminable delays in payment, intercst losses, risks,
interruptions of current trade for the liquidation of old clearings
and the negotiation of new agreements, and the shrinkage of foreign
trade. It is noteworthy that in 1933, after the introduction of
premia and surcharges which partly counteracted the overvalued
pengd, and in 1936, after the drastic reduction of artificial dis-
criminatory rates, Hungary expericnced increases of her foreign
trade far surpassing the contemporary improvement in world trade.!
The evidence is impressive, even if allowanee is made for the good
harvest of these years.

Ideally, the constraining influence of clearings could be coun-
terbalanced in large measure through the flexible prices of direct
barter dealings, or through the flexible trade ratios contemplated in
payment agreements. It cannot be gainsaid that barter oceasion~
ally permitted trade to proceed when clearing transactions had
come to an ahsolute tmpasse, nor that certain conspicuously sue-
cessful payment agreements functioned better than did the clear-
ings as a whole, But in neither Germany nor Hungary were these
mitigations of strict contral perimitted to go very far. Authorities
always strove to curb compensation or barter, because it sapped
some of the most promising trade away from the clearings, con-

1. Cf. p. 118 above.
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trbuted to their unbalance, and let down the bars as to effective
rates of exchange. Furthermore, the preseription of uses for Aski
Marks deprived their quotation of its free character. Hungary
witnessed a sudden enthnsiasm for payment agreements under the
caption of Devisenkompensation in 1936, but there is no evidence
of any real flexibility of agreed-upon trade ratios; and aven the
much praised Anglo-German payment agreement of 1934 required
constant constraint upon imports by the German authorities to
prevent departures from the desired 55:100 relation of the twocoun-
tries’ bilateral exports. As we have seen, the total trade of exchange-
control countrics lagged behind world trade, despite such imagi-
nable offscts as barter and payment agreements. In eoncluding it
may also be observed that “additional” exports, however great
their usefulness in liquidating frozen accounts, have been found by
our analysis to include many exports not additional in any but a
legal sense of the term,

The reduction in value of international trade is the joint result
of a deflection of trade from its most profitable channels and an
alteralion of its commodity composition. Under the first kind of
change, the most notahle result of exchange control is the growth of
trade between exchange-control eountries at the expense of others,
The force of bilateralisrn causes this to be characteristic of both the
exports and imports of exchange-control countries, but special
circumstances may suspend or reverse the general movement on
either side of the trade balance. Thus Austria, not herself 4 gen-
uine exchange-control country after 1934-1935 and enjoying an
essentially free rate of exchange, did not divert a larger share of
her exports to exchange-control countries in 1937 than there had
been three years earlier (77 per cent by volume in both cases); but
she was able {0 secure a larger share of imports from clearing coun-
trics (81.4 against 63.9 per cent by volume). In ITungary the shares
for neither exports nor imports changed very significantly, since
the efforts of this country to divert cxports toward the free-
exchanges, while successful in other quarters, were largely, though
not completely, offset by the incrcase of exports to Germany.
(German trade with exchange-control countries increased on both
sides of the balance. The League of Nations summary for sixteen
exchange-control countries in Europe® indicates that ten increased
angd six decreased the shares of their exports to countries outside

1. League of Nations, Report on Exchange Control, p. 53.
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this group between 1934 and 1937; and that of the six, the five
countries other than Germany experienced the deerease of exports
yielding free devisen beecause their exporl share to Germany
inereased. Amongst European non-exchange-control countries, the
evidence seems to be that some, as, for example, France, Ttaly,
and Switzerland, inereased their exports in bilateral clearings but
not their imports (1931-1934)!; whereas England, probably because
of its more strategic commereial position, was able to reduce ex ports
to exchange-control countries from 18.3 to 14.2 per cent (1920
1937).¢ Finally, it shouid be pointed out that extensive changes
took place within the trade of exchange-control countries. Hun-
gary's exports to Germany and Italy increased from 22.5 to 36.1
per cent of total exports between 1931 and 1938, Germany's
program of bilateral balaneing involved the sacrifice of her favor-
able balance with Western Europe, with which she had purchased
raw materials from Latin Ameriea, and the vigorous expansion of
exports in this quarter and a general trade drive in Southeastern
Europe to eompensate for the loss.

Nothing in the character of cither bilateralism or artificially
high rates of exchange produces other than random changes in the
eomposition of international trade, Marked changes in the nature
of exports and imports therefore reveal that exchange control has
not been employed as a purely monctary and financial device. It
has become the instrument or complement of protectionist or
autarkic policy. In this eapacity exchange control, because of its
complete arbitrariness, dees not lend itself to the analytical
method of economies. So far as concerns its influence in the past,
we Observe one conspicuous result upon international trade —
the drastic reduction of imports of finished goods and exteusion of
imports of raw materials. This tendency requires the opposite
change in the trade of other countrics, If autarky becomes uni-
versal, it would seem to imply the virtual cessation of international
trade in finished products and the reduction of trade in raw mate-
rizls to the exchange of goods without elose substitutes.

Aside from the opportunity it affords for State intervention in
trade, aside from the embargo on exports of capital (enforcoable

1. Leagus of Nations, Inquiry into Clearing Agreements, pp. 38-40.

2. F. W. Paish, The Effects of Foreign Exchange Control on British
Trade, mimeographed, International Institute of Intellectual Codperation
(Paris, 1939), p. 17.
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in other ways), and aside from the “face-saving” quality of old
parities, exchange eontrol with its overvalued currency unit and
the bilateralism thereby made necessary has no further raison
d’élre than a possible gain in terms and *“total gain” of international
trade. What has been the evidence of our inquiry as to this possi-
bility in the cases of ITungary and Germany™

For both countries the evidence is fairly clear that the prices
of goods bought and sold through bilateral channels were higher
than world market prices. Statisties prepared by the League of
Nations revealed that Hungary paid higher prices to exchange-
control than t0 other countries in 1936 for wheat, flour, pouitry,
butter, eggs, malt, and rye; and these results for poultry, butter and
flour have been proven to be characteristic of the control period.
Data for coffee, coal, and cocoa beans, as samples of the import
side, revealed higher prices to have been paid in the clearings than
in the free relations® For Gormany, the Berlin Institute for Busi-
ness Cyole Researeh compiled data for imports of wool, cotton,
lumber, oil fruit and oil seed, petroleum and its derivatives, and
copper, for the interval from 1933 to the last quarter of 1935,
Prices were higher — in some cases very much higher — for imports
through the clearings; and these results were confirmed by our
investigations for cotton, wool, and copper over the decade 1929-
1938. Information about the prices of specific export goods of Ger-
many is lacking, but the investigation of German export prices in
the elearing relations with Southeastern Europe revealed a general
tendency for them to exceed the world level.

The explanation of these high import and export prices invelves
& number of factors analyzed in detail in the concluding section
upon The Theory of Exchange Control; at present 4 brief statement
must suffice. The overvalued exchange rates of Germany and Hun-
gary in comparison with Western Europe account in large measure
for high cxpert prices received through the clearings. The over-
valuation extended for both couniries to certain Southeastern
European countries; and in the case of Germany, it was fortified
by monopoly and monopolistic discrimination, the exploitation of
clearing indebtedness, and political pressure — all operating in
the direction. of high export prices. The high import prices, on the

1. The short duration of control prevented the instituting of a similar
inquiry for Austria.
2. Cf. pp. 127-130 above.
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other hand, run eounter to expectations on the basis of overvalued
exchange rates, which should lead to importing at bargain prices.
But as the concluding section will show, the zain from the high rate
on home currency stands against certain losses. Even if clearing
arrangements extended to all countries, the range of importers’
choice would be limited by the necessity of bilateral balance; but
in addition, important countries remaincd outside the clearing
network of both countrics; and furthermore, the risks, formalities,
and delays in payment for foreign exporters prompted them to add
a price premium in sales to these countries. If the import price
indices of Germany and Hungary are to be accepted at their face
value, the enmulation of losses from causes such as these more than
offset the influence of their high rates of exchange on the import
side.

Whether the high import prices or the high expart prices
represented the stronger force should he discovered in the hehavior
of terms of trade. For Hungary the terms of trade fell under the
influence of agricultural depression from 1925-1927 to 1934, and
thereafter recovered to the 1925~1927 level only onee, in 1935; by
contraries, Germany enjoyed the advantage of industrial exports
and high terms of trade throughout the 'thirties. We are thus con-
fronted by a strong external variable which makes diffcult the
appraisal of the influence coming from exchange-control in isola-
tion. To exclude this variable, as far as possible, we have compared
Germany with England, ancther country of almost exclusively
industrial exports.! This procedure revealed an excess of German
over British terms of trade, small in comparison with the margin of
overvaluation of the Reichsmark relatively to sterling, but endur-
ing from 1931 through 1938. This margin has, however, to be dis-
counted considerably for the concealed costs of trade through
clearings, such as losses to exporters in delayed payments, and the
technical costs of exchange control.

The final calculus must include not only terms but also volume
of trade in order to reveal “total gain.” In the case of Hungary the
significant fact is the virtual surrender, in 1935, of attempts at
monopoly exploitation and monopolistic diserimination through

L. A comparison of Hlungary with Polard, the only country of comparatle
agricultural exports not under exchange control, was precluded by the henvy

subsidies to exports prevailing there, and by the termination of free payments
in the spring of 1936.
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high and differential exchange rates, an action which must have
signified the conviction of the authorities that the game was not
worth the candle. Germany experienced her highest terms of trade
as well as her most favorable export balances between 1930 and
1932, concomitantly with the heavy outfow of eapital. If the “total
gain” of trade was large in these years, it was transferred abroad for
the most part to liquidate debts. After 1932 both the favorable
terms and the volume of exports diminished. It is difficult to believe,
if account, is taken of the concealed costs of exchange control, thai
the high Reichsmark rate on balance actually netted any economie
advantage in the international trade of Germany.

TeE Domestic Economy

If the continuance of exchange control had its justification in
political but not in economic terms, so far as concerned foreign
trade, the total econumic caleulus becomes conclusively adverse if
we include also the repercussions of the institution on economiec
life within the country. Exchange control in Austria and Germany
protected the economically inferior agricultural lines of production,
and in Hungary it fostered the economically weak industrial pro-
duction. Amongst industries, there is clear evidenee that larger
producers and cartcls gained at the expense of smaller producers
and consumers. The allocation of devisen for imported raw mate-
rials, being & matter of administrative decision without possibility
of legal redress on the part of entrepreneurs, fell under the influence
of political and economie pressure, with the odds in favoer of the
largest firms and combinations. Trade under clearings and com-
pensation required the services of skilled legal and commercial
experts, which the small producer could ill afford. In compensation
only large deals were economically possible.! Specific indusiries
which enjoyed adventitious gains under exchange control in Hun-
gary were cotton textiles, conl, lignite, firewood, petroleum, glass,
teather, and paper.? For Germany it has not been possible to dis-
cover the separate influence of exchange control upon specifie
industries; eeonomic policy embracing taxation, special levies,

1. These effects have been emphasized in the case of Germany by Brock-
mann, op. cit., p. 105 and Fischer, op. eit., p. 42; of Cgechoslovakis, by
Sourek, in Mayer, Horna, aud Sourek, op. cit., p. 154; of Finland, by Horm,

op. cit., p. 16.
2. Ci. pp. 94, 107 above.
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informal “voluntary”” contributions, and the like merge inextric-
ably with import and export regulations and the allocation of
devisen. We have only the indircet evidence of profit ratios, s
presented for example in the excellent study of Maxine Sweezey,!
which reveals a relatively strong position of heavy industry, an
intermediate position for light industries, and a disadvantageous
situation for luxurics. The extent of cartelization is greatest in the
first group.

To the reduction of the “soeial economic produet” through the
inerease of monopoly are to be added, as costs of exchange control,
the outlays of the State and entrepreneurs in maintaining the
apparatus and carrying on business through its devious channels.
These embrace not only the costs of technical advisers and the
time and money expended by entrepreneurs in the “war of forms to
be filled out,” but alsc fees and bribes; to the State, the costs
include the maintenance of the officialdem and eclerical staff
engaged in clearings, Control Offices and the like, and the expenses
of negotiating agreements with foreign countries.? When clearings
and barter arrangements are subjected to considerable changes,
there is added the private and social costs of sudden alterations in
direction of produetion.

It is sufficiently clear that the consumer, as Fisher writes, is
the stepchild of exchange control® Tn Hungary real wages failed
until 1938 to recover to the level even of the early years of depres-
sion, despite a notable increase in agricultural prices. For Germany,
under an avowed policy of restraining consumption in favor of
objectives ulterior to economic welfare, the standard of living —
aside from the elimination of overt unemployment — seems io
have declined. Wages were stabilized in general at their 1934 level,
but the evasion of price maxima, the deterioration of quality, and
the various deductions from money income combined to produce a
lower real wage level.

THE THEORY 0F Excnanee CoNTROL

Exchange eontrol in its most eommon form includes two main
elements — the maintenance of more or less artificially high rates

1. Maxine Y. Sweezey, “German Corpurate Profits: 1926-1938,™
Quarterly Journal of Eeonomies, Vol. 54 (May, 1940), pp. 384-399.

2. Over the span of three years, for example, England concluded eighteen
separate commercial and payment agreements with Rumania alone; ef. Paish,
op. cit., p. 19,

3. A. G. B. Fisher, op. cit., p. 14,
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of exchange, and, sinee this produccs a “shortage of devisen” in the
control country, the resort to systems of bilateral trade-balancing
to dispense with the necessity of trade by devisen. Each of the
two characteristics has taken on a great diversity of forms, and the
possible combinations of these forms are legion. Some countries
adhere to overvalued rates; some have admitted rates near equilib-
rium; some maintain a unique exchange rate; others resort to dis-
criminating multiple rates; bilateralism includes part of the world,
while a part is still multilateral; in some cases bilateralism is
secured through barter, in others through clesring and through
payment agreements; some countries engage in barter and clearing
without themselves prohibiting capital exports, and without main-
taining official exchange rates; multilateral clearings are not
unknown, but their number is limited. We shall proceed most
effectively if we start with somewhat simplified or “idealized”
conditions and approach reality by degrees. It seems advisable to
consider bilateralism first and overvalued exchange rates subse-
quently.

A. An Ideal World of Bilateral Trade

Let us begin by comparing a universal system of international
trade by barter {or compensation) with a system of trade permit-
ting free use of hills of exchange. This comparison can be carried
forward in a realistic sefting without resort to rarified abstractions
by assuming that transportation costs, protective tarifis, quotas,
and import and export prohibitions are in existence, but are not
changed by the substitution of barter for trade by means of bills
of exchange. Assume that exporters and importers were free within
tke limits of the State interferences mentioned to maximize their
economic positions in view of the underlying cost and demand
funetions, and that the same freedom now exists under barter. If
traders were permitted to “barter” not enly goods for goods, but
also goods for services, and goods and services against evidences of
debt, and if, a5 we suppose, all countries are open to barter dealings,
the difference from a system of multilateral trade by devisen would
be simple but dramatie. It would be precisely analogous to the
successful suppression of monetary exchange within & country,
and the reduction of sellers’ and buyers’ economic positions would
be measured by the malerial and psyehic costs of arranging the
“double coincidence’ requisite to all barter. But as it is understood
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in cxchange-contrel coyntries today, “barter” or “compensation”
does not admit the exchange of services or of capital, but only of
commmoditics; hilateral irade which does include these items goes
by other designations, such as clearing and pa,ymcl}t agreemelgts.
Upon this more realistic inlerpretation, barter entails a reduction
of economic product, not only by the costs of arranging “double
coincidences,” but zlso by the economic gains arising from the
international purchase and sale of scrvices and from borrowing and
lending.

We proceed to the considerably more complicated devices of
securing bilateral balance through clearings. These devieces fall
into two large groups, accordingly as State action to foree bilateral-
ism impinges upon the rate of exchange or upon the quantities of
exports and imports which enter the clearings. A further subdivi-
sion depends upon whether capital movements are not or are
provided for, that ig, whether trade is forced to a 1:1 ratio, or
whether some other ratio is adopted. The most simple system with
which to begin is one aehieving the bilateral balanee through an
authoritarian exchange rate, and which at the same time, while
leaving the initiative as to exports and imports entirely to traders,
does not provide for capital transfers. To secure a 1:1 ratio of
expurts (or imports) between the two countries, the exchange
authorities must agree to lower the rates of foreign exchange in the
favorable-balance country and raise them in the unfavorable-
balance country. Pushed far enough, save for one case which can
be neglected,' this device will schieve its aim. What are the
economic consaguences?

The method of inducing bilateral balance by means of the
rate of exchange is adopted as the simpler and more nearly “‘ideal’’
for expository purposes,® not only because the ehange of the rate
of exchange is a uniform and objective fact for all traders, but also
because it limits the possibilities of changes in exports and imports
which could ensue. As we have previously remarked, so far as
concerns arithmetic, balancing might follow if both sides increased,
the deficient side (exports or imports) inereasing faster; if both sides
decreased, the excessive side (exports or imports) decreasing faster;

1. Ci. p. 326, n. 1.

2. This method would also be simpler in practice, but Siates have usually
resorted to direet operations upon the volume of exports and imports, because

inter alia this affords the opportunity of regulating, not only the quantity, but
also the composition and direction of trade. ’ * v
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if the deficient side rose to the (unchanged) exeessive side, or the
excessive side fell to the (unchanged) deficient side; or finally if
the excessive side decreased and the deficient side increased. But
if balancing is achieved through exchange-rate manipulation, the
possibilities included in the first two of the foregoing series of condi-
tional clauses are clearly eliminated. For the reduction of the rates
of foreign exchange in the favorable-balance country does not make
exporting more profitable, nor does the rise of rates in the unfavor-
able-balance country make exporting less profitable. Consequently
the rate adjustment necessary to work toward bilateral balancing
cannot possibly increase bilateral exports and imports above the
level of the larger of the two (for one country in a bilateral relation),
nor by the same token reduce them below the level of the smaller.
We are able, therefore, to put the question of effects in a somewhat
narrow form, as long as we are dealing with bilateral balance
obtained through the rate of exchange. Wil the bilateral balancing
be achieved by an upward or a downward balancing, i.c. will the
exports of the former unfavorable-balance country rise to the level
of the exports of the former favorable-balance country, or will
the imports of the former unfaverable-balance country fall to the
level of the former favorable balance country? For the balancing
to be upward the demand for exports of the favorable-balance
couulry in the clearing partner must not have more than unifary
elasticity. If it did, the fall of the exchange rate in the favorable-
balance country would reduce its total export value, and this is a
movement in the direction of bilateral balancing downward.

In order to investigate the possibility of such a situation, how-
ever, it is necessary to know the trade situation of the unfavorable-
balance couniry, not merely with one country, but with all its
trading partners. Tt would merely postpone meeting the erueial

L. We need not be disconcerted by the theoreticnl possibility, mentioned
in treatises on foreign trade, that elasticity of demand for exports as a whole
might be less than unity. If such a demand existed, no decrease of the rate of
exchange in the favorahle-balance country could reduce its favorable balance,
and no ineresse of the unfaverable-halanee country could remove its unfavor-
able balance. But we mey he almost certain in the case of an individual exporh
that this would not be allowed to happen by the traders themselves — that a
greater volume of exports should be marketed at s smaller aggregate yield —
since the exporting firms, if not the domestic producers, are usually few and
would exercise oligopolistic restriction. Furthermere, examples of such s
demand for individual products are limited by reason of foreign competition;

and the existence of an aggregate demand of less than unity seems never to
have heen observed in practice.
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issue, if we did not assume at once that unfavorable balances are
characteristic for our “unfavorable-balance'’ eouniry’s entire situ-
ation. In order to increase exports (in the particular bilateral
relationship with which we began) to the level of the favorable-
balance country, the unfavorable-balance country will have either
(1) to deflect its cxports from other countries or (2) to increase its
total eutput of exported goods. The former course would intensify
the necessity for downward balancing in its bilateral relations with
all the “other” countries. The latter course will raise the cost of
production of exports,! since it will be necessary to pay higher rates
at home, or to import them 2t higher costs also. Because the yield
of exporting is increased by the State revision of the exchange
rate to induce bilateral balancing, the unfavorable-balance country
will be able to ineur higher production costs for exports and yet
eXport more. As exports inerease, marginal eost is forced upward,
not only by higher costs of factors, but also by an underlying tech-
nical inefficiency, for it must not be forgotten that this is an
“unfavorable-balance’ country aside from the new bilateral rate
of exchange, while the rise of costs in the unfavorable-balance
country makes increasingly improbable the maintenance of unitary
effective demand on its part for the favorable-balance country’s
exports. The dse of costs would normally tend to deflect some
demand within the unfavorable-balance eountry to foreign markets;
but under bilateralism this reaction is thwarted by the enforee-
rent of sufficiently high foreign exchange rates within the country
to discourage imports in the unfavorable-balance relations gen-
erally. Meanwhile developments in the latter are iending to reduce
its demand for the other country’s products, no matter what the
demand elasticity may be: the increased demand for factors of
production in the unfavorable-balance country tends to raise costs
of production in the favorable-balance country and to decrease
exports. Inasmuch as these restraining forces become the stronger
the more is exported by the unfavorable-balance country, the a
priori probabilities of a complete balancing are small. Mufalis
mulandis it is demonstrable that a complete downward balancing
is improbable, and that resistances t¢ & deerease of exports by the
favorable-balance ecountry increase as this limit is approached.
The results of balancing at any point befween the upper and

L. Unless there ate unemployed factors at home, with which contingency
we shall deal presently.
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lower limits may be translated for each country as follows. For
the favorable-balance country the increase of the foreign value of
its money means a favorable change in the terms of trade, a decrease
in exports and a smaller gain upon them; but imports are cheaper
and larger, and the gain upon them is greater. For the unfavorable-
balance country the decresse of the foreign value of its money
means an unfavorable change in the terms of trade, a decrease in
imports and a smaller gain upen them; but exports are cheaper
and larger, and the gain upon them is greater.

Can no more be deduced than this? If not, we should be
unable to say whether the “upward-halancing” or “downward-
balancing” foree of bilateraliam is greater. We should similarly be
unable to say whether the favorable-balance country’s gein on
imports does or does not exceed its loss on exports, or whether the
uniavorable-balance country’s loss on imports does or does not
exceed its gain on exports. If the upward and downward halancing
forces neutralize onc another, the volume of world trade is not
affected: exports (imports) in the aggregate remain at their former
magnitude; a preponderance of the upward-balancing forces causes
exports (imports) to increase, and a preponderance of the down-
wanrd-balancing forces eauses them to decrease,

The foregoing tedious and inconclusive description of possible
behaviars of terms and of expert and import magnitudes does
indeed belong to the moedus operands of bilateralism, but has not
answered the crucial question. The answers are, in fact, given by
a simple calculus of utilities and costs: importers are no longer
able to purchase in the countries with the lowest domestic costs
of production, nor are exporters able to sell to the countries with
the highest domestic demand. Importers purchase, of course,
where it is #ow cheapest, and exporters sell where it is now dearest.
Since the advantages of exporting and importing, on the whole,
have been reduced, the volume of internationsl trade will fzll, The
narrowing of the field of buyers’ and sellers’ choices entailed by
bilateralism reduces the favorable turn which bilateral balance
required of a favorable-balance cauntry's terms of trade; and it
makes still more unfavarable the unfavorable turn required of an
unfavorable-balance country's terms. For a “typical” country,
with neither favorable nor unfavorable balances, the terms of
trade are less favorable and, with anything less than unitary elas-
ticity of demand for its products, the total gain is also smaller.
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Bilateralism inevitably balances downward, even in the case just
treated, which involved no direct interference of authorities with
kinds of exports and imports, and no reference to autarkic ten-
dencies.

A sceptic of this conclusion is invited to contemplate the fact
that the final ratio of exports to exports (or imports to imports)
between the two countries involved in bilateralism is the result of
an enfirely arbitrary decision. If it could be shown, for example,
that balancing of a ratio of 1:1 could by any stretch of the imagi-
nation produce a higher gain and volume of trade than the ‘“nat-
ural” condition of unbalanee between exports and imports, then it
ought to be possible, by the same token, to make such a demon-
stration for & 1:10 ratio, or for 1:100, or 100:1. In other words, a
position opposed to the one represented in the foregoing paragraphs
would be tantamount to maintaining the thesis that any srbitrary
decision as to the dircetion of international trade will increase the
gain and volume. Buch a thesis, indeed, would have to be main-
tained if bilateralism were defensible on economic grounds.

It must be made quite explicit, however, that the reduction
of gain and volume is asserted for the “ideal world” as a whole, or
for a typicel country, not for every country. The shifting of recipro-
cal demand throughout the system as a consequence of the irnposi-
tion of bilateralism is almost, certain to shift the demand sehedule
as an entirety for the products of some countries to the right. A
certain limited number of couniries can experience an increase of
total gain (and perhaps also of volume) from international trade.
But it is not to be imagined that this occurs as a result of these
countries” own efforts, nor pro fanto of their exchange conirol. The
gain is a windfall.

Thus far we have carried on an analysis on the basis of a 1:1
ratio of bilateral trade, that is, with the elimination of capital
movements, But does not the conclusion regarding downward bal-
gneing depend upon this very assumption? If under elearing a 2:3
ratio is set between the exports of one country and another, it
means simply that the country with the unfavorable halance is
accepting a certain fraction of the current inflow of the other
country’s exports as repayment on a past loan or as a new loan.
The concept of a “tied loan,” long familiar as an unusual case
under devisen trade, deseribes all loans under bilateralism: the
proceeds can only be “nsed”’ (they are indeed obtained) in the goods
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of the lending country. Just as it would be open to the borrowing
country under & tied loan to re-cxport the produets of the lender
to third countries in an effort to escape the limited range of choice
imposed by the contract, so in bilateral teade a receiver of “capital”
may re-export to third countries. The process diminishes losses to
the borrower from having to take goods and services which he
would not have taken or eould have purchased more cheaply ¢lse-
where. But some loss remains. For third countries, it may safely
be assumed, have already had the opportunity of purchasing the
lender’s wares and will take more only if the price is reduced. This
loss of a “tied loan" also eharacierizes the loss of a repayment under
bilateral balancing, and indeed of all trade. 1t is apparent now that
the reduction of “total gain” of internztional trade under a 1:1
clearing agreemnent has precisely the same characler as the loss at
any other ratio. In passing, it will not escape the reader that under
bilateralism any movement of capital must be on the initiative of
the State, which determines by means of the clearing rate of ex-
change (or otherwise) the volume of exports relatively to imports.

Thus far we have procceded upon the assumption that the
authorities secure bilateral balancing at the desired ratio by manip-
ulating the rate of exchange, while leaving the quantities and kinds
of exports and imports entirely to free choice. Now let us reverse
the assumption: the State regulates exports and imports directly,
leaving the rate of exchange to competitive forees,! Contrary to the
case of bilateral balance secured through fixing the rate of exchange,
the State can undoubtedly, by a system of quotas, tariffs, bonuses,
and penalties, either increase or deercase both exports end tmports
al the same time, and it can undoubtedly bring them to equality
or to any ratic desired. A system of prohibitions, quotas, tariffs,
subsidies and taxes can undoubtedly expand the physical volume
of exports and imports, Pressed far enough with sufficient sacrifice
of terms of trade, it can also expand the value of imports and
exports, as Russia has done since the Revolution. But if producers
and consumers have maximized their economic positions, all such
devices must produce a shrinkage of value of output as a whole.
Exeeption should be made, as in the rate-of-exchange device, for
windfalls in the form of increased intensity of demand for the prod-

1. As a matter of fact, both tacks have usually been taken at once; but
the possibility of inconsistency between the two precludes this case from con.
sideration in an ‘‘idenl” world of bilateralisra.

2. Cf. p. 325 abave.
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ucts of one or a few countries in a world where international trade
is dislocated by quantitative interferences; but even this outcome
is not the produet of the country's own interferences, Finally it
should be observed that, though direct interferences can increase
the volume and value of exports and imports (albeit typically at a
loss in output as a whole), the “oplimum? interferences themselves
are ideally based on a practical omniscience of demand and supply
funetions of particular goods in international trade and the reper-
cussions of bilateralism on these functions. With human limita-
tions, the suthorities may be able to extend the value of trade only
with a very heavy cost in general efficicncy.

Obstacles to international trade are usually said to lower
world market values. In a world of bilateralism no single currency
could be used as a measure of international prices — indeed, truly
international prices no longer cxist. Resort might be had, however,
to an index which embodied the price in each bilateral relation and
weighted it according to the quantity sold in each relation. Am
index of this sort running back inte the period of multilateral! trade
would certainly decline as bilateralism spread. Bilateral balarce
narrows the range of choice of both sellers and buyers; the former
would, on the average, obtain lower prices, and the latter would,
on the average, have to pay higher prices; but the fall of export
prices would exceed the rise of import prices, because the atirae-
tiveness of foreign markets in comparison with domestic markets
would be deereased for both exporters and importers by the limi-
tation of bilateralism.

Three matters which might conceivably affect the outcome of
the argument to this point have been passed over in a cavalier
fashion and must new be scrutinized: unemployed resources, ob-
stacles to trade, and money capital movements. Could not the
existence of unemployed resources in a former unfavorable-halance
country permit if o extend production so as to “balance upward”
when hilateralism is imposed? An affirmative answer is clearly war-
ranted: the rise of export costs would be held in check. But if the
unemployment occurs, insiead, in the favorable-balance country,
the situation is reversed. Unemployment reveals the presence of
downward wage-rale inflexibility. When exchange rates are low-
ered in the favorable-balanee country to reduce its export balance,
if costs are inflexible the reduetion will not have to be large ‘o
reduce exports considerably. The unfavorable-balance country
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obtains only a small benus for its exporis from the slight upward
revision of exchange rates, and extends exporis only slightly.
The balancing is mostly downward. Since there is no presumption
that unemployment is more extensive amongst unfavorable-balance
than amongst favorable-balance countries (compare England and
the United States), the conclusions regarding bilateralism are
unaffected.

The imposition of bilateralism, by reasening given earlier, acts
as a protective tariffi on unfavorable-balance countries and as a
system of export tarifis on favorable-balanee countries. If the
favorable-balance countries in general occupied their position
because of the importation of raw materials for fabrication and
re-export, bilateralism would be accompanied by one change tend-
ing to offset its downward-halancing force. For the export of fin-
ished goods would be reduced, unfavorablo-balance countries pro-
ducing more for their own consumption; and, in general, tariffs,
quotas, and import prohibitions are not as severe for raw materials
as for finished goods. But favorable balances arise frequently from
exporting raw materials, and here the factor menticned works to
intensify downward balaneing.

A third point concerns movements of eapital in money and
goods. It was remarked in the paragraphs dealing with barter that
if it admitted money and securities, “‘barter’” in this sense would
be identical with multiangular trade with devisen. The same is
true of clearings. The earmark of both is the excluston of these
items. But clearing, unlike barter, can ke conducted so as to trans-
fer real capital. Thus far in history, clearing and payment agree-
ments have been used most frequently to repay existing obliga-
tions, and clearings have served as the channel of “involuntary”
lending and borrowing through the accumulation of uncleared bal-
ances. Neither class of capital movement can be regarded as
“economic” in character, that is, as representing the response to
interest-rate differentials. In any event, to be used to transfer
capital, clearing and payment agreements require an authoritarian
“fixing” of the exchange rate or direet regulation of exports and
imports in order to develop 2 balance in the desired direction and
a balance of the desired size. In a section describing the function-
ing of bilateralism in an “ideal world,” we can appropriately
observe merely that political authorities may direet the flow of
capital internationally to its most productive applieations.
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In summary, we have discovered that bilateralism, even under
the most ideal ecircumstances imaginable — without State inter-
ference in the items of international goods and services trade, with-
out exchange rates incompatible with the ideal of bilateral balane-
ing, and with the whole commercial world embraced in the scheme
— in all events results either in downward balancing and the redue-
tion of the total volume and gain of international trade or in an
increase at the expense of total output. An individual country —
not typical of all countries, however — can expericnce, as a pure
windfall, an increase in the demand for its own products suffieicnt
to offset any losses {0 it produced by bilateralism, and it might even
gain on balanee.

Barter presents the greatest reduction of gain in world trade!;
clearing without possibility of capital movement comes next; and
clearing and payment agreements providing for capital maovements,
if they are used to transfer capital from lower to higher productivi-
ties, come next. All devices at their “hest” sacrifice econormic
efficiency, and they are all diseriminatery, for they do net operate
to give the market to the most cflicient seller and to the highest
bidder, but to make exports equal imports for each pair of countries.

There is a categorie difference hetween all of these bilateral
devices, on the one hand, and a system of multilateral trade, on the
other, whether the lutter is envisaged in its traditional free-devisen
form or as a system of multilateral clearings. Referring to exchange
control and bilateral trading, one author writes:

“But to the extent that a scheme of this sort is perfected — made flexible and
inclusive, providing, for example, as its propounders have suggested, for a
rise and fall in the value of the ‘cheeks’ on a certain country to bring demand
and supply inte equilibrium, and providing for loans and capital investments
— it becomes more and more like the regular international money system, with
the same advantages and the same trouble.”?

As 2 matter of fact, however, there is an absolute limit reached to

the process of becoming “more and more like the regular inter-

national money system,”’ even if, as the foregoing paragraphs have

demonstrated, the rate of exchange accords perfecily with the

equilibrium of supply and demand desired under bilateralism, and

cven if capital is moved to points of highest productivity. The
1. There are occasional exceptions; cf. p, 317 above.

" 2. Eugene Staley, World Economy in Transition (New York, 1939), pp.
243-244,
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eapital is still 2 tied loan, and exports snd imports are tied as to
source and destination. To progress farther than this is to surrender
bilateralism at any ratio of balances. Multilateral clearing is a horse
of a different color. Where it has existed, as for example in the
“Brocchi” system and otherwise, it constitutes a small island of
free payments, for the rativs of exports and imports do not have to
be set in order that it may function: balances are for free disposal
through the system, however large or small it may be. For this
reason the enthusiasm once displayed by Finzig for a world (muiti-
lateral) clearing system is curious, for such an arrangement is
simply a reconstitution of what Staley calls the ‘regular interna-
tional money system’ under slightly different anspices? Let us
not err; multilateralist is one thing, bilateralism another.

B. Actual Bilateral Trade

We must now take account of certain important institutional
factors which reduce the gain of international trade under bilateral-
ism even below the level of a “perfect”’ system. Actual hilateral
trade is less efficient, in the first place, because of its incompleteness.
The incompletencss narrows the market for both exporters and
importers, and tends to make imports cost more and exports bring
less. Furthermore, even within the areas covered by bilateral trade,
certain marked shortcomings of bilateralism are caused hy its not
being the universal system. The two great shortcomings are its
exclusion of transit trade and of many services. If all countries do
not belong to the series of bilateral agreements of a given country,
it is forced to exclude transit trade from all its clearings, in order
to avoid their being used for trade which actuaily belongs by origin
or ultimate destination to a non-clearing country. This result is
quite properly stressed by the League of Nations' Enquiry and its
Report. Indirectly the incompleteness also frequently results in
the exclusion of many serviees, for “invisible” items to the customs
house are almost equally ‘invisible” to the exchange-conirel
authorities. Capital flight by means of fictitious deals through the
clearing accounis would be difficult to apprehend; and the exchange

1. Cf. p. 16 above. Germany, Greece, and Japan had such an arrange-
ment; ¢f. Brockmann, op. ¢it., p. 121. In most cases, however, bhe system
labored under artificial rates.

2. Paul Einzig, The Exchange Clearing System {London, 1935), Chapters
XX and XXI.
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authorities usually make short shrift of the matter by excluding
services except those easy to control, such as services to travellers,
to regular business representatives, and insurance and bank com-
missions. The “downward balancing,” through eliminating transit
trade and many services, seriously reduces the volume of inter-
national frade.

Except for the possibility of monopolistie selling of exports
(including monopolistic discrimination) and monopsonistic pur-
chasing of imports, any departure of the composition and amount of
exports and imports from their condition under competitive buying
and selling produces economic loss. Bilateralism in itself, according
to the argument of the preceding seetion, produces such a loss, even
where the interfercnce of the State does not go beyond the exchange-
rate adjustment essential to bilateral balancing. But the fixation
of an exchange rate is at least ebjective and, in comparison with
other devices of securing the balance, less discriminatory amongst
partieular exports and particular imports, *“Theoretically” it is, of
course, possible to sceure precisely the same penslty or bonus on
each item of import and export as is preduced by the movement of
a unique exchange rate by a complicated system of specific import
and export tariffs or of quotas, domestie price-fixing, consumption
or use taxes, and export bonuses. All of these have been utilized in
the 1930°s, together with even eruder messures, such as fmport and
export licenses, rule-of-thumb administration as to what is a
“necessary” import, what an “‘indispensable” export, and even the
mere arbitrary selection of tariff-schedule items such as to add up
on the import and export sides to equality. The point scarcely
needs to be argued that even the more refined metheds are too
complicated to administer without discrimination against certain
items of exports and imports, and with others no pretense is made
to the contrary. The probability amounts to & practical certainty
that such measures achieve bilateral balancing with a heavy cost,
peculiar to themselves, in economic efficiency, on the selling and
buying sides alike. Furthermore, they are often used in conjunc-
tion with a half-hearted adjustment of exchange rates intended to
aid in the balancing.? But whether the price attack through the

1. Cf. Jacques Bataille, Les offices de compensation: leur réle dans la
restauration du cornmerce extérieur (Paris, 1934), Ch. VI1I; Margaret Gordon,
ap. eit., Ch. VL.

2. Cf. pp- 86-87 above.



336 EXCHANGE CONTROL IN CENTRAL EUROPE

rate and the quantity attack through direet measures work in all
cases in unison and after any discoverable rationale eould not be
known even by a Minister of the National Ecanomy.

The gamnt of eontra-economic interferences in international
trade connected with bilateral halancing is not complete until we
have named protection, autarky, totalitarian eontrol, and political
skullduggery, both at home and in relations with other countries.
These are admittedly not necessary parts of bilateralism; but it is
well to bear them in mind in any attempt to appraise the results of
the system in its actual operation. Finally it must be emphasized
that the reductions in volume and gain of international trade
imposed by the four “institutional” factors pointed out in the
present section — absence of clearings with some countries, exclu-
sion of transit trade and services, awkward and diseriminatory
direet regulations of the volume of exports and imports, and out-
right protection, autarky, and political maneuvering — all these
losses are not only additive to the net loss in an “ideal world” of
bilateral trade and to one another, but they are also cumulative.

C. Exchange Rates under Exchange Conlrol

Save for such rare cases as Austria after 1935, where exchange
control was attenuated to an embargo on capital exports, all sys-
tems have involved overvalued rates of exchange. The theory of
exchange control must embrace gencralizations concerning the
mesaning of overvaluation in this context, its effects upon trade,
and upon prices.

At the outset it is necessary to distinguish nominal from real
overvaluations. The nominal or offieial rate of exchange by no
means lacks significance, for its preservation represents one of the
primary aims of exchange control and necessitates the whole
apparatus of bilateralism. Nevertheless, effects upon trade and
goods are preduced only by the exchange rate or rates over which
goods are actusHy exported and imported; and consequently in
the ensuing investigation of these effects, the word “overvaluation’
must in all cases be understood to refer to resl rates. Such real
rates include rates of exchange given by the prices of frozen
accounts applicable to exports, special categories of currency such
as Aski Marks, and the effective rates employed in compensation,
clearings, and payment agreements.

The concept of overvaluation applicable to relations between
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non-exchange-control countries differs rather strikingly, at a super-
ficial level at least, from that applicable to relations between
exchange-control countries. Definitions of equilibrium rate under
the former situation, such as these proposed by Cassel, Pigou, and
others,' quite correctly run in terms of the prices of goods and
services; but under exchange control, involving as it inevitably
does the imposition of bilateral halancing, the equilibrium rate is
that rate which eauses exports to equal imports in trade with a
perticular country or to stand in some other fixed relation prede-
termined by authority. It is precisely this contrast which requires
the autherities to use force, either upon the market rate of exchange
or upon the guantities exported and imported. But while it is
quite correet to regard the exchange rate necossary to effect
bilatcral balancing with a partieular country at whatever ratio of
exports to imports the Statc selects as the equilibrium rate for
bilateralism,? nothing precludes the use of a more fundamental
concept even for bilateralism. It is indeed indispensable from an
economie angle to know whether the balancing rate itself does or
does not conform to price equilibrium. Tn this event the traditional
concepts, such as Cassel’s and Pigou’s, come into their own again
as measures of the real or cconomic disequilibrium of a rate of
exchange which authority has imposed upon the trade with a
particular country.

It may be convenient to refer to these two equilibria as price
{or economic) equilibrium and bilatera) equilibrium. How essen-
tial such a distinetion is, appears from a non-exchange-control
country, such as England before the present war, which neverthe-
less was the clearing partner of exchange-control countries. So
far as concerned other non-exchange-control countries, it would
probably be correct to assume that market rates on sterling con-
formed to price {or economic) equilibriumn. So far as concerned the
pound rate in the currency of an exchange-eontrol country, this
was not always the case. The payment agreement between Eng-
land and Germany contemplated a fixed relation of English to
German exports in their mutual (rade at a ratio of 55:100; but
because English exports persistently outstripped this ratio, the
German authorities had always to intervene with direct Limitation
of imports from England, to prevent the accumulation of uncleared

1. Cf. pp. 233-234 ahove,
2. Thig was the usage in the two preceding sections,
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Mark credits to English account.! Sterling was undervalued from
the angle of bilateral equilibrium. If we seck an explanation, we
discover that the undervaluation did not arisc beeause English
prices lay below the level of free-payments countries, but because
German prices exceeded it. Whatever terminclogy is used, the dis-
tinction between the two sorts of equilibrium has always been
inevitable in analyzing the rates of exchange-control eountries.
Was the pengi overvalued or undervalued? According to the
present terminology the answer would be: the pengd was over-
valued on ihe basis of price equilibrium, but undervalued on the
basis of bilateral equilibrium with Germany. These facts may be,
and indeed have been in the eourse of the present study, set forth
in the more laborious terminology of price-equilibrium throughout.
Thus it would be necessary to explain that at the Hungarian official
rates, even as modified by the surcharges and premia on free-cur-
rency countries, the pengé was overvalued on the basis of Hungar-
ian and **world”’ prices; this reduced the Hungarian favorable bal-
ance to free-eurrency countries; but at the pengd-Mark cleaning
rate, the pengd was undervalued on the basis of Hungarian and
German prices; Hungary experienced an accumulation of Mark
balances from the stimulation of its exports to Germany. In a
theoretical discussion it may be desirable to have & convenient
shorthand for all this,

What, now, are the economic effects of the two soris of over-
valuation? As a preliminary observation, it may be said that only
by accident does bilateral equilibrium coineide with price equilib-
rium. The establishment of such a ratio as 1.5:1 for Hungarian
and Austrian exports in the elearing agreements of these countries,
and of a 100:55 ratio for German and English exports in their pay-
meni agreement, was undoubtedly motivated by the desire toincor-
porate into the bilateral system something approximating the
ratio of exports which had existed under free enrrencies and a price-
equilibrium rate of exchange. But the preservation of the bare
export ratio signified nothing in itself, for meanwhile the price-
equilibrium changed entirely through disparate monetary devel-
opments in the two countries. By accident, the eurreney deprecia-
tions of Austria and Hungary between the summer of 1931 and
June, 1935, were approximately equal, and the cleating operated
without large onc-sided balances. If a given bilateral ratio were

1. Cf. p. 215 sbove.
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maintained with iron resolution for a very long time, it might be
argued, and if factors of production moved rather freely from one
country to anuther, the price or economic equlibrium would
eventually be adjusted to the official bilateral equilibrium; their
coincidence would then be more than accidental, The unreality of
both the necessary postulates warrants neglecting this contingeney
entirely,

The literature of international trade and finance has set forth
in sufficient detail the consequences of exchange ratcs higher than
price equilibrium; and the main results, falling exports and rising
imports, are not otherwise for exchange rates in excess of bilateral
equilibrium, if we take the magnitude of exports and imports at
bilateral equilibrium for the point of comparison. But for over-
valuation relative to bilateral equilibrium very different results
appear, so far as concerns the aims of bilateralism, from countries
with export and with import surpluses. Following the argument of
Section A, bilateral balancing in the direction of equslity® of exports
between the two countries requires a eertain lowering of foreign
exchange rates in a favorable-balance country, If the authorities
enforce still lower rates, overvaluation exists relative 1o the desired
bilateral equilibrium, and the former favorable-balance country
now experiences an import surplus? For a country which had an
unfavorable balance, on the other hand, foreign exchange rates
must rise to a certain level to produce bilateral balance. If the
exchange rates are kept below this level, the resulting overvaluation
tends to prevent the desired change; pressed far enough, it might
leave trade altogether at its old balance or even intensify the former
one-sided balance,

This reasoning explains what upon first consideration might
appear to have been an anomalous situation. Central European
countries chronieally incurred adverse clearing balances with West-
ern European countries, despite the fact that the trade of the
former had regularly shown export surpluses resting upon non-
capital items. With the institution of clearings, the overvaluations
of the Central European countries changed their former bilateral
export surpluses to import surpluses, Had the overvaluing coun-

1. The argument does not apply to increasing the disparity between two
countries, but this is never an aim of bilateralism so long as its existence rests
on & desire to cobserve devisen.

2. Tu the ubsence, of course, of offsetting direct quantitative limitations
upon imports.
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tries formerly possessed unfavorable balances, their overvaluations
would have permitted this condition to continue to a greater or less
degree. Though the unfavorable clearing balances would have
appeared to be less anomalous, in reality they would have been just
as incompatible with the aim of bilatcralism as they were in the
first case.

A country with overvalued currency relative to bilateral equi-
librium always accumulates debts in clearings, unless dirsct aetion
is taken to interfere with the proeess. Thus the accumulation of
clearing debts or balances exceeding s capital transfer contemplated
in the terms of a payment agreement means per se that the debtor
country’s exchange is overvalued in this relation; but the absence
of one-sided balances does not per se revesl that the exchange-rate
conforms to bilateral equilibrium, Only if the exchange rate itself
were the only instrument used in controlling trade would this be
the case. Tariffs, quotas, import and export prohibitions, and
licensing systems can be, and usually are, employed to supplement
the exchange rate. If the entire apparatus does not avail to pro-
duce the desired forcing of trade away from the channels it takes
under economic motives, there are four possible results. The
official ratio may be revised to closer approximation to the actual
movement of goods. Oceasionally clearing agreements provide the
steps for taking care of undiquidated balances.? Both these results
ohviously represent sacrificing the contemplated ratio of bilateral
trade. The results most compatible with strict adberence to the
letter of the law are: (1) the authorities simply close the clearing
until the debtors (importers) have paid a levy sufficient to liquidate
the balance; or (2) the authorities do nothing at all, and simply
allow the interminable delays in payments to exporters to throttle
off their efforts to sell. Frequently the central bank has assumed
the risk and part. of the interest burden of clearing debts, but this
again represents a letting down of the bilateral bars. Interruption
of trade, the uncconomic application of balances, and risk and
interest costs are involved in all methods of coping with one-sided
clearing balances. Overvaluation is thus always potentially and
must frequently be in fact a net addition to the forces of bilateral-
ism named at the conclusion of Bection B as operating additively
and cumulatively to decrease the volume and gain of international
trade.

1. Cf. Margaret Gordon, op. cit., Ch. VI
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As we approach the concluding topic of this theoretical anal-
ysis, it is well to obzerve that overvaluation under exchange control
promotes the growth of mongopoly within the controlling country.
Free payment countries, such as England, feel precisely the oppo-
site effect from overvaluation: the stimulation of imports exposes
domestic producers to more intense foreign eompetition and tends
to disintegrate domestic monopolies. Why is the cffect reversed
by exchange control? The answer is to he found in the rationing of
devisen. Foreign devisen are always ‘“‘scaree’’ for an overvalued-
currency country under exchange control, becanse demand exceeds
supply at the official price. This gives rise to 2 margin between
costs of importation and domestic prices of imported goods.
Windfalls of this sort, as we have seen in the cases of Austria and
Hungary, foster monopoly.! This fact assumes some significance
in subsequent pages.

The arpument of Section A on “An Ideal World of Bilateral-
ism” admitted the possibility that the reshuffling of sources of
supply and sellers’ markets attending the introduction of bilateral-
isma in large segments of the world’s trade could inerease the inten-
sity of demand for onie particular country’s products, despite the
general downward-balancing tendeney of bilatcralism as a whole.
It is not inconceivable, though scarcely probable, that a particular
eountry should be able to envisage the results of bilateralism upon
the demand for its products with sufficient clarity and aceuracy to
prompt it to foster the spread of bilateralism precisely beeause of
such a gain. In most cases the ramifications of the system would be
100 complex for such a caleutus, and the gain, if it appeared, would
come as a pure windfall. But this is a different matter from the
possibility of exploiting given demand schedules in international
trade through monepolistie restriction of supply, either by means
of a high rate of exchange or by means of diserimination through
a multiplicity of rates. These nol only can be but actually have
been the objects of ratc policy under exchange eontrol.

Let us turn first to a high rate without diserimination. For
the sake of formal precision, it may be pointed oul that if the high
rate is really possible without reducing the total value of exports
(price multiplied by volume), the rate is still compatible with price
equilibrium. I the State by virtue of its monapoly power over the

1. Cf. pp. 57, 99, 106-111, 114, 154-155 ghove. In Germany, monopoly
profits were closely limited by the State.



342 EXCHANGE CONTROL IN CENTRAL EUROPE

foreign exchanges under exchange control raises its rate success-
Jully from its own angle — increases the total yield of exports —
it is not overvaluing its currency, but simply obtaining the maxi-
mum value. Most writers have expressed the convietion that the
elesticity of demand less than unity necessary to this operation is
rarely or never found for a nation’s exports as whole. In default
of empiri¢ verification of this opinion, we may accept it as an
@ priori probability. Statistical study of demand functions is still
ir its infancy and the complexities would be still greater for an inter-
national market. But the State export autheritics may, by intui-
tion and experiment, be able to discover elasticitics of demand.
For a country such as Germany, which exports highly fabricated
and rather specialized manufactured products and imports raw
malerials, the mainilenance of & rate above competitive price-
equilibrium may be economically profitable frota her own angle.
The total volume of world trade, of course, shrinks; and, upon the
basis of familiar reasoning, the gain to the monopolist will be less
than the loss of others, The present stale of information concerning
international demand does not permit more than these observations.

Discriminating monopoly is another matter; for, whatever the
elasticity, if the monopolist can earry through diserimination, he
will increase his gains. Needless to say, the presence of a variefy
of Sperr currency categories and a multiplicity of clearings has
already separated the buyers into different markets, and it is then
only recessary to discover (1) whether the State in question enjoys
monopoly advantages with some of these markets at least; and (2)
whether interecommunication between the markets is sufficiently
imperfect to permit differential prices. Export against émigrés’
Marks by Germany clearly fulfills thesc conditions, and our
analysis of German clearings with Southeastern Europe revealed
instances of regional monopolies with successful monopoly discrim-
ingtion.! Instances of monopsonistic exploitation were also not
Iseking; but, in general, monopsony is notably of less frequent
occurrence than monopoly.

A sanguine view of the theoretieal possibilities of diserimina-
tion is not tantamount to the conviction that it is practicabie in
many cases. To discover the necessary underlying conditions is
difficult, and to administer the prices suceessfully is complicated
and uncertain. A danger always exists that unscientific discrimi-

1. Cf. pp. 257-270 above.
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nation — charging one particular segment of the market more or
less than the optimum price — may end by yielding less than a
uniform price. Furthermore, small States stand under the jecpardy
of foreign retaliations against discriminatory tacties, Hungary
very largely gave up the attempt at discrimination by the end of
1935; but discrimination persisted in Germany and nearly all other
exchange-control eountries in Europe. In many cases it is difficult
to determine whether this was by design or by the aceident of dif-
fering currency depreciations in neighboering countries,

In view of the costs and numerous opportunities for loss set
forth in the section upon bilateralism in practice and in the chap-
ters preceding, it would be difficult to assert that even a successful
instance of discriminating monopoly through exchange rate hag
ever covered the economic losses of exchange control even for that
country. If oceasionally exchange eontrol delivers monopoly gains
into the hands of domestic monopolists, the national dividend,
augmented from one source, is decreased from another. By a for-
tunate accident a suceessfully discriminating eountry might also
experience the windfall gain of an increase in demand schedules for
its products, in consequence of the revolution in trade channels
when bilateralism makes its advent. Such a combination might
outweigh the costs of bilateralism; but if so, it would need to offset
the loss of transit trade, of nearly all international exchange of
services, and of profitable capital movements, the delays of pay-
ment and interruption of trade due to improper clearing rates, the
costs of the exchange-control apparatus to the State and to private
firms, and finally the economic costs of autarky and totalitarian
interference, so far as these institutions are served by exchange
control. In all events, discrirnination reduces the yield of forcign
trade for the other countries. But if it is unsuccessfully managed,
or provokes strong retaliations by other nations, it adds to the
already formidable array of economic costs for the exchange-
control country itself,

D. Exchange Conirol and Free Systems

1. Is Exchange Control an Internaticnal Monetary and
Trade “System”? Apologists for exchange control in the totali-
tarian countries confront economists of other lands with a paradox
in proclaiming that the institution has ereated a system of “modern
money,” on the one hand, and that it discharges the same functions
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as the traditional system of free payments, on the other. Certainly
one would not be disposed to attempt resolving the paradox by
denying the novelty of international payment and trade proce-
dures under exchange control. But it is wise to examine the claim
concerning the similarity of functions as it is put forward by these
apologists themselves.

The following quotations show the progress of the argument
as developed by Dr. Carl-Hermann Miiller, Oberregierungsrat in
the Reichswirtschaftsministerium, in his Outline of Exchange
Control:

* Free-payment exchange’ is a bank clearing. .. . In a State clearing, the
Clearing Office takes the place of the Reichsbank. . . . This procedure corre-
sponds completely to the main features of the so-called ‘free’ international
payments.” (p. 335.)

“Through clearing the apparatus of international payments is only technically
altered. . . " (p. 337; Mitller’s italies.)

“The clearing Mark . . . cannot be used for third countries and ean [be used)
only for certain payments to the clearing partner.” (p. 339.)

“The most important difference between clearings (including payment agree-
ments) and the former free world trade consists in the fact that freedom of
purchase on the cheapest market at any time has been changed to a compul-
sion to purchase on certain markets.” (p. 345; author’s italies omitted.)
“Most assuredly the world could arrive at & much higher level of material well-
being, if it formed a world economy uniformly oriented to the viewpoint of
the cheapest and best production.” (p. 346.)

“The way forward leads. .. to new forms of the economic potentiality of
trade, which are superior to those of the ‘good old times’ hecause they are
eapable of combining political direction of economie life with easier technical
management.”” (p. 13.)1

If marginalia may be dispensed with in the case of Miiller's
argument, they would seem to be unnecessary also for the remarks
of the German representative to the Conference on Exchange
Control in Geneva, May 12-13, 1939. The representative is re-
ported as saying, in substanee at least, if not verbatim:

“exchange controls represent a new type of monetary economy.” {p. 5.)
“The real difference existing between the two systems is that in one there is
the influence of the government in bulancing the clearings and in the other
the influence of the private entrepreneur in doing the same thing.” (p. 9.)
“In a ‘free’ country, the entrepreneur himself diseriminates as to price or
other conditions. . . . The only difference really is that in Germany discrimi-
nation is official and in other countries it is private.” (p. 8.)

1. G, H. Miiller, Grundriss der Devisenbewirtschaftung, 2d ed. (Berlin,
Vienns, 1939).
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“it is impossible to make any sort of international cost calculations if the
prices are established by the exchange control offices of two or more States.
In these prices fixed by these offices it is impossible to separate the two essen-
tial elements of this caleulation: (1) the price, and (2) the rate of exchange,”
(p. 4!

In his extensive memorandum on exchange control written for
the International Institute of Intellectual Codperation, Dr. Fritz
Meyer holds that a bilateral system, complemented by premia for
“additional” exports and export subsidies, leads to the same inter-
national adjustments as the traditional gold standard.? And yet
he ventures the cautious suggestion — for what reason it does not
appear — that arrangements should be made for the multilateral
settlement of clearing balances® He dwells upon the benefits
accruing to foreigners from the “fact” that Germany exports in
order to import, and contrasts the German policy with that of
other countries which are anxious to export but lack the incentive
of an “autonomous economic policy” to stimulate imports4 He
seems to forget that in 1937 German imports were only three per
cent higher than in 1932 and were 59 per eent lower than in 1929.

Finally we may well consider the question whether exchange
control does or does not permit trade to move in accord with com-
parative costs. Cabiati appears to answer this question affirma-
tively,® and Tasca® negatively; but in fact the answers accord
perfectly. Cabiati is concerned with establishing, contrary to the
pretenses of exchange-control apologists, that, within the limits
imposed by bilateralism, trade stifl responds to a profit-and-loss
caleulus; that “economic law’ is not wholly superseded by “mod-
ern monetary systems.” Tasea, on the other hand, emphasizes the
fact that the very existence of bilateralism relegates to the discard
the previously existing system of eomparative costs established by
more or less free competition, substituting therefor a regime of

1. Geneva Research Centre, Provisional Record of the Conference on
Exchange Control, Geneva, May 12-13, 1939, mimeographed {Geneva, May
22, 1039).

2. Fritz Meyer, “Devisenbewirtschaftung als neue Wiahrungsform,”
Weltwirtschaftliches Archiv, Vol. 49, No. 1 (May, 1939), v. 466.

3. Ibid., p. 468,

4. Ibid., pp. 467168,

5. Attillo Cabiati, Fisiologia e Patologia Economica negli Scambi della
Ricchezza fra gli Stati (Turin, 1936). I am indebted to Dr. Gerschenkron for
reading this book.

6. Tasca, op, cit., pp. 159-160.
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costs which have resulted from the arbiirary actions of authority.
That exchange control is a “‘system’ no one would deny. But is it
in any sense of the word an economic “system’? Walking back-
ward is undoubtedly a “system” of locomotion.

(2) Arc Exchange-Control and Free Systems Compatible? As
exchange-control and other forms of State interference have
increased during the past deeade,! this question has become more
and more serious for econornists outside the totalitarian countries.
Some have inclined to greater optimism,? others to greater pes-
simism.® The answer is really one of degree or preponderance; at
either limit, the “other” system becomes impossible. In the case of
exchange control this can be seen elearly by considering each one of
its main elements in turn. If all the world but one (small) country
places embargoes on the export and import of capital, the remain-
ing country cannot maintain a free international capital market;
but if enly one {small) country decrees ernbargoes, the interna-
tional capital market is essentially free. Tf all the world but one
(small) country artificially raises exchange rates, the effects may
largely cancel out amongsi them, and the one {small) country is
automatically & eountry of undervalued currency ; but if one (small)
country overvalues its currency, there is virtually no effect on the
rest of the world. If all the world but one country imposes hilateral
balancing, the remaining country’s trade is bilaterally balanced;
and one country’s bilateralism in isolation cannot impose complete
bilateralism upon any other country. Tf all the countries of the
world but one regulate the composition and direction of their
exports and imperts, the remaining country has its foreizn trade
regulated for it; but the regulation of one (small) country affects
the trade of the world as & whole but little. Between these limits,
it is simply a matter of more and less.

While this way of envisaging the matter is unexceptionable, it

1, The percentage of imports covered by license or quots restrictions in
1937 for a number of countries follows: France, 53; Switzerland, 52; Nether-
lands, 26: Belgium, 24; Treland, 17: Norway, 12; United Kingdom, 8; Sweden,
3; from League of Nations, World Economic Survey, 1938-1939 (Gepeva,
1939), p. 189,

2. Eg. Btaley, op. cit., Ch, X, “Problems of the ‘Miged’ Fconomy.”

3. E.g. Condliffe, op. cit., Ch. 1V; Tasea, op. eit., Ch, XIII, * Systems of
Commercial Policy: The Problems of Rapprochement’; Haberler, op. cit.,
Question 111, *'Is a Commercial System Economically and Legally Possible

which shall guide Exchange between economically and politieally predom-
inantly Liberel and Interventionist States''?
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may by implication present too favorable a view of the chances of
free international payments for survival; for 2 small amount of
regulation can overbalance a great deal of freedom. Thus if one
country “freezes’ the sums within its economy owing to foreigners,
the governments of the creditors have no recourse — if there is to
be any assurance of payment on current account — but to adopt a
like measure. A very small ecountry can force bilateral clearing for
its mutual trade upen a very large country in just this fashion. A
second reason for the superior foree of regulation is its econcentra-
tion in the hands of the State, whereas traders under the free system
stand “naked and alone.” Thirdly, as bilateralism spreads and
foreign qualitative conirols beeome more numerous, the economic
data (costs, selling prices, foreign exchange rates) become less and
less truly economic, and the ground is cut from beneath a system of
free enterprise,' to a larger degree, it may be observed, than the
mere loss of free-enterprise areas in a geographic sense.

For & number of years, and particularly in the most recent
times, it has appeared that the guestion of compatibility is being
resolved upon another plane than that of eontrasting national
economies. The growth of econotnic blocs, well confirmed statis-
tically for international trade,? spells the perpetuation of exchange
control and other forms of regulation between blocs, and very
probably also the reduction of contrel hetween countries within
each bloc. Whether the end effect upon the gain of international
trade in these circumstances will be a rise or decline cannot be pre-
dicted, since it depends equally upon the severity of infer-bloc
obstacles to trade and the liberality of treatment accorded to intra-
bloc trade. There is furthermore the possibility of discriminatory
measures as amongst bloes. If other blocs than that of the United
States happen to be more or less en repport, the ohservations made
upon the réle of a “small” country may be pertinent even to this
large arca.

1. Cf. Folke Tilgerdt, “The Approach to Bilateralism — A Change in
the Structure of World Trade,” Index, Vol. X8, No. 1186, pp. 175-188.

2. Cf, League of Nations, op. cit., p. 186. Between 1920 and 1938 the
trade of the British Fmvire within jtself as & percentage of its tata! trade under-
went the following changes: for imports, from 30 to 42 per cent; for exports,
44 to 50 per cent. Corresponding figures for certain other countries are: for
France, imports from 21 to 27 per cent, exports from 19 to 27.5 per cent; for
Japan (IKorea, Formosa, Kwangtung, Manchuria), imports from 20 to 41 per
cent, exporis from 24 to 55 per cent; for Germany (six countries of South-
eastern Europe),imports from 4.5 to 12 per cent, exports from five to 13 per cent.
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As the term is generally understood, “economic® describes the
processes involved in maximizing utility from available resources.
Liberal economists and contemporary soecialist economists agree
that this maximization is reached by the free choice of consumers as
to their outlays on final products and by the transmission of these
choices to the use of resources through the competitive bidding of
producers, whether or not the producers are also owners. Exchange
control in its contemporary form cannot be described as conform-
ing to this test of what is economic. It is undoubtedly an instru-
ment of control. But there is one question, which, if it ever comes
to be seriously considered by the populace of exchange-control
countries and economie blocs, will terminate both exchange-control
and economie blocs. The question is an old one: Quis custodiet?



STATISTICAL TABLES

AUSTRIAN NATIONAL BaNnk

{Million Schillings)
Note
Circulation
Note and Sight
Cireulation Liabilities
1931 I I
I.......... 904 1,092
In........... 873 1,027
nI........... 879 1,000
IV.......... 867 1,006
Voeeooooan 1,038 1,224
VI........... 1,050 1,286
VII........... 1,069 1,260
VIIL........... 1,064 1,217
IX. .......... 990 1,163
D 1,057 1,208
XLo..oo.ooo. 1,046 1,211
XII........... 1,091 1,271
1932
| S 1,034 1,222
IH........... 992 1,161
Im........... 949 1,123
IV, ... .. 922 1,102
Voorvoaeo 951 1,118
VI........... 012 1,075
VII........... 908 1,087
VIII........... 890 1,070
IX ... 857 1,069
X 849 1,071
XI....o.oow .t 836 1,063
XII...oo.o. e 880 1,098
1933
I.......... 822 1,059
IM........... 792 1,037
nor........... 839 1,046
IV........... 860 1,080
Veoeeoooo 336 1,075
VI........... 831 1,078
VII........... 849 1,096
YHoi........... 854 1,017
IX........... 882 007
b G 809 1,029
Xt .......... 864 1,020
XII........... 913 1,055

349

Gold and
Toreign
Exchange

I

868
830
833
841
826
699
622
524
456
351
3456
337

296
248

210
193
1
190
189
189
139
189

189
189
189
180
189
192
197
197
197
197

202

Private
Discounts

v

118
93
71
65

298

488

534

592

605

744

760

835

853

841
846
875
850
867
867
855
324
321
355

327
297
302
270
258
245
249
209
205
223
205
237
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VII
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...........

...........

...........

...........

...........

AUSTRIAN NATIONAL BANE — Clontinued

(Million Schillings}

. Note,
Circulation

I

872
930
934
015
893
885
900
933
914
906
888
944

844
856
873

870
888
903
907
906
393
945

876
266
878

897
885
886
897
880
301
861
897

_ Note
Circulation
and Sight
Liabilities

iI

1,082
1,108
1,112
1,120
1,125
1,105
1,117
1,131
1,138
1,133
1,126
1,126

1,120
1,118
1,112
1,120
1,144
1,174
1,178
1,104
1,220
1,219
1,209
1,106

1,190
1,157
1,161
1,160
1,160
1,174
1,173
1,197
1,214
1,170
1,161
1,155

Gold and
Foreign
Exchange

11

203
210
212
214
278
275
273

281
278

287

Private
Discounta

v

256
276
286
292
288
241
249
253
254
254
244
238

236
236

234
235
235
233

230

229
228

225
223
219
219
218
220
221
219
216
213
209
208



STATISTICAL TABLES: AUSTRIA 3561

AUBTRIAN NATIONAL BANK — Continued
{Million Sehillings)

Note
Circulation Qold and
Note and Sight Foreign Private
Circulation Liabilities Exchange Discounte

1937 I 11 1L v
I.......... 846 1,143 341 206
IIL........... 826 1,135 349 202
Imm. ........... 841 1,134 341 199
Iv........... 834 1,134 338 167
Voueeooonot. 846 1,132 339 195
VI........... 823 1,140 341 191
VII........... 840 1,151 348 194
VIIL........... 865 1,172 367 195
IX...o....... 855 1,187 383 192
X. o 861 1,196 394 190
XI........... 854 1,197 396 186
XIE........... 854 1,205 401 187

1938

) 846 1,201 404 189

Im........... 827 1,216 416 187
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AvusrriaN INDEX oF InpustRIAL PRoODUCTION

1929
| 102
IT .. 98
I ... 99
Iv............ 102
Voo 99
VI........... 104
VIL............ 08
VIID............ 104
X 102
D S 102
XIoooooioannn. o7
B4 § 92

1930
) 94
I............ 92
Imr. ........... 92
V..o 93
A 93
VIo........... 80
VII............ 80
VIII............ 79
IX........l. 80
Xoooooo 80
XI........... 77
XII............ 78

1931
... 76
) | S 75
Ir............ 74
Ivo........... 79
Voo 2
YI............ 69
VII............ 75
VIL............ 71
| 5, 75
X 75
b4 S 76
XIL........... 75

(1929=100}

1932
... 65
Im.......... 68
Im.............. 64
V..., 65
Vooeooooooao 57
VI.....ooo.o. 59
VIL............ 56
VIL............ 59
IXooooooooo 56
X 60
XI............ 58
XI............ 57

1933
| 58
II............ 59
Imr............ 59
v 60
Voo 61
VI 62
VII............ 64
A% 1 65
IX............ 65
X 66
XIL........... 67
XIL...o.ovon s 68

1934
I........... 68
Im............ 69
Im............ 69
IV............ 69
Voo 70
Viooo..o.oon 70
VII............ 70
VIOL............ 7l
IX ..o 71
D S 72
XI............ 73
XIL........... 73

1935
) 74
L 75
HI............ 76
voo...oooo v
Voooooooon, 78
VI......o.... 79
VII............ 81
VIIL............ 82
IX. ... 83
X 84
XLooooooon 84
XII............ 85

1936
| 85
) 85
Imr............ 85
IV, 85
Voo 85
VIo......o 85
VII............ 85
VIIL............ 86
| 5 87
X oo 88
b4 S 89
XIL........... 92

1937
) N 94
| 97
Imr............ 99
IV, 102
Voooooon 104
VI............ 112
VII............ 113
VIO............ 112
) . S 115
X 112
XI............ 108
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AvstriaN PricE INpIcES

Determined
Abroad

103
104
107
104
100
99
99
99
100
97
92
91

90
88
83
85
81
79
76
72
70
67
65

.65

6t
61
62
60
59
68
58
58
56
60
64
64

(1929=100)
Home
Determined

103
102
100

101

99

100
100
100

101

101

99

99

2R RESRSE

JI3IBEBER

76

79

Bound

Prices
100
101
101
101
102
102
101
100
100
99

98

100

98

96
96

97

94

01
92
92
o1
9

9

90
94

95

353

Bensitive
Prices
101
100
101
102

RREBEREE

& =X
NN

62

59
56
57
56
53
54
59
68
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AUsTRIAN PrIcE INDIcES — Continued

(1929=100)
Determined Home Bound Beneitive
Abroad Determinad Prices Prices
1932
) 62 77 104 54
In........... 60 75 103 53
II........... 60 73 104 51
IV...... ... 58 72 104 48
2. 56 70 104 46
VI........... 52 69 104 46
VII........... 53 69 103 46
VIII........... 57 70 102 47
) . G 60 71 103 50
X 59 72 104 51
XI........... 57 70 104 48
XII........... 57 70 103 48
1933
| 56 71 103 50
... .. 56 71 103 48
ImI............ 56 71 104 49
Iv........... 57 72 104 50
Voo onno. 63 73 104 51
VI........... 66 76 103 57
VIL........... 65 78 105 58
VIIL........... 64 79 102 59
IX... ..., 61 78 103 58
D, SR 61 77 105 58
XI........... 62 78 104 58
XII........... 62 - 76 104 59
1934
) S 65 76 105 60
m........... 66 76 105 60
] 17 I 65 iy 106 60
IV........... 65 il 104 60
Vooooooioa, 64 76 103 59
Vio.......... 63 768 104 59
VII........... 62 75 103 58
VIII........... 63 78 104 58
IX........... 58 7 104 56
D 59 75 104 54
XI...oooians 59 75 104 53

XIL........... 60 75 104 54



1935

1I
III
v

VI
Vi1
VIII
IX

X1
Xn

1936

II
IIx
v

YI
Vi
VIII
IX

XI
XII

1937

...........

...........

H.o..........

It
v

VI

VII
VI

X1
XII

1938

...........

...........
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Avsrrian Pricr Inpices — Continued

Determined
broad

62
60
59
62
64
64
64
66
64
63
68
68

67
67
68
68
68
66
68
67
67
68
74
78

82
84
91
%0
85
82
81
83
79
75
71
69

69
68

(1929=100)

Home
Determined

75
75

BREBLRRE

RELE

Bound
Prices
104
105
105
105
105
105
104
104
104
105
105
105

105
105
106
106
106
108
105
105
105
105
105
104

105
1056

355

Bensitive
Prices
55
55
53
54
56
56
67
57
58
62
61
81

61
61
62
62
62
60
61
62
62
65
66
71
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AgricuLTuraL PRICES IxpusTRIAL PRICES
(1923-31=100)
1929 Austrian Foreign Austrian Foreign
Io.......... 98 102 100 99
Im........... 103 103 99 09
mI........... 107 i07 99 98
IV......... .. 106 100 98 97
Voo 106 a5 97 95
VIi.o.......... 100 a3 98 95
VIL........... 107 101 98 96
VIIL........... 103 96 99 99
IX .......... o7 102 103 100
X 94 99 104 100
XI.......... 93 97 101 97
XH........... a1 98 101 97
1930
I.......... 93 96 104 o7
Il........... 91 93 102 96
III........... at 89 100 93
Iv........... 87 86 99 92
Voo ooa 86 83 99 91
VI........... 87 81 9 91
VIE. .......... 85 o7 956 87
VIIL........... 93 99 06 85
| ), A 87 80 95 83
D, G 83 i 93 80
XI........... 83 73 92 77
XII........... 81 T2 89 76
1931
I.......... 79 69 87 74
Im........... 81 69 86 71
Im........... 83 69 86 71
IV, 87 72 87 70
Voeionoiann 86 70 82 67
VI........... 84 73 79 64
VII...... e 91 82 80 66
VIIL........... a0 66 78 63
| 5 G 87 64 76 66
X e €0 66 76 65
b & D 95 67 80 69
XII........... 94 65 79 66
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...........
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AGRICULTURAL PRICES

Austrian

93
93
04
94

85

86
86

98
93
82
82
82
82
83

80
81

81
81
80
81
84

84
85

(Continued)
{1923-31 =100)

Foreign

62
63
64
63
59
58
59
61
57
54
55
53

53
52
52
53
56
58

61
59
55
57
57

47
46

43

45
48
57
56

56
59

357

INDUSTRIAL PRICES

Austrian

79
78
75
73
72
71
72
73
75
76
73
73

73
73
73
73
73

Foreign

65
63
61
&8
57
b6
55
58
61
60
61
59

57
58
58

60
64
67
71
71
69
69
68

69

ERERERIB

ELEEE
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1935

I
III
Iv

Vi
VII
VIIX
IX

XI
XII

1936
II
III

VI
VII
VIII
IX

XI
XII

1937
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...........

...........

...........

...........

...........

...........

...........

...........

AGRICULTURAL PRICES

Austrian

84

82
83

84
86

89
87

82
82
83
84
83
86

89

90
91

(Continued)
{1923-31 =100}
Foreign

58
57
54
85
556
63
52
55
58
59
56
53

52
53
52
53
50
50
57
62
81
61
61

INDUSTRIAL PRICES
Austrian Foreign
75 58
76 57
75 57
75 57
76 58
76 59
76 60
76 60
™ 61
80 62
80 63
78 63
70 63
79 64
78 63
78 64
78 63
78 63
78 63
80 64
80 65
82 64
82 65
84



1929

X
I1
v

VI
Vi
VIII

XI
XII

1930

II
II1
1v

VI
VII
VIII

X
Xt
XI1

1631
I
InI

VI
VII
VIII

X1
XII

Index of Indox of
Importsa Exporta

Prod-

(Raw

Mate-

rials)

94
93
94
104
103
106
96
99
111
100
96
100

7
7%
78
79
B4
79
76
79
7%
76
73
67

STATISTICAL TABLES: AUSTRIA

AvsTRIAN ExpoRTs AND IMPORTS By VALUE

ucts)

99
06
95
105
104
109
108
100
100
97
97
93

96
100
91
95
88
85
82
81
81
83
77
75

69
68

64

59
60
57
55
53

1932

II
IIT
Iv

VI
VII
VIII

XI
X1

1933

11
11T
v

Vi
VII
VIII

XI
XII

1934

II
I
v

VI
VII
VIIL
IX

XI
XI1I

(1926=100)

Index of Index of
Importa Exports
[(Kaw
Mate-

rialn)

57
50
45
50
48
49
41
38
37
34
39
36

37
33
38
32
36
37
41
33
34
39
41
36

37
35
39
37
38
36
33
32
35
38
38
34

(AlL

Prod-

ucts)

45
41
36
37
37
36
35
32
32
34
36
32

33
33
34
33
38
36
42
38
40
40
41
36

35
39
44
39
38
40
38
40
39
40
41
38

1935

11
JII
v

VI
VII
VIII

X .

XI
XI11

1936
II
III
Iv
VI

VII
VIII

X1
XII
1937
11
111

VI
VI
VIII

X1
XII

1938

359

Indexof Index of
Imports Exports
(Al

(Raw
Mate- Prod-

rials)  ucts)
a7 39
35 40
36 45
38 42
36 41
35 36
38 40
34 40
37 39
43 42
41 43
38 44
41 44
39 4]
43 48
39 45
37 14
34 41
36 40
38 42
38 43
41 43
41 44
41 46
41 46
44 51
48 a7
46 55
46 55
47 57
45 61
42 55
43 5%
46 57
43 56
46 59
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BangNOTE CIRCULATION IN AUSTRIA®
{Number of Banknotes in Millions)

Denomination 1928 1929 1930
1,000 Schillings 103.185 113.615 104.791
100 Schillings  5,623.720 5,308.640  5,334.29%4
50 Schillings  ....... 2,212,225  2,345.565
20 Schillings 11,986.789 9,230.059 8,901.878
10 Schillings  11,661.288 11,097.991 11,255.479
5 Schillings  8,371.966  8,524.837  8,782.670

1931
226.800
5,367.453
2,164.085
8,368.269
10,255.690
8,365.589

1932

26.600
5,099.392
1,807.089
7,418.045
9,876.497
7,930.365

*In Fig. 2, p. 32, the curves represent total values, not numbers of notes,

in each denomination.

1

II
III
Iv
v
VI
VII
VIII
IX
X
XI
XI11

AUSTRIA:
Gowp Prices 1IN PEr CeENT OF PARITY

1931

100
122
130
140

1932
129
136
12%
115
125
133
129
121

120
120
120
120

1933
122
121
126
129
131
127
128
128
128
128

Source of statisties, pp. 74-85: Monatsberichte des Osterreichisehen
Institutes fiir Konjunkturforschung,
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NaTtionaL Bank oF HunGary
Monetary Series®

Notes,
Fractionsl Money,
and Deposits
Reserves in Bills (Seasonally Demand Deposita
Date Gold and Devisen Discounted Adjusted)? of the State
1931 In 1,000 Pengi In 1,000 Pengd In 1,000 Pengo In 1,000 Pengd
I....... 164,475 265,060 510,664
I........ 136,391 279,726 495,294 8,948
Ir........ 115,832 383,501 590,005 32,371
913\2{ ........ 125,160 401,869 588,081 30,311
1
I....... 123,249 418,904 555,328 30,731
Im........ 118,890 432,035 536,043 23,157
L. ....... 117,062 415,290 517,881 58,538
IV3 ........ 120,592 421,988 486,975 41,678
193
I........ 120,410 468,901 487,212 59,070
II........ 121,017 476,475 504,281 35,608
HI........ 101,617 437,496 504,398 49,413
Iv........ 90,877 569,527 501,240 64,534
1934
I........ 93,440 588,221 511,387 49,035
In........ 90,273 570,030 500,719 20,478
ImI........ 03,125 533,908 493,686 47,750
IV........ 99,279 565,164 511,220 71,612
1935
I........ 08,825 538,040 516,034 64,995
Im........ 99,844 525,241 542,290 70,682
III........ 94,174 491,952 545,097 75,028
Iv........ 112,237 523,648 581,681 104,550
1936
I........ 111,858 516,461 585,964 96,576
IL........ 105,310 499,899 597,324 08,437
Ir. ....... 110,134 470,144 617,121 129,689
IV........ 126,414 487,757 656,103 169,657
1937
Too.oon. 131,480 463,745 693,785 178,980
mn........ 137,906 400,366 710,643 148,249
II........ 141,779 384,213 723,239 174,590
IV........ 142,592 409,930 722,759 203,026
1938
I........ 149,947 469,942 785,383 207,968
M........ 155,930 439,212 904,809 163,195
IIx. ....... 219,086 520,457 941,347 122,077
IvV........ 220,598 466,163 1,050,369 141,243
1939
I........ 211,429 481,067 1,147,617 141,264

1. Data for all series, unless otherwise noted, from Quarterly Reports,
U, I. f. W. For columns 1, 2 and 4, quarterly figures as of March 31, June
30, September 30, and December 31.

2. Quarterly averages. Data for notes and fractional money are unad-
justed figures published by the Hungarian Institute for Economic Research;
data for deposits from the London Economist. Seasonal adjustment has
been c¢arried through here de novo.
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Inpex oF INpusrriaL Propverion v Huxgary

Seasonally Adjusted!
Quarterly Averages
(1929 =100}

1931 1935
I, 86.9 Yoo 101.56
) N 90.0 ) 104.7
Ir. ............. 85.7 Ir.............. 110.6
IV ..o, 87.3 IV ... . 110.0

1932 1936
| 89.5 I, 113.5
| & 75.6 L 1 117.2
mi.............. 78.4 )1 § 121.0
Vo .o, 83.5 Iv. .. 121.7

1933 1937
| 85.4 I 125.6
II.............. 85.4 IE. ... 132.7
Imr.............. 00.4 HE. .. ... 135.3
IV, .. 91.3 V.. 1254

1934 1938
93.6 Il 122.7
II.............. 103.6 Im.............. 116.2
ImE. ...l 99.3 IOIL.............. 130.1
IV, e 100.4 V.. .........., 131.1

1939

I 147.0

BroeeT BALANCES oF HUNGARY
Including State Undertakings

In Million Pengi®

1030-31........... —220.5 1935-36,.......... —34.6
1931-32. . ......... —179.7 1836-37........... + 8.1
1932-83........... —108.5 1937-38. . ......... —67.9
1933-34. .......... — 66.3 1938-39........... - 1
1084-85........... — 704 (estimated

Discount RaTE oF THE HUNGARIAN NaTioNan Bang?
Per Cent Per Cent
May 30, 1930 to June 15, 1931, 514 April 18, 1932 to June 30, 1932, 6
June 16, 1931 to July 23, 1931, 7 July 1, 1932 to Oct. 17, 1932, 5
July 24, 1931 to Sept. 10, 1931, 9 Oct. 18, 1932 to Aug. 28, 1935, 414
Sept. 11, 1931 to Jan. 19, 1932, 8 Aug. 29, 1935 — 4
Jan. 20, 1932 to April 17, 1932, 7

1. Data are quarterly unadjusted indices of industrial production of the
Hungarian Institute for Feonomic Research; seasonal adjustment has been
carried through here de nove.

2. Ung. Wirt. Jhrb., Vol. 14, p. 297.

3. Quarterly Reports, U. I. . W.
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HungariaN Price INpices! 22 JRiE
. B3 et =T
(Base: 1925-1827) .5“, i o]
P
E‘g aRbe
ok B
WroLEaALE PRicE INDICES g‘ EEE‘E
Sepsitive General Agrieultural Industrial and S EE’ 0‘_%

Pricesa Wholesale Products Half-finished H ila
1931 I....... 91.3 748 69.0 82.9 92.1 68.2
Io....... 91.0 75.6 69.4 89.3 92.3 67.8
HI....... 91.3 75.6 70.5 88.4 93.5 67.3
IV ....... 90.5 74.1 60.4 87.5 93.0 67.5
Voo 81.7 72.7 68.9 85.3 93.5 66.6
VI....... 75.4 72.2 68.1 85.6 93.3 65.8
VIL....... 78.4 72.2 69.2 85.2 4.8 64.9
VIII....... 76.9 70.9 66,1 85.0 95.4 63.0
IX....... 81.2 71.7 66.6 85.3 96.0 58.9
b, S 84.7 72.8 67.0 86.4 95.0 51.6
XI....... 87.1 75.4 70.2 89.2 93.6 50.1
XIE....... 85.2 75.0 68.1 80.9 943.2 44.3
1932 I...... 82.9 73.0 66.3 89.0 92.2 45.2
ir....... 82.9 72.9 66.0 88.6 91.0 45.4
IIr. ... ... 79.7 71.9 65.1 86.8 91.0 48.8
IvVv..... .. 79.2 69.56 62.4 85.8 90.7 48.3
Voot 77.5 68.7 62.0 84.5 92.4 46.3
VI....... 75.1 66.9 61.2 83.7 92.2 44.5
VH....... 73.9 065.4 58.4 83.1 91.6 42.8
VIII....... 76.0 64.8 56.6 83.4 92.4 427
IX....... 773 65.2 57.5 83.3 92.1 44.2
X. ... 76.6 64.4 56.3 83.0 91.5 42.0
XI....... 773 63.1 55.0 82.2 89.6 40.5
XII....... 7.1 61.7 53.0 81.8 88.4 40.5
1933 I....... 76.4 61.3 83.2 Vi 88.2 41.4
II....... 75.7 61.7 53.6 789 87.2 41.4
III. ... 76.3 61.6 53.5 78.7 86.3 41.1
Iv..... .. 76.7 60.6 51.2 78.5 86.5 40.9
V.o...... 79.0 60.7 50.3 79.8 86.0 40.7
VI....... 72.4 61.7 51.0 80.4 85.9 41.7
VIL ...... 72.4 61.3 50.0 81.7 £83.5 42.3
VII....... 72.9 59.4 47.6 79.5 83.5 41.4
IX....... 78.6 58.6 46.6 79.2 83.2 39.5
X.ooo.o... 78.6 58.7 46.5 79.5 81.4 39.2
XI....... 777 58.7 46.8 78.6 80.8 40.7
XII....... 78.1 59.7 48.0 78.6 81.9 41.2

1 All jediges from U. I . K., Vol. 1-42.
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Huwgariax Price INpIcES — Conttnued

{Base: 1925-1927)

Sensitive
Prices

....... 78.2
....... 78.2
....... 778
....... 75.2
....... 73.0
....... 75.0
....... 74.4
....... 752
....... 782
....... 77.4

...... 78.9
....... 77.8

....... 78.4
....... 77.2
....... 78.9
....... 77.6
....... 77.2
....... 71.9
....... 74.0
....... 73.5
....... 74.4
....... 76.6
....... 76.4
....... 80.4

....... 81.3
....... 31.6
....... 81.6
....... 79.0
....... 76.5
....... 76.3
....... 778
....... 78.7
....... 81.6
....... 90.7
....... 90.3
....... 91.2

60.0
62.5
62.0
61.1
64.2
63.2
62.5
64.1
64.9
65.2
65.7
65.5

66.1
67.4
66.5
66.7
66.5
67.1
70.2
70.8
72.8
76.0
76.8
7.5

76.3
76.8
76.4
75.0
73.7
72.2
73.0
73.6
74.4
77.6
78.6
80.7

48.5
50.9
51.1
50.0
55.1
63.8
52.7
54.8
56.1
56.7
574
57.5

59.4
60.5
53.5
58.8
58.4
58.7
63.0
64.3
65.9
70.2
71.6
72.5

70.3
71.0
70.0
67.6
65.9
63.9
64.6
65.8
67.0
71.6
72.3
74.8

WHOLEsALE PRICE INDICES

General Agricultural Industrial and
Wholesale Products Half-finished

78.3
78.6
77.9
774
77.3
77.2
76.3
76.2
76.3
76.4
76.6
76.1

75.4
75.4
746
74.2
73.7
75.7
77.7
77.5
79.0
80.1
80.4
81.0

81.8
81.9
82.3
82.2
82.1
82.2
824
82.4
82.9
83.7
84.6
85.2

Cost of Living Index

PEERBE
P A A Hungarian Stat. Office

83.2
83.5
83.3

82.4
82.3

82.3
82.8
83.4
83.3
83.4
84.1
86.5
87.2
86.9
86.7
86.5
87.0

88.6
59.1
50.3
89.9
89.8
89.0
88.7
90.3
90.5
90.9
90.1
91.1

‘Wholesale Pricea in
England (Base: 1925-27)

Board of Trade Index
5o  Revised to Gold Basis

g
=

oo Ly O e
w00 0 O
2 = )

38.2
38.7
39.0
37.6
37.6
37.5
37.7

37.9
37.5
36.5
374
38.9
33.8
389
38.9
40.0
40.7
40.7
40.8

40.8
40.6
40.6
40.6
40,3
40.8
42.0
42.4
42.7

42.9
44.9
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HoNGARIAN PricE InnicEs — Continued u3 chye
(Base: 1925-1927) 2E phEA

v E233

o gao

cFI ok

B 297

WooLrasLe Price INDICES - EEEE

Sensitive General Agricultural Industrial and 5 & B g

rices Wholesale Products Half-Ginished © = s lals

1937 I....... 91.7 84.0 78.0 87.6 94.6 45.9
II....... 90.9 84.5 76.8 88.1 095.3 46.4
III. ... 92.6 85.4 71.7 87.7 95.2 49.1
IV....... 92.6 83.6 74.7 91.3 94.9 48.6
V....... 89.1 83.4 74.3 91.2 94.8 49.1
Vio...... 87.5 82.2 74.0 89.9 95.0 47.9
VIL....... 87.2 83.2 76.2 89.3 05.2 48.5
VIIL....... 87.3 82.8 75.9 89.0 095.4 47.8
IX..... .. 88.0 81.8 75.5 87.7 96.5 45.5
X, ... 87.2 81.2 75.2 86.8 96.5 45.5
XI....... 85.5 80.1 74.2 86.9 96.2 44.3
XII... ... 85.1 794 74.1 86.7 96.8 444
1938 I....... 85.3 78.9 73.4 86.83 97.6 440
In....... 84.4 78.3 71.9 86.7 96.7 43.7
IIn........ 846 71.8 71.2 86.2 96.8 42.6
IvVv....... 83.5 78.2 72.2 85.7 97.5 421
V....... 80.3 76.2 70.6 84.8 97.5 41.7
VI.... ... 74.1 75.9 69.9 84.1 95.8 41.7
VII....... 73.0 75.8 69.0 84.0 94.8 40.9
VIII....... 73.5 76.3 70.4 844 94 .8 30.5
IX....... 76.1 77.9 72.0 84.7 96.1 38.8
X....... 76.6 78.0 719 84.2 95.7 38.5
XI....... 78.6 77.3 70.9 84.2 95.5 374
XII....... 78.8 76.3 69.2 84.1 95.2 36.9

1939 I....... 774 76.3 69.9 83.0 94.6 37.0
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InpicEs or THE ForEleNn VALUE OF PENGG

Pengd Note Quotations in Gold Price in Budapeat

Date Zurich as Petr Cent of Parity! a8 Per Cent of Parity?
1931
VII.................. e 111
VIII.................. . 126
IX. ..o R 132
X e v 147
D4 cens 144
XII....oovivinntn, vaen 170
1932
I . 147
O .. v 144
HI.................. e 147
v Ceee 137
Ve 760 147
VI 7132 147
VII.................. 736 137
VIII. .......c.caht. 751 132
IX. .o il 126
B S T84 126
D4 . 814 118
XIT. ..o 809 126
1933
I 791 137
Im. ... 743 137
IOE. ... 734 132
IV. . 745 137
Voo, : 745 137
VI 762 132
VII................. 730 140
VIID.................. 759 132
X i 710 137
X 738 137
XTI 754 137
D 4 766 132

1. Percentages computed from prices in Swiss franes as given by the
Bchweizerische Nationalbank in its Monatsherichte, and by Ziiticher Nach-
richten; monthly averages.

2. Percentages of par computed from pengi prices of one kilo(giram gold
as given in various daily newspapers in Budapest; median between deily high
and low quotation, middle of month.
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InDicES oF THE FoRrE1GN VALUE oF PENGO-——Continued

..................

..................

..................

Pengid Note 8u0tations in

Zuric/

as Per Cent of Parity
757
.749
712
707
703
682
682
682
694
685
666
647

644
615
.628
615
609
028
639
653
662
.637
621
613

625
.649
650
649
859
.668
.649
.B59
.667
603
609
613

Gold Price in Budapest
as Per Cent of Parity

182
137
142
142
142
145
147
145
145
145
150
153

163
162
158
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INDICES OF THE FOREIGN VALUE OF PENGG—Conitnued

Pengd Note Quotations in Gold Price in Budnpest

Date Zurich as Per Cent of Parity as Per Cent of Parity
1937
) 616
I 611
Y 1 617
IV. 641
Vo 667
Vil 867
VIL.................. 643
VIII...... ... ... 636
IX oo .623
X 644
D, 4 630
D4 § N .632
1938
| .622
I 625
| § 8 S .608
IV . .530
Vo 514
VI 540
VII o 549
VIII.................. 527
IX oo 464
D, G 517
XL oo 408
XIT...o.ooa 384
1939 ‘
284
Im............coo 327

1 .318
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369

VaLvk oF Hungarian Imporrs anp Exports 5Y QUARTERS!
(in Million Pengd)

.........

1. U. L {. K., Vel. 36, p. 52, Vol. 41, p. 67, and Vol.

Imports
247.3
296.7
262.1
257.6

1,063.7

198.0
210.9
218.9
195.5

828.4

142.2
163.7
125.5
108.0

539.4

85.0
84.2
75.2
84.1

325.5

70.1
74.1
783
90.1

312.6

Ezxporis

183.3
2144
280.7
360.1

1,038.5

218.4
2334
213.0
246.9

811.7

130.4
126.5
142.3
171.2

5704

722
794
8l1.4
101.5

8345

78.6
80.7
109.0
123.0

391.8

Importe
74.6

84.0
80.3
04.¢
135.0

4023

106.6
114.7
103.1
112.1

436.5

099.9
122.7
127.9
133.1

4888

95.8
104.5
98.2
120.0

418.5

122.1

42, p. 67.

Exporta
96.3
87.0
095.9

125.0

404.2

99.8
92.7
106.6
152.4

4515

113.6
101.6
143.3
145.9

504.4

149.9
143.0
135.5
159.6

588.0

133.6
118.0
141.6
129.4

622.6

142.5
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1924-25.,.......
1925-26.........
1926-27.........
1927-26.........
1928-29.........
1929-30.........
1930-31.........
1631-32.........
Year Wheat
1925... 19.5
1926... 204
1927... 20.9
1928... 27.0
1929. .. 20.4
1930... 23.0
1931... 19.8
1932... 17.5
1933... 26.2
1934... 17.6
1935... 229
1936... 23.9
1937... 196
1938... 26.9

EXCHANGE CONTROL IN CENTRAL EUROPE

Tag Purcaasivg Powsr oF HUNGARIAN AGRICULTURE!

(1924-25 to 1926~27 =100)

94 1932-33. . ... .ol n 48
103 1933-34.............. 47
103 1934-35. . ... ... ..l 49
105 1935-36. . ............ 54
109 1936-37. ... ... ... 65
106 1937-38. .. ... 69

79 938-30. ...l

58 1939 (I-IID).......... 74

HARVEST oF THE MosT IMPORTANT AGRICULTURAL

Rye

8.3
8.0
5.7
8.3
8.0
7.2
5.5
7.7
9.6
6.2
7.3
7.1
6.2
8.0

Propucts 1v Huvgary?

Barley Oats
Million Quintals
5.5 3.7
5.6 3.6
5.2 3.3
6.7 4.0
6.8 4.1
6.0 2.6
4.8 1.9
7.2 3.2
8.4 3.6
5.4 2.6
5.6 2.5
6.6 2.6
56 2.7
7.2 3.1

Corn

22.4
19.5
17.4
12.6
17.9
14.1
15.2
24.3
18.1
21.0
14.2
25.9
27.6
26.6

Potatoes

23.6
19.2
20.6
14.7
21.7
18.4
14.5
15.6
18.6
21.2
13.9
24.5
25.6
21.4

Sugar
Beets

15.3
14.5
14.6
14.4
16.1
14.6
9.7
8.5
0.4
9.2
7.7
11.2
10.1
9.7

1. U. L f W, Vol. 41, p. 79, and Vol. 42, p. 78; seagonally adjusted.
2. U. L W, Vol. 42, p. 78.
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Huwceary's ExpoRT AND InPoRT TRADE WiTh HER CHIEF
CrEDITOR COUNTRIES!

In Million Pengs

Exports 1930 1931 1932 1933 1934 1635 1936 1037 1938
Franee............ 162 262 146 176 139 10.7 9.8 123 10.1
United States. .. ... 39 40 27 59 52 88 133 17.2 128
England. ......... 51.6 559 222 31.3 31.5 368 440 420 415
Switzerland . . ... .. 369 376 158 203 197 185 300 249 168
Total in Pengs. . ... 108.5 123.7 553 751 70.3 748 969 06.4 §1.2
Total as per cent of

all Exporta. . .... 120 217 17.2 19.2 160 166 192 164 158

Importa
France............ 233 177 135 174 103 45 46 43 62
United States...... 39.6 231 141 206 197 196 232 214 951
England.......... 34.2 209 150 136 180 202 222 250 214
Switzerland. . ... .. 188 134 117 55 80 124 102 111 104
Total in Pengs. ... . 1159 751 543 571 §56.0 56.7 60.2 618 63.1
Fotal as per cent of

all Imports. .. ... 141 140 163 184 185 14.7 13.7 129 143

THE BavaNce oF HoNGarian Trape With Her
PrincrpaL CrEDITORS!
1930 1931 1932 1933 1934 1935 1938 1937 1038
France... — 7.1 + 85 + 1.1 + .2 + 36 + 6.2 + 50 + 80 + 3.9

United
States.. —357 —19.1 —11.4 —145 —145 —10.8 — 0.9 - 4.2 --12.3

England 4173 +350 + 7.2 +17.7 +13.5 4166 +21.8 +17.0 -+20.1

Switzer-
land. .. +18.1 4242 3 41 148 +11.7 + 6.1 +19.8 +13.8 + 6.4

_— —_— ——— —

Total. . — 7.4 4486 + 1.0 +18.0 +14.3 +18.1 +36.7 1346 +18.1

1. Computed from trade statistics in Statisztikai Havi Kizlemények
(Royal Hungarian Statistical Office, Budapest), Vol. 35-41.



Tax HuNGARIAN “ForziaN CREDITORY FUND’ or “CasE OFFICE of FOREIGN CrEDITS'!

(In milliop Pengd)

Reeeipta in Loans to State

Cash and Receipts in Arrears and to Cash

Treasury Bills  Treasury Billa THabureementa to the Fund State Rallwaye on Hand

Dates - Cumulative Figures - Amounts
Jan.1,1932tc June 30............ 5832 ... 10.70 826 0 ..., 48.14
July TtoSept. 30................ 76.11 ... 23.78 2637 ...... 52.85
Oct.1toNov.30.........ovvvnn. 89.00 ... 27.60 3030 ..., 61.92
Dec. 1, 1932 to March 31, 1933..... 11030 ...... 42.20 4910 @ ...... ©66.40
AprilltoJune30................ 123.45 ... 59.71 55.792 10.50 52.80
JulyltoSept.30.............. .. 167.40 25.60 78.60 25.47% 19.50 47.30
Oct. 1toNov.30................. 174.80 25.60 80.90 27.75° 18.50 50.62
Deec. 1, 1833 to March 31, 1934.. ... 202.60 43.30 103.10 22.06° 16.50 42,38
April 1 to June 30. e 216.60 46.20 1103.90 20.94% 22,60 39.35
July 1 to Sept. 30. e 230.20 51.30 122.80 23.95° 23.00 36.30
Oct. ltoNov. 30................. 240.50 53.70 127.10 23.81 22.00 41.20
Dec. 1, 1934 to March 31, 1835. .. .. 247.40 61.40 134.20 27.00 25.00 40.30
April 1 to April 80................ 259.40 62.40 142.40 28.80 46.00 22.20
MayltoSept.30................ 274.30 67.60 154.60 31.60 46.00 20.10
Qct.1toDec. 31,1935, ........... 201.20 71.80 164.90 31.30 46.00 25.00
Jan. 1, 1936 to March 31.......... 299.30 76.20 177.10 35.60 45.50 17.50
Aprill1toJune 30. . .............. 315.80 80.30 181.90 20.50 57.00 14.10
July 1toSept. 30. ............... 331.30 85.00 194.80 17.00 56.50 12.90
Oct. 1 to Dee. 31,1936, ........... 342.40 R’7.60 205.70 15.00 56.60 12.40
Jan. 1, 1937 to March 31, 1937..... 386.50 91.10 214.70 5.40 55.50 15.70
Aprill todJune 30, ............... 363.60 93.70 219.50 5.90 55.50 20.80
JulyltoJuly 16, ................ 378.60 97.10 223.40 ..., .. 54.50 30.20
July 17 to Dec. 31, 1937........... 378.50 97.10 22300 ..., 54.50 30.80

1. Compiled from Tyler, Quarterly Reports; not all items of the statement are included.
2. Not taking account of devaluation.
3. Taking account of pound and dollar devaluation.

GLE

AJOYNH TVHINAD NI TOHLNOD HONVHIXH
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REICHSBANK!

Mopthly Averages
(In million Reichsmarks)

373

Reserves as
Gold and Per Cent of
Notes in Demand Devisen Bills Notes in
Months Circulation Deposita Reserves Discounted Circulation
1929
I 4,206.9 608.5 2,886.6 1,7724 68.6
Ii 4,192,1 516.7 2,836.5 1,633.5 67.6
111 4,339.6 489.5 2,739.5 1,884.1 63.1
v 4,285.6 673.3 2,319.1 2,433.1 54.1
v 4,305.6 625.9 1,903.7 2,796.1 44.2
VI 4,367.9 611.3 2,130.7 2,742.9 48.8
VII 4,443.56 571.4 2,415.0 2,608.8 54.3
VIII 4,453.6 455.5 2,478.2 2,335.4 55.6
IX 4,532.6 479.8 2519.6 2,384.5 55.6
X 4,495.0 476.4 2,671.6 2,283.1 61.6
XI 4,493.9 499.3 2,615.6 2,187.8 58.2
XI11 4,723.9 5111 2,6569.6 2,357.4 56.3
1930
1 4,349.4 H48.4 2,687.4 2,036.8 61.8
11 4,318.6 509.4 2777.4 1,816.3 64.3
Ii1 4,415.2 509.6 2,895.3 1,786.2 65.6
IV 4,412.5 606.7 2,901.8 1,869.9 65.8
Y 4,364.6 559.7 2,910.4 1,730.8 66.7
VI 4,393.7 531.6 3,048.4 1,622.5 69.4
VII 4,320.6 468.1 2,881.0 1,588.8 66.7
VIII 4,346.2 471.3 2,957.4 1,520.9 68.0
IX 4,377.3 409.6 2,851.8 1,598.3 65.1
X 4,336.4 376.4 2,413.8 2,092.1 55.7
XI 4,264.8 344.8 2,614.9 1,890.9 61.3
X1I 4,937.3 437.2 2,732.6 2,119.4 61.6
1931
I 4,106.9 366.7 2,495.9 1,867.4 60.8
I1 40285 311.8 2,442.4 1,753.8 60.6
III 4,083.5 324.4 2,497.6 1,770.6 61.2
v 4,068.9 363.6 2,493.4 1,722.9 62.0
v 4,008.3 335.0 2,5655.9 1,692.9 63.7
VI 3,007.1 356.3 1,876.8 2,199.7 46.9
VII 4,230.1 517.2 1,601.3 2,975.0 37.9
VIII 4,261.6 586.8 1,682.2 3,103.5 39.6
IX 4,331.2 495.3 1,652.7 3,146.3 38.2
X 4,542.1 513.7 1,304.4 3,808.7 28.7
XI 44782 4341 1,200.7 3,805.9 26.8
XI11 4,604.4 502.9 1,161.8 3,933.5 25.2

1 Economist (London).
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Reicessangl— (Continued)
Monthly Averages
(In million Reichsmarks)

EXCHANGE CONTROL IN CENTRAL EUROPE

Reserves as
Gold and Per Cent of
Notes in Demand Devisen Bills Notes in
Montha Circulation Deposits Reserves Discounted Circulation
1932
I 4,300.5 391.5 1,115.7 3,640.1 25.4
I 4,175.7 364.5 1,075.2 3,314.4 25.7
I 4,132.3 4331 1,023.7 3,285.7 24.8
IV 4,022.3 3824 996.7 3,067.6 248
v 3,903.4 378.0 989.3 2,994.5 25.3
A2 1 3,85L.5 402.7 967.0 2,908.4 25.1
VI 3,840.4 369.7 905.7 3,055.7 23.6
VII1 3,786.0 907.7 2,959.7 24.0
IX 3,636.3 402.6 922.1 2,886.2 25.4
X 3,642.8 386.4 934.4 2,815.5 26.4
X1 3,438.3 392.8 934.8 2,688.5 272
XII 3,442.8 4082 917.9 2,681.9 26.7
19338
I 3,281.6 356.0 921.2 2,435.1 28.1
1T 3,222.3 359.56 920.5 2,366.4 28.6
111 3,319.0 374.1 846.9 2,599.4 25.5
v 3,417.9 365.2 576.8 2,978.4 16.9
v 3,3658.2 382.1 470.2 3,004.5 14.0
VI 3,334.6 412.6 340.4 3,099.2 10.2
VII 3,371.0 381.1 303.4 3,104.4 9.0
VIII 3,369.6 380.1 355.8 3,046.9 10.6
X 34342 410.2 400.7 3,117.5 11.7
X 3,449.2 404.4 412.0 31248 11.9
XI 3,408.7 446.1 407.8 2,047.4 12.0
XII 3,499.2 482.1 399.6 3,036.8 11.4
1934
I 3,377.1 496.8 391.9 2,819.9 11.6
II 3,337 .4 515.2 341.9 2,730.3 10.2
I 3,427.6 535.7 275.0 2,925.6 8.0
v 3,462.9 496.6 227.4 2,971.6 6.6
v 3,495.4 506.1 161.9 3,046.1 46
VI 3,541.9 534.3 93.6 3,161.9 2.6
VII 3,617.1 608.1 71.7 3,303.2 2.1
VIl 3,641.3 676.1 78.3 3,333.6 2.1
(.4 3,714.7 762.5 78.8 3,521.6 2.1
X 3,706.8 837.0 84.6 3,580.7 2.2
X1 3,650.4 023.4 82.4 3,606.8 2.3
X1 3,765.3 841.0 832 3,748.2 2.2

1 Economist (London).
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RelcasBaNk! — (Conlinued)
Monthly Averages

(In million Reichsmarksa)
Reserves an
Gold and Per Cent of
Notes in Demand Devisen Billa Notes in
Months Circulation Deposits Reserves Discounted Circulation
1835
I 3,584.2 907.2 83.9 3,530.5 2.3
I1 3,475.8 833.3 84.6 3,500.8 2.4
III 3,462.3 9I1.8 84.9 3.569.1 25
IV 3,638.0 017.3 85.4 3,654.8 2.4
Vv 3,671.7 862.6 86.3 3,605.4 24
VI 3,681.1 770.1 88.4 3,646.8 2.4
VII 3,707.7 7374 98.6 3,614.1 2.6
VIII 3,781.9 753.1 102.5 3,717.5 2.7
IX 3,908.0 752.1 100.2 3,865.5 2.6
X 3,969.4 713.5 94.8 3,991.9 24
X1 3,967.56 720.8 93.4 3,875.9 2.4
XIi 4,121.7 822.1 89.2 4,098.1 2.2
1936
I 3,931.7 709.1 83.2 3,778.8 2.1
II 3,925.7 627.7 80.0 3,745.0 2.0
I 4,015.9 655.9 77.2 3,888.5 1.9
v 4,106.1 721.1 73.5 4,142.1 1.8
v 4,157.8 703.0 76.1 4,281.4 1.8
VI 4,146.5 767.5 76.1 4,330.9 1.8
YII 4,211.8 787.2 77.6 4,428.9 1.8
VIIIL 4,307.0 602.4 76.5 4,464.2 1.8
IX 4,380.4 702.0 71.0 4,565.7 1.6
X 4,463.9 686.0 69.1 4,660.5 1.5
XI 4,451.2 676.5 70.6 4,609.8 1.6
XII 4,686.3 773.0 719 4.909.5 1.5
1937
I 4,580.6 T41.7 72.5 4,680.5 1.6
II 4,541.4 743.3 72.6 4,495.3 1.6
iIl 4,631.6 794.9 73.1 4,623.2 1.6
IV 4,628.3 790.6 74.0 4,688.4 1.6
v 4,698.5 773.7 74.3 4,811.2 1.6
VI 4,676.7 745.0 74.6 4,789.1 1.6
VII 4,787.1 700.8 749 4,945.5 1.6
VIII 4,832.1 659.2 75.5 4,968.7 16
IX 4,905.9 701.1 75.8 5,070.9 1.5
X 4. 975.0 689.5 75.9 5,179.2 1.5
XI 4,922.7 724.1 76.1 5,1580.1 1.5
XII 5,150.8 806.8 76.1 5,493.5 15

1, Economist (London).
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REicEsBANKI— (Continued)
Monthly Averages
(In million Reichsmarks)

Reserves as

Gold and Per Cent of
Notes in Demsnd Devisen Bills Notes in
Months Circulation Deposita Reserves Discounted Circulation
1938
1 4,972.2 783.8 76.3 5,176.8 1.5
I1 4,925.0 790.8 76.2 5,126.0 1.5
I1I 5,116.2 947.3 76.2 5,343.8 1.5
IV 5,592.5 1,204.0 76.2 5,460.9 1.4
v 5,885.2 084.2 76.3 5,431.2 1.3
VI 6,038.6 1,067.2 76.6 5,633.4 1.3
VII 6,224.6 040.8 76.3 5,830.8 1.2
VIII 6,432.9 957.8 76.5 6,082.6 1.2
IX 7,031.4 1,007.7 76.4 6,857.2 1.1
X 7,884.7 937.8 76.6 7,151.2 1.0
XI 7,342.2 1,012.6 76.8 6,980.3 1.0
XII 7,794.9 1,154.9 76.6 7,524.8 1.0
1938
I 7,528.2 997.3 76.5 6,983.3 1.0
I1 7.517.7 1,070.8 76.5 6,834.5 1.0
II 7,77L.4 1,063.8 76.6 7,331.2 1.0
v 8,029.7 1,088.7 76.6 7,470.5 0.9
v 8,145.8 1,168.2 76.8 7.382.9 0.9
Vi 8,204.2 1,077.1 76.7 7,582.3 0.9
VII 8,620.7 1,106.2 76.8 8,042.9 0.9
VIII 9,280.0 1,216.8 76.8 8,746.1 0.8

1 Econvmist (London),



1829
January
April
November

1930
January
February
March
March
May
June
October

STATISTICAL TABLES: GERMANY

REicaEsEANK RaTE oF Discount!

12, 1929
25, 1929
2, 1929

14, 1930
6, 1930
8, 1930

25, 1930

20, 1930

21, 1930
g, 1930

L Eeonomist (London).

Par Cent
61
7%

7

8l2
6
514
5
414
4
5

1929-1938
1931
June 14, 1931
July 16, 1931
August 1, 1931
August 12, 1931

September 2, 1931
December 10, 1931

1832

March 9, 1932
April 9, 1932
April 28, 1932

September 22, 1932

377

Per Cent
7
10
i5
10
8
7

6

5%

5

4 — to date

Bangk oF ENGLAND RATE oF Discount !

1929
4.50
5.50
5.50
5.50
5.50
5.50
5.50
5.50
6.50
6.00
5.50
5.00

193¢ 1931
5.0 3
4.5 3
3.5 3
3.5 3
3.0 2.5
3 2.5
3 4.5
3 4.5
3 6.0
3 6
3 6
3 6

1 League of Nations, Monthly Bulletin of Statistics.

1932
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378 EXCHANGE CONTROL IN CENTRAL EUROPE

Bririse, FRENCH, AND GERMAN PRICES
{Revised basis: 1925-1927 =100)

British Wholesale Prices in Gold! German Wholesale Pricest
I II II1 v I iI Iif v
1931.... 67.8 66.6 620 487 83.0 821 799 787
1932.... 46,5 464 43.2 41.0 724 706 69.3 678
1933.... 41.3 411 41.1 404 66.1 66.6 68.4 696
1934.... 3956 384 384 376 69.8 60.9 724 733
1935.... 37.3 384 393 407 732 732 741 748
1936.... 40.7 406 424 434 752 753 757 758
1937.... 47.1 485 476 447 766 768 777 766
1938.... 434 41.8 3%.7 376 767 766 767 77.0
1939. ... 773
German Sensitive Prices? German Cost of Living?

1931.... 58.6 &53.6 484 439 96.0 954 942 919
1932, ... 39.7 364 38.0 409 85.7 839 832 823
1933.... 413 443 46.5 445 81.0 814 821 834
1934.. .. 463 486 506 49.7 835 833 846 849
1935.... 50.3 526 53.5 56.6 85.0 863 86.2 3b.5
1936.... 57.0 574 57.8 59.1 86.5 86.4 86.9 86.4
1937.... 62,7 61.6 61.1 580 86.7 &7.0 8&7.4 86.7
1938.... 57.2 563 568 576 87.0 874 877 869
1639. ... 874

French Wholesale Prices, Actual Valuest French Wholesale Prices in Gold+

1 I III v I II I v

1931.... 774 760 711 656
1932.... 66.0 656 625 614
1933.... 609 61.0 61.6 60.5
1934.... 60.3 S8.3 356.7 547
1935.... 543 546 53.5 554

1936.... 58.6 58.8 623 745 52.3
1937.... 820 837 936 942 57.3 56.5 520 482
1938.... 96.6 100.2 101.6 103.5 473 439 419 412
1939.

1 Board of Trade Index, converted to gold in the Raports of the Hungarian Institute for
Economic Research,

t Vierteljahrahefte sur Konjunkturforechung.

1 Statistiaches Jahrbuch fir das Deuteche Reich.

¢ Statistique générale de la France,



BriTisE axp GERMAN ExrorT axD IMPORT PricEs!

(1929 =100)

1929 1930 1931 1932 1933
1. British Index of Export Prices ?... 100 93.3 75.7 544 51.1

111.1  104.3 84.1 60.4 56.8
2. British Index of Import Prices.... 100 87.8 65.4 47.1 42.6
3. German Index of Export Prices... 100 94.1 82.5 71.6 64.7
4. German Index of Import Prices... 100 87.0 66.6 49.6 45.3
5. British Terms of Trade. ... ..., .. 100 106.1 1157 1155 1199
6. German Terms of Trade......... 100 1082 123.8 1444 1428
7. 3 as per cent of 1, as adjusted. ... 90 90.2 a8.1 118.5 113.9

1 League of Nations, Review of World Trade 1938 (Geneva, 1939}, pp. 75-76, 78-79,

2 The figures in the lower line represent an 11.11 per cent upward adjustment of the original index in each case to correct for m 10 per cent over-

valuation of sterling 1925-1931,

1634
47.4
52.7
390.9
62.0
45.6

118.8
135.9
117.6

1935
45.3
50.3
39.3
59.0
46.7
115.3
126.3
117.2

1936
47.2
52.4
41.9
60.0
44.2
112.6
122.0
114.5

1937
51.3
57.0
47.5
64.0
54.4
108.0
117.6
112.3

1938
50.5
56.1
44.1
67.1
521
114.7
128.8
119.6

ANVIRIHD -STTAVL TVOILSLLV.LS
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Year I QuasTzR
Imports Exports
1929...... 3,354.9 3,054.7
1930...... 3,171.0 3,222.0
1931...... 1,919.0 2,420.0
1932, ..... 1,251.7 1,605.4
1933...... 1,077.0 1,190.0
1934...... 1,147.4 1,094.3
1935...... 1,129.7 967.0
1936...... 1,052.9 1,184.2
1937...... 1,092.7 1,285.2
1938 .. ... 1,399.0 1,360.0
1938 .. ... 1,395.0 1,360.0
1939 . ..., 1,4458 1,3334

1 Wirtachaft und Statistik.
! Old Reich (without trade with Austria after April, 1038).
¥ Qreater Germany. Figures for this year from Wirtachaft und Statistik, Veol. 19, No. 8, p. 352,

Balance
of
Trade

—300.2
+51.0
+801.0
+353.7
+113.0
—53.1
—162.7
+81.3
+192.5
—39.0
—39.0
—112.4

GerMaNY’s FoBeIGN TRADE BY QUARTERS!

II Qrarter

Imparta

3,465.1
2,533.0
1,885.0
1,142.7
1,011.0
1,152.8
1,008.7
1,058.4
1,433.7
1,316.0
1,482.0
1,285.56

Exports
3,476.6
2,983.0
2,348.0
1,382.4
1,188.0

001.9

995.0
1,107.7
1,431.3
1,253.0
1,354.0
1,459.9

(Values in million Reichsmarks)

Balance
af
Trade

+11.5
+4350.0
+463.0
+239.7
+177.0
—160.9
—13.7
+49.3
—-24
—63.0
—128.0
+174.4

Imports
3,338.8
2,440.0
1,464.0
1,067.9
1,044.0
1,056.7

965.3
1,027.6
1,443.4
1,324.0
1,476.0

III QuaRTER

Exports
3,487.3
2,923.0
2,465.0
1,302.6
1,230.0
1,005.4
1,000.7
1,215.8
1,565.8
1,274.0
1,375.0

Balance
of
Trade

+148.5
+483.0
41,0010
+244.7
+186.0
—51.3
+134.4
+188.2
+122.4
—50.0
—101.0

Imparts

3,288.0
2,249.0
1,459.0
1,214.1
1,072.0
1,004.1
1,055.0
1,070.2
1,498.5
1,427.0
1,592.0

IV QuarTER

Exporta
3,464.4
2,908.0
2,366.0
1,448.0
1,263.0
1,075.3
1,208.0
1,316.5
1,628.8
1,376.0
1,448.0

Balance
of
Trade
+176.4
+659.0
+907.0
+233.9
+191.0

—18.8
+153.0
+231.3
+130.3

-—31.0
—143.0

Impaorts
13,446.8
10,393.0

6,727.0
4,667.0
4,204.0
4,451.0
4,159.0
4,218.0
5,468.0
5,466.0
5,949.0

ToraL
Balance
of
Ezxports Trade

13,483 436
12,036 +1643
9,599 --2872
5,739 41072
4,871 4667
4,167 --284
4,270 +111
4,768 +550
5011 +443
5263 —203
5,538 —4ll



GeERMaNT's [oreleN TrADE: IMPORTS!
(Values in million Reichsmarks)
I, Actual Values

¥oop SurrLIES IxnposTRIAL IMPORTS
Value of Total Staple Semi- 2 as Per Raw 7asPer Semi- OaaPer Finished 11 as Per
all Imports  Foods  Livestoek OGroceries Luxuries Cent of 1 Materials Cent of 1 F(i}nisged Centof 1 Goods Centofl
oods
1 2 3 4 5 8 7 8 9 10 11 12
............ 13,446.8 5,380.6 1497 4,487.6 7433 40.0 3,927.4 29.2 2,374.0 17.7 1,764.8 131
............ 10,393.1 4,220.7 1183 3,476.4 635.0 40.7 2,904.4 27.9 1,848.1 17,8 1,410.9 13.6
............ 6,727.1 2,783.2 549 22898 4385 414 1,832.2 27.2 1,1453 17.0 966.4 14.4
............ 4,666.5 2,1327 343 1,7759 3225 45.7 1,271.7 273 704.3 15.1 557.8 11.9
............ 4,203.6 1,629.7 309 13024 29G4 38.8 1,367.6 32.5 701.4 16.7 504.9 12.0
............ 44510 15432 333 1,213.2 2967 34.7 1,540.7 34.6 791.5 17.8 a75.6 12.9
............ 4,158.7 1,435.2 45.2 11,1104 2790 34.5 1,567.9 37.7 747.5 18.0 408.1 0.8
............ 4,2179 1,499.4 96.3 1,113.9 2892 35.5 1,671.1 373 750.0 17.8 397.4 9.4
............ 54684 2,045.1 10756 11,6149 322.7 374 1,996.2 36.5 980.3 17.9 396.6 7.3
19382 . ...,...... 5,449.3 2,110.8 1130 1,6560.9 346.9 38.7 1,849.8 3349 1,041.0 18.1 396.7 73
II. Values al 1928 Prices
............ 13,511.9 5,522.9 150.2 4,669.9 7028 40.9 3,980.5 29.4 2,308.3 17.1 1,700.2 12.6
............ 12,039.0 5,013.8 1220 4,1904 7014 41.6 3,617.2 30.0 1,995.5 16.6 1,412.1 11.7
............ 10,1656.4 4,245.9 71.1 3,572.2 6026 41.8 3,140.7 30.9 1,700.4 16.7 1,069.4 10.5
............ 9,464.6 4,212.1 71.2 3,600.0 5409 44 .5 3,045.9 32.2 14178 15.0 7888 8.3
............ 9,311.9 3,601.9 69.0 2,9674 b565.5 38.7 3,425.4 36.8 1,508.9 16.2 775.7 8.3
............ 9,809.4 3,676.8 71.2  2,963.3 6423 37.5 3,447.8 35.1 1,768.8 18.0 916.0 9.3
............ 8,956.2 3,180.6 85.1 2,4674 6281 35.5 3,423.9 38.2 1,695.8 18.9 655.9 7.3
............ 8,610.0 3,140 166.9 2381.7 6454 37.0 3,155.9 36.7 1,640.3 1.0 619.8 7.2
............ 10,089.3 4,133.6 168.2 3,2530 7124 41.0 3,486.5 34.6 1,786.7 17.7 603.3 6.0
10382, . ......... 11,008.6 4,539.4 176.5 3,658.9 7643 41.2 3,589.7 32.6 2,134.5 194 644.0 5.8

1 Statistisches Jahrbuch fir das Deutsehe Reich.
1 Old Reich, from April, 1938, and without trade with Austria.
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Value of
all Exports
1

1929, . 13,482.7
1930, ........... 12,035.6
1931 ... 9.508.6
1932............ 5,739.2
1933 . ........... 48714
1934 ... .. ... ... 4,166.9
1936............ 4,269.7
1936............ 4 768.2
1937. ..., 5911.0
19882, . L. 5,256.9
1929, ........ ... 13,669.2
1930. .. ......... 12,957.5
1931............ 11,770.6
1932. §,1228
1933 ............ 7,627.1
1934............ 6,810.3
1935 . 7.333.6
1936............ £091.6
1937.......... 0 9,360.0
1938 .. ......... & 150.2

Total
Foods

2

869.9
£660.7
483.8
260.0
222.3
150.3
95.7
87.6
88.8
60.6

950.2
877.6
778.4
490.4
520.7
349.2
169.6
169.4
154.9
120.9

GERMANT'S ForEIGN TRADE: ExPoRTS!
{Values in million Reichsmarks)

Foop SurrLiEs

Sta
Livestock Groceries
3 4
778.2
527.9
382.8
& 213.6
0 175.7
8 110.3
9 63.0
6 55.1
8 55.3

IL

859.7
728.1
639.7
419.0
457.3
207.1
124.0
108.1
100.56

bt D T ]t

N LI~ 0 X0
00 &0 4O o = 1S =1 I~ T

! Btatiatisches Jahrbuch fiir das Deutache Reich

2 Qld Reich; from April 1938 on, without trade with Austria.

I. Actual Values

Raw MATERIALS

Semi- 2 as Per
Luxuries Centof 1 Value
& 6 7

69.7 65  1,5820
64.1 5.5 1,332.5
54.1 5.0 959.6
31.9 4.5 5776
37.6 4.6 515.0
36.2 3.6 463.5
29.8 2.2 446.7
29.9 1.8 419.2
30.7 1.5 577.6
e 1.2 504.0

Values at 1928 Prices

71.0 69  1,6325
714 6.8  1,540.7
700 66 14215
44.2 60 100625
463 68 10169
465 51 936.4
417 23 932.1
474 20 £33 .4
51.6 1.6 10143
- 1.5 823.3

7 as Per
Cent of 1

8
11.7
111
10.3
10.1
10.6
1
i

© 0 00 O
0 00 00 O b

11.9
11.9
12.1
13.1
13.3
13.7
12.7
10.3
10.8
10.1

SeMr-FINIBERD

Goobs
9 a3 Per
Value Cent of 1
] 10
1,596.3 11.8
1,333.2 111
985.1 10.3
556.3 9.7
473.7 9.7
404.7 9.7
415.7 9.7
459.1 9.6
543.2 9.2
403.1 7.7
1,636.9 120
1,460.9 11.3
1,330,9 113
981.9 121
9430 123
8589 126
9383 128
989.2 122
1,059.5 11.8
802.9 0.8

Fimvisgep Goops

Value

-

-

SReZIRYR
DS WL LoD DD
Lol s - le - Re By o Rod N Ry s WL N

=3 05 On b O O 00 60 O
GO et et

=
[0 e

11 23 Per
Cent of 1

12
70.0
72.8
72.4
75.7
75.1
75.6
77.6
79.8
79.5
81.5

69.1
70.0
70.0
68.8
67.4
68.5
72.2
73.5
76.2
77.9

4:13
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GerMANTY's TRADE wiTH WESTERN EUROPR!
(In percentage of total and in million Reichsmarks)

1929 1930 1931 1932 1933 1934 1935 1936 1937 1938
Great Britain 6.4 6.1 8.7 6.5 5.7 4.6 6.2 6.3 5.6 5.2
Imports. . .. 865.3 639.0 453.3 258.5 238.4 205.7 256.2 263. 308.6 282.7
2.7 10.1 11.8 7.8 8.3 9.2 8.8 8.5 7.8 6.7
Exports. ... 1,305.5 1,2189  1,133.6 446.0 405.6 382.9 3749 405. 432.2 350.9
Balance....  +440.2 £579.9 46803 1875 +167.2 41772 +1187 41421 41236 +68.2
France 4.8 5.0 5.1 4.1 4.4 4.0 37 2.8 2.9 26
Imports. . .. 641.9 518.7 341.6 189.9 184.0 176.9 154.2 98.9 155.7 143.7
6.9 9.5 B.7 8.4 8.1 6.8 5.9 5.8 5.3 4.1
Exports. . .. 934.6  1,148.6 834.1 482.5 395.0 281.7 252.8 254.5 313.4 216.7
Balance. ... 42927  1620.9 44925 42926  +211.0 +1048 +986 +1556 +157.7 73.0
Belgium 3.3 3.1 3.3 3.1 3.3 3.6 8.0 3.3 3.6 3.6
Imports. . .. 447.2 324.6 222 1 146.3 138.8 161.0 126.2 138.6 197.6 194 .4
45 5.0 48 5.7 5.7 5.8 47 4.4 4.9 4.8
Exports. . . . 608.8 600.6 463.5 301.5 278.1 235.9 201.8 211.5 287.8 227.4
Balance. ... +161.6 -+276.0 +241.4 41552 +139.3 +74.9 +75.6 +72.9 +90.2 +33.0
Netherlands 5.2 8.4 8.7 5.9 5.5 59 4.7 40 3.9 3.6
Imports. . .. 700.9 560.8 383.6 273.1 232.0 264.1 196.1 168.5 215.8 197.9
10.1 10.0 9.9 11.0 12.6 11.6 9.5 8.3 7.9 8.5
Exports.... 1,3552  1,205.8 954.6 632.8 612.8 481.8 404.2 395.5 468.0 447.8
Balance. ...  +6548 +6450  +571.0 +359.7 43808 42177 +2081 12270 12522 42499
Switzerland 2.4 2.5 2.4 2.0 2.0 2.6 2.7 25 1.7 19
Imports. . .. 317.8 255.5 164.6 92.1 82.5 116.1 114.4 106.2 93.7 102.6
4.7 5.2 6.6 7.2 7.2 7.1 6.0 47 3.9 3.9
Exports. . .. 627.1 627.6 541.6 411.7 352.4 295.3 256.9 225.5 231.0 207.6
Balance.... --309.3 43721 4377.0 43196 +2609 +179.2 41425 +1193 41373  +104.2
Totals for
Western Europe  22.1 22.1 23.2 20.6 20.9 20.7 20.8 18.4 77 18.9
Imports....  2,973.1  2,2986  1,565.2 959.9 875.7 923.8 847.1 775.9 971.4 921.3
85.9 39.8 408 39.7 41.9 40.4 84.9 31.2 29.3 27.6
Exports. ...  4,83L.2 48015 30274 22745 20439 1,677 1,490.6  1,4928  1,7324 14300
Balance. . .. 1,858.1  2,5029 23622 1,3146  1,168.2 753.8 643.5 716.9 761.0 528.7

! Btatistiscbes Jabrbuch fir das Deutache Reich, 19311938,
* Wirtecbaft uod Stauwstik 1839, Vol. 19, Ne. 5, p. 177, The figures for 1938 do not include the new territories.
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Sweden
Imports. ...

Exports. ...
Balance. . ..

U. 8. A.

Imports. ...

Exports. ...
Balance. .

Totalsfor U. 8. A.
and Sweden .
Imports.. .

Exports. . ..

Totals for
Creditor Countries

Importa, . ..

Exports. .

1929

2.6
350.3
3.6
475.7
+125.4

13.8
1,790.4
74
991.1
—799.3

165.9
2,140.7
10.9
1,466.8

38.0
5,113.8
46.8
6,208.0

1930

5,980.9

CGerMANY's TrapE wiTH CrREDITOR COUNTRIES!
U. 8. A., Sweden and Five Countries of Western Europe?
{In percentage of total and in million Reichsmarks)

1931

48391

1932

281.2
—310.6

147
686.9

8.9
509.3

5.8
1,646.8

38.6
2,783.8

* Statistisches Jabrbuch fir das Deutache Reich, 1931-1938.
2 Five countries of Western Eurcpe as given on the preceding page,—

1933 1934 1935 1938 1937
2.4 3.0 3.7 4.5 4.2
102.6 133.8 152.9 191.7 231.9
3.9 4.8 4.8 4.8 47
191.1 195.3 206.8 230.4 277.3
+885 4645  -+539 4387 4454
11.5 8.4 5.8 5.5 5.2
482.8 372.7 240.7 232.2 281.9
5.1 3.8 4.0 3.6 35
245.9 157.8 169.5 172.0 208.8
—2369 —2149 712 —602  —731
18.9 114 9.5 10.0 9.6
585.4 506.5 393.6 4239 513.8
9.0 8.6 8.8 8.4 8.2
437.0 356.1 376.3 402.4 486.1
34.8 32.1 29.8 28.4 27.3
1,461.1 14303 1,2407 11998 14852
50.9 49.0 43.7 39.6 87.5

24809 20337 1,866.9 1,895.2  2,2185

Great Britain, France, Belgium, Netherlands and Switzerland.

¥8¢
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GERMANY’'S TrapE wiTH EvRorE aND THE REsT 0 THE WORLD!

ImMporTa Exrorts
Europe Reat of the World Total Europe Rest of the World Total
As Per Ag Per As Per As Per
Million Cent of Million Cent of Million Miltion Cent of Million Cent of Million

Rm Total Rm Total Rm Em Total Rm Total Rm
1929....... 7,066.5 52.6 6,380.3 474 13,446.8 9,924.1 73.7 3,558.5 26.3 13,482.7
1930....... 5,825.0 56.0 4,568.2 440 10,393.2 9,377.2 77.9 2,658.4 22.1 12,035.6
1931....... 3,763.5 5b5.5 2,963.5 441 6,727.0 7,777.8 21.0 1,820.8 19.0 9,598.6
1932....... 2,499.4 53.6 2,167.1 46.4 4,666.5 4,646.5 81.0 1,002.6 19.0 5,739.1
1933....... 2,281.4 54.3 1,922.2 45.7 4,203.6 3,801.1 78.0 1,070.3 22.0 4,871.4
1934. ...... 2,660.5 57.5 1,890.6 42.5 4.451.1 3,188.3 76.5 978.6 23.5 4,166.9
1935 ...... 2,564.0 61.6 1,594.7 38.4 4,158.7 : 3,124.5 73.2 1,145.2 26.8 4,269.7
1936%...... 2,521.5 59.8 1,696.4 40.2 4,217.9 3,372.9 70.7 1,395.3 29.3 4,768.2
1937....... 3,038.6 55.6 2,429.8 44 4 5,468.4 4,093.2 69.3 1,817.8 30.7 5,911.0

BavaNcE OF TrADE!

(In million Reichsmarks)
Europe Rest of the World Total
1929, ...... +2,857.6 -2,821.8 +35.8
1930....... +3,552.2 —1,909.8 +1,642.4
1931....... -+4,014.3 —1,142.7 +2,871.6
1032....... +2,147.1 —1,074.5 +1,072.6
1633....... +1,519.7 —851.9 —+667.8
1934....... +627.8 —912.0 --284.2
1935....... +560.5 —449.5 +111.0
1936z2,....... +851.4 —301.3 +550.1
1937....... +1,054.6 —612.0 +442.6

1 Btatistiaches Jabhrbuch fir das Deutsche Reich.
t From 1928 on, Turkey (previcusly under Asia) is included under Europe,
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EXCHANGE CONTROL IN CENTRAL EUROPE
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STATISTICAL TABLES: GERMANY
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GERMANY, AUSTRIA, AND UNITEP K1NGpOM 1N THE TRADE OF SOUTHEASTERN Eyurore!

PERCENTAGE SHARES OF INDIVIDUAL COUNTRIES

EXCHANGE CONTROL IN CENTRAL EUROPE

(I =TImports, E=TExports)
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GERMAN TRADE WITH INDUSTRIAL AND OrEER COUNTRIES!

{Percentages of total imports and exports)

IMPORTE FROM

Industrial?

Countries
40.9
38.9
38.4
39.1
36.1
35.4
33.0
31.1
29.9
27.8

ExrorTa TO

’Austrm Belgium, Czechoalova!na Franee Great Britain, Italy (with colonies), Japan, Luzemburg, U. 8. A,

1V K, Voll3No3NS p.

1929

. British Imports......... 5,047
. British Exports......... 3,549
. German Imports ....... 3,203
. German Exports ....... 3,212
Baspercentof 1 ....... 63.5
4daspercentof2....... 905

1930
4,658
2,778
2,476
2,867

53.2

Rest of the Industrialz Rest of the
World Countries World

59.1 46.2 53.8

61.1 47.6 524

61.6 48.6 51.4

60.9 48.4 51.6

63.9 45.9 54.1

64.6 46.4 53.6

67.0 46.4 53.6

68.9 43.5 56.5

70.1 38.4 61.6

72.2 36.9 63.1

Switzerland,
BriTisH aND GERMAN IMPORTS AND ExPORTS !
{In millicns of old gold dollars)

1931 1932 1933 1934 1935
3,585 2,276 2,073 2,048 2,039
1,772 1,279 1,213 1,190 1,239
1,602 1,112 996 1,046 991
2,286 1,367 1,155 a79 1,017

44.6 48.8 48.1 51.07 48.6
120.0 106.8 95.2 82.3 82.1

103.9

1 League of Nations, Review of World Trade,

1936
2,313
1,295
1,005
1,136

43.7

87.7

1937
2,787
1,523
1,299
1,406

46.6
92.3
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A DrcApE oF GERMAN IMPORTS OF COTTON

Quantity and Value by Countries!

A. Quantity in metric tons

1928 1929 1930 1931 1932 1933 1934 1935 1936 1937

Eg_ypt ................. 19,134 24,210 24,763 29,740 33,715 39,838 44,930 39,607 29,610 40,850
British India. ... ....... 48,233 57,300 55,920 37,552 23,521 38,378 37,699 32,182 38,840 36,560
US A ..o 337,682 336,165 206,131 256,504 317,371 341,232 220,173 106,226 116,850 118,850
Turkey. .. ........cove o iien e, 2,429 1,460 2,305 624 5809 ' 15,405 16,240 8,420
Brazil.................. 754 726 3,888 2,524 237 e 8,299 82,778 38,120 70,090
Argentina. ............. 2,237 3,447 3,415 2,312 4,793 5,280 5,673 14,503 9,640 5,870
(23 ) I 2,647 2,172 6,003 10,259 8,473 9,710 11,320 25,206 18,800 18,580
Mexico.........ooun... 399 2,344 72 . e e 311 3,534 8,870 7,860
Total................ 462,983 476,802 433,128 379,809 424,724 473,333 399,455 397,439 325,030 349,650

B. Value in million Reichsmarks

Eg_ypt. e et 47.97 58.50 46.00 37.63 31.88 36.58 39.19 39.53 32.7 43.1
British India........... 71.36 76.41 55.26 26.13 13.74 20.44 17.90 20.59 25.9 23.6
US A................. 619.03 618.54  427.62 235.78  2190.72 233.14 146.09 71.13 77.8 78.4
Turkey........ ........ ... ... 3.21 1.29 1.75 A7 4.91 15.49 14.7 8.3
Brazil.................. 1.38 1.27 592 2.50 do L. 7.24 92.08 38.4 65.0
Argentina. . ............ 4.56 6.81 5.21 2.17 3.23 3.97 4.17 13.71 8.7 5.7
Peru.. ................. 5.19 5.03 9.43 11.03 6.87 7.70 9.14 25.80 20.2 20.8
Mexieo. ... 1.63 4.85 A0 ool s e .21 3.92 8.0 7.1
Total . ............... 795.03 814.71 580.53 336.64 291.27 306.99 260.24  320.72 257.7 275.1

1 Statistisches Jahrbuch fir das Deutsche Reich.
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A Decapge or GErRMAN IMporTs OF COPPER

Quantity and Value by Countries

A. Quantity in meiric lons

1928 1929 1930 1931 1932 1933 1034 1935 1936 1937

U.8. A....... 181,175 110,421 64,982 57,462 37,420 32,137 67,261 35,416 21,380 51,140
Chile........ 34,087 39,763 23,739 20,315 17,666 27,423 23,323 35,309 19,070 19,980
Spain........ 10,031 8,585 7,256 5,829 3,186 1,350 e e e e
Yugoslavia.. .. 6,741 8,139 15,940 15,115 13,970 18,576 8,830 11,681 13,000 11,530
UK........ 8,448 13,309 4,553 4,610 g,260 14,608 10,881 19,123 26,300 34,260
Belgian Congo 2,689 4,359 8,744 21,917 18,235 22,630 24,876 25,037 27,810 29,610
British South '

Afriea.. . ... 938 1,280 1,264 907 25,730 36,079 45,755 e e s
Rhodesis. .... - . R . e e e 47,827 39,120 52,000

Total...... 296,375 262,071 211,216 192,104 175,161 207,141 228623 216,031 195,120 262,510

B. Value in million Reichsmarks

U.S A....... 230.60 173.20 78.04 46.99 18.77 14.67 20.82 13.68 9.7 35.6
Chile. ... .... 48.45 65.98 29.38 16.83 0.88 13.31 10.76 13.55 8.8 14.3
Spain. ....... 13.20 13.25 8.02 4.05 1.69 0.48 e e e e
Yugoslavia.. .. 9.10 13.38 20.99 12.97 7.11 10.76 4.96 5.83 7.4 9.7
U.X......... 8.78 17.12 4.44 2.73 3.07 5.58 3.87 6.77 10.4 19.9
RBelgian Congo 3.70 7.41 10.24 18.67 9.20 11.07 10.40 8.73 13.2 20.1
British South

Africa...... 1.25 212 1.42 0.72 11.64 15.41 17.35 A s e
Rhodesia. .. .. 17.27 17.7 35.3

Total...... 376.36 403.92 250.76 156.69 05.64 102.25 96.77 80.70 87.70 174.6

1 Statistisches Jahrbuch far das Deutache Reich.
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GERMAN ImponrTs, ExpoRTS, TERMS, AND BALANCE OF TRADE
{In billion Reichsmarks)

i Statistiaches Jabrbuch far das Deutsche Reich 1938, pp. 256-257. Figures for 1938 do not include Awustria, but after October 1 do include

1929 1930 1931
1. Imports, actual prices*. . ....... 1344 10.39 6.73
2. Exports, actual prices'.......... 1348 1203 9.60
3. Balance of Trade, actual prices. . +0.04 +1.64 4287
4, Imports at prices of 1929.. .. ... 13.44 11.97 10.12
5. Exports at prices of 1929. . .. ... 13.48 1277 1163
6. Balance of Trade at prices of 1929 +-0.04 <4080 +1.51
7. Import Price Index?. . ......... 100 870 66.6
8. Export Price Index®. . .......... 100 94.1 82.5
9, Terms of Traded. . ............. 100 108.2 123.8
10. Difference: Actual balance minus
balance at prices 192¢ (3-6) . .. .. 0 0.84 1.36
Sudetenland.

* Wirtachaft und Statistik, Vol. 19, (Maich, 1939),

1932
4.67
5.74

+1.07
9.42
8.01
—141
49.6
71.6
144.4

2.48

177.
* League of Nations, Review of World Trade 1038 (Geneva 1939}, pp. 75, 76.

el
eP1
iPa
ih

+ Computed after the formula:

1933
4.20
4.87

+0.67
9.27
7.52
—1.74
45.3
64.7
142.8

241

1934
445
4.17

—0.28
9.96
6.72

—3.06
45.6
62.0

135.9

2.77

1935
4.16
427
+0.11
8.91
8.23
—1.68
46.7
59.0
126.6

1.79

1936
4.22
4.797
+0.55
8.57
7.98
—0.59
49.2
60.0
122.0

1.14

1937
5.47
5.91

+0.44
10.04
923
—0.81
54 4
64.0
117.6

1.25

1938
5.46%
5.26°

—0.20
10.70
7.75
~2.05
52.1
67.1
128.8

2.75

¢6¢
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1

World
Imports

......... 35,595
......... 29,008
e, 20,847
13,968
Ceeen... 12,485
......... 11,983
......... 12,093
cer. ... 13145
......... 16,222

2

World
Exports

33,024
26,492
18,922
12,887
11,604
11,305
11,457
12,577
15,369

GERMANY'S SHARE oF WoORLD TRADE!
(Values in million of old gold dollars)

3

World
Total

68,619
55,585
39,769
26,855
24,179
23,286
283,550
25,722
31,501

! League of Nations, Review of World Trade,

4
World
Trade
Index

100
81.0
57.9
39.1
352
340
34.3
37.5
46.0

&

German
Imports

3,203.1
2,367.0
1,602.0
1,112.0
1,996.0
1,045.5

990.6
1,004.7
1,209.4

6

German
Exports

3,211.6
2,867.0
2,286.0
1,367.0
1,155.0

991.0
1,017.0
1,137.0
1,406.0

5 a8
Per Cent
of 1
9.00
8.20
7.70
7.96
7.08
8.72
8.20
7.64
8.01

8
G as
Per Cent
of 2
9.72
10.82
12.09
10.60
9.88
8.76
8.88
9.03
9.15

German

Importa
Index

100
77.3
50.0
34.7
31.1
32.6
30.9
314
40.6

10
German
Exports

Index

100
89.2
71.2
42.3
36.0
30.8
37
35.4
43.8
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GErMAN ForeigN TRADE UNDER PAYMENT AGREEMENTS IN 1937 aAND 1938
(Imports and exports in million Reichsmarks)?

¥6E

1937 1938
D&te Of ” A Y Fy —r— —
Country Agreement Imports Exzparts Balance Imports Exports Balance
Belgium, Luxemburg July 27, 1935 197.6 287.7 + 90.1 184.4 227.4 +33.0
France........... July 7, 1937 155.7 313.3 -+157.6 143.7 216.7 +73.0
Great Britain, . ... November 1, 1934 308.6 432.2 +123.4 282.7 350.9 +68.2
Ireland.......... January 28 1935 ' 9.7 14.1 +4.4 11.3 29.1 +17.8
Capada.......... October 22, 1936 48.7 334 —156.3 72.8 25.4 ~47.4
Japan............ May 27, 1937 25.7 117.3 +01.6 25.0 93.0 +68.0
New Zealand, . ... September 30, 1937 10.0 7.3 —-2.7 87 8.0 —0.7
Syria, Liberia. ..., January 30, 1937 1.0 56 +4.6 1.7 5.8 +4.1
Total under agreements entered before 1938 757.0 1,210.9 -+453.7 740.3 956.3 +216.0
Percentage of total trade 14.1 20.9 13.5 18.2
Scuth Africa...... September 19, 1038 76.6 81.9 +-5.3
Manchukuo. . .... September 14, 1938 76.9 27.2 —49.7
Total under agreements to end of 1938 893.8 1,065.4
Percentage of total trade 16.3 20.2

1 Wirtschaft und Btatistik 1939, Val, 19, No. 5, p.
2 Without Austrian trade but mcludmg Sudetenland after Oetober 1, 1938,
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A Drcapre or GERMAN IMPORTS OF WoOL

Quantity and Value by Countries!

A. Quantity in melric fons

1928 1929 1930 1931 1932 1933 1934 1935 1936 1937

Belgium...... 9,543 9,870 8,715 11,198 8 884 9,177 7,276 5,830 3,680 3,840
France. ...... 10,182 9,887 8,490 10,632 12,336 13,385 B.430 6,639 3,790 8,360

I 15,104 14,073 10,073 9,725 10,670 13,771 10,434 29,169 6,860 5,960
U S8 R.... 1,412 1,154 2,878 5,823 5,173 3,966 4,975 2,289 v .
C.3R....... 3,185 3,566 2,606 2,642 1,635 1,773 3,152 780
British South

Africa.. .. .. 30,058 30,601 27,079 24,256 29,747 25,253 20,576 33,516 19,820 22,880
Argentina.. ... 40,111 40,187 30,960 23,821 18,564 20,736 21,379 28,129 16,620 9,900
Australia. . ... 65,410 63,139 66,713 54,605 60,988 63,103 45,148 16,698 17,080 21,450
New Zealand.. 6,159 6,534 6,032 9,649 11,702 21,301 19,924 2,473 3,450 4,020
Uruguay..... 5,861 6,087 9,375 16,257 10,620 11,710 10,470 7,893 5,610 4,370
Chile, . ... ... 1,183 1,054 441 1,389 1,240 1,098 3,300 7,869 7,260 9,450
Peru......... 314 112 e e e e 414 1,761 2,740 2,850
Brazil. ....... 1,443 1,891 2,609 2,511 1,075 1,726 1,679 5,250 6,940 3,820
Spain........ 792 471 387 cis Cea - 344 983 1,090 5,510
Turkey. .. ... e e R 260 6,070 3,981 11,710 4,680
China........ 693 626 475 429 1,283 2,282 4,980 4,880

Total...... 207,581 204,632 186,816 181,678 180,050 197,852 180,143 156,284 125,410 128,170

1 Statistischea Jabrbuch far das Deutache Reich,
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EXCHANGE CONTROL IN CENTRAL EUROPE

396
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STATISTICAL TABLES: GERMANY 397

BLoCKED MARE QUOTATIONS
As Percentages of Gold Parity!

Security

Registered Marks Travel Marks Credit Marks Marks

1984
I....... 81.4 82,0 64.3
iI....... 5.7 75.0 59.5
r....... 72.5 72.0 53.0
IV....... 66.4 56.0 47.0
V....... 65.7 49.8 44.5
VI....... 58.3 45.0 30.8
YII....... 63.8 49.0 38.5
VHI....... 58.5 39.5 34.3
IX....... 58.7 42.8 34.3
X....... 52.0 43.5 32.0
XI....... 53.5 61.7 43.6 33.5
XII....... 60.6 67.9 48.4 39.2

1935
I....... 62.2 69.5 51.6 40.5
iI....... 65.1 71.3 48.6 39.4
nmi....... 60.7 69.8 44.8 33.9
Iv....... 57.7 068.1 40.0 32.4
Voo, 53.8 62.9 33.4 28.7
Vi....... 55.7 64.8 33.6 24.9
VII....... 57.5 64.8 34.3 26.3
VIII....... 57.4 66.8 32.3 24.6
IX....... 52.1 6b.5 20.0 21.9
X. ..., 49.2 62.6 31.0 20.5
XI....... 51.1 59.0 33.2 21.8
XII....... 53.0 61.9 36.1 24.0

1988
I....... 52.7 62.4 37.4 24.8
Im....... 55.3 62.4 38.1 25.6
Imr... . ... 53.4 62.4 339 24.9
IvVv....... 53.3 61.0 30.2 26.3
V....... 53.5 62.4 30.1 24.3
VI....... 52.6 62.4 28.9 23.7
VH....... 53.6 62.7 28.1 24.5
VIII....... 54.1 64.5 25.6 24.6
IX....... 54.3 62.8 23.2 22.7
X....... 57.6 58.2 20.1 18.0
XI....... 51.7 57.0 21.2 17.4
XII....... 49.3 55.3 222 20.3

1. League of Nations, Statistical Yearbooks, 1935-1939 (Geneva, 1935-1939). The quota-
tions on registered Marks are taken from the London market, others from Zurieh. Quotations
ara n}outhly averages except for the first ten months of 1934, for which mid-month values
ATe given,
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Brocgebd MaRk QuoTtarions — (Continued)

Security
Registered Marks Travel Marks Credit Marks Marks
1987
I....... 46.0 51.9 25.4 22.9
II....... 47.9 53.3 24.6 23.6
nI....... 48.5 59.7 25.8 25.2
Iv....... 48.1 59.4 25.7 24.8
Voerrnn 48.6 59.7 23.8 22.4
VI....... 51.5 62.2 22.5 22.1
VII....... 55.9 66.1 21.7 20.9
VIII....... 56.9 67.6 21.5 20.5
IX....... 54.9 65.4 21.0 209
X.o.o.o.... 51.6 63.5 19.2 19.1
XI....... 51.5 62.1 19.3 19.2
XIn....... 53.0 63.1 18.1 18.0
1938
I....... 53.3 62.5 15.0 14.5
II....... 51.2 62.1 13.3 11.4
ImL....... 49.6 60.6 17.9 12.6
v....... 48.8 60.4 16.9 14.6
Voooon. 48.5 60.0 13.9 13.5
VI....... 46.7 53.3 12.1 11.6
VIL....... 45.9 56.7 11.8 10.5
VIII....... 44.5 56.7 121 9.3
IX....... 37.8 55.0 10.9 28
X, .o 42.5 54.2 12.3 11.6
XI....... 45.0 56.0 12.7 . i14
XII....... 441 . 58.9 12.3 114
\_—,—.—3
Commercial Marks
1635
I...... 11.2 58.3 104
IT....... 37.5 53.9 9.7
II....... 40.5 55.9 10.8

... ... 36.9 54.7 10.1
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German network, 201-233, 257-
270
Hungarian clearings, 81-82, 88-89
importance of, in total trade, 63,
120121
triangular, 16, 221, 333-334
uncleared balances, 15, 25-26, 46,
50, 58-59, 72, 81-82, 86-87, 208,
213, 216-218, 227, 249, 262-268,
270, 273, 281, 289, 317
Zwangsclearing, 16, 201, 272-273
for specific elearing agreements, see
name of country
Colombia, 217
Compensation
general, 13-17, 322
Germany, 217-221, 237-238
Hungary, 82, 83, 120, 151
Control boards, 205-206, 211-212
Copper imports by Germany, 245-
246, 263-255, 391
Cost of living and exchange control,
107, 152, 156, 205, 249, 281-283,
298, 363-365
Cotton imports by Germany, 245-
253, 390
Credit Austalt, 9, 27-31, 33, 36, 53,
54, 67, 156, 158, 159, 164
Czechoslovakia, 36, 42, 58-59, 62, 63,
81, 83, 88, 90, 93, 105, 119, 120,
133, 138, 231, 256, 267-268, 201~
292, 297
Dawes Loan, 168, 178, 213
Debts, foreign
Austria, 52-59
general, 300-305
Germany, 70, 171, 178, 195, 210,
229-231, 272, 287-288
Hungary, 74, 131-144
per capita, 33, 72
see also flight of eapital, moratoris,
standstills
Deflation
Austria, 34-36
general, 5, 9-12, 292-295, 314
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Germany, 164, 175, 185, 271
Hungary, 96
Devaluation
as alternative to exchange control
Austria, 33-34, 55
general, 12, 202-295
Germany, 172-173, 187, 195-
197, 223, 228-333, 271,
283
de facto
Austria, 50-52, 64-68
Germany, 233-242, 397, 398
Hungary, 156-157
Discriminating exchange rates
Germany, 236-238, 241, 278, 281
Hungary, 84-86, 114 .
why introduced, 6, 7, 20, 314, 341-
343
Egypt, 247-253
Emergency decrees in Germany, 161,
175, 177, 180, 271
England, 2, 3, 9, 28, 71, 126, 127, 128,
129, 134, 162, 165, 169, 171, 172,
174, 180, 181, 195, 206, 208, 209,
213-216, 235, 238-242, 244, 253
254, 256, 283, 307
Equilibrium rate of exchange, see
overvaluation
Esthonia, 202
Evasions
Austria, 40-44, 65
general, 21, 305-309
Germany, 167, 175, 181-182, 204,
220
Hungary, 81, 142-148
Exchange control
administrative experience, see eva-
sion, allocation of devisen
domestic economy and, see prices,
produetion, wages, efe.
foreign debts under, see foreign
debts, moratoria, standstills
laws and regulations, 37-44, 57, 69,
77, 80-90, 150, 166-168, 175,
181-184, 194, 200, 211, 220, 222,
239, 305--309
purposes of, 290-299
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rates of exchange under, see rates
of exchange
theory of, 323-348
Export against controlled currencies
Austria, 3842, 44, 50
Germany, 237-242, see also Aski
Marks
Hungary, 139-141
Exports
prices, 127-131, 229-230, 238-241,
257270
subsidy of, 110-115, 185, 199, 223,
228, 232, 237, 239-240, 312
see also trade, international
Finland, 203
Foreign creditors funds,
Austria, 53-54
Germany, 198
Hungary, 97, 131-141, 145, 372
France, 28, 45, 46, H0, 71, 81, 88, 120,
122, 125, 127, 128, 134, 156, 165,
173, 178, 209-210, 213, 221, 244,
256, 297
Germany, 6, 16, 19, 28, 29, 36, 42, 57,
62, 69-73, 81, 84, 93, 105, 120,
123, 124, 125, 128, 129, 156, 157,
158-289
Gold eurrencies, 171, 181, 204, 232-
233, 283, 315
Gold markets, 64-67, 73, 93, 97, 103,
147, 360, 366367
Gold pengo law, 75-78
Greece, 58, 120, 202, 258261, 268
Hitler government, 161, 164, 188-180,
197, 272, 298
Holland, 71, 200, 203, 213, 244
““Holland clause,” 206
Hoover moratorium, 165, 179
Hungary, 18§, 19, 20, 30, 33, 36, 42, 45,
46, 47, 58, 62, 63, T+-157, 202,
258-261, 268, 294-295, 209-323,
361-372
Imports
control, 62, 98, 107, 108, 184, 197,
205-206, 211-212, 215-216, 220,
249, 273, 284285
prices, 127-131, 229-230, 242-257
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Interest rates, 175-177, 182, 226
see also rediscount rates
Introductien of exchange control
Austria, 33-37
general, 7-13
Germany, 158-177, 270-271
Hungary, 74-80
see also exchange control, purposes
of
Italy, 45, 46, 30, 58, 63, 66, 81, 88,
119, 120, 122, 124, 133, 203, 262
Jugoslavia, 16-18, 20, 36, 46, 58, 66,
83, 84, 88, 120, 123, 202, 258
265, 268
Keynesian doctrines, 176-177, 297-
298
Mexico, 247-253
Modern money, 158, 166, 216, 232-
233, 343-346
Monetary circulation
and exchange rates, 4, 5
Austria, 31, 32, 74-76, 34%-351
Germany, 159, 162, 165, 169, 170,
175,177, 200, 225-226, 272, 373-
376
Hungary, 67, 90-106, 361
Monopolies, 23, 57, 99, 106-109, 114,
154-155, 159, 160, 162, 175, 264,
281, 320, 341
Moratorium
alternative to exchange control, 9
Austria, 53-55, 66
Germany, 70, 198, 200-201
Hungary, 79, 96, 131-149
Miiller government, 161
‘“New Plan,”” 203, 211-233, 247, 273~
274, 284-285
New Zealand, 329, 330
Norway, 203
Overvaluation, see rates of exchange
Papen government, 187, 188, 191
Payment agreements
causes of introduction, 13-17, 318
Germany, 203, 213-218, 274, 395
Hungary, 122
see also clearing
Peru, 247-253
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Poland, 5, 58, 120, 129, 157, 217, 312,
321
Portugal, 203
Premia and surcharpes
Austria, sce “ private clearing”
general, 18, 19
Germany, 188, 211, 219
Hungary, see rates of exchange
Prices
Austria, 34, 56-57, 60, 6467, 353~
358
general, 310-315
Germany, 159, 173, 175, 177, 180-
181, 204, 209, 210, 273, 284, 378,
379
Hungary, 85, 86, 90-106, 114, 152—
156, 363-365
Price-fixing, 73, 99, 175, 284, 311
‘“Private clearing,” 47-52, 62, 81, 311
Production
Austria, 61-62, 352
Germany, 159, 181, 205, 227
Hungary, 90-116, 362
Protection by exchange control, 60—
62, 110-114, 297-298, 322, 332
Purchasing power parity, 234, 236,
277-278, 310
Rates of exchange, official and ““real™
Austria, 44-52, 58-59, 61-68
general, 4, 17-21, 22-23, 26, 203
204, 308-315, 317-318, 336-343
Germany, 69-72, 191, 195-206,
218, 231, 233-242, 274, 282, 284,
397-398
Hungary, 82-83, 83-114, 127-131,
149-150, 152, 366-368
Raw material quota, 18, 48-51
Raw materials, shortage of, 95, 109,
110
Rediscount rate, 27, 32, 74, 93, 96,
101, 162, 165, 169, 172, 176, 362,
377
Reparations, 163, 165, 168, 178-179,
271, 283
Repatriation of securities and the
flight of capital
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Austria, 4243
Germany, 182, 183, 185, 186, 187,
195, 300, 302
Hungary, 145-148
see also evasions, blocked aceounts
Rhodesia, 253
Rome agreements, 63, 111, 124
Rumania, 7, 16, 18, 20, 21, 50, 68, 81,
83, 88, 90, 119, 120, 123, 202,
258-261, 267268
Russia, 180, 215, 242, 256
Schleicher government, 188, 191, 272
Serip, 198-199
Social Democrats, 35-36, 161, 168
Spain, 256
Standstill agreements
Austria, 29, 52-55, 67
Germany, 70, 171, 175, 178, 1%4-
195, 271, 272, 283
Hungary, 77-80, 131-144
“Swedish clause,” 203-208, 212-213,
273
Switzerland, 45, 46, 50, 66, 71, 81, 86,
88, 63, 120, 122, 126, 127, 134,
156, 200, 2083, 213, 244
Totalitarian state, 158, 211-233, 252,
282, 284-285, 289, 315, 343-348
Trade, international
commodity composition
Austria, 45, 58, 73
general, 319
Germany, 224-225, 264, 269, 273,
275-276, 285-286, 381-382
Hungary, 84, 116-118
direction,
Austria, 62-63
general, 23-24, 318-319
Germany, 180, 206, 223-224,
257-262, 268, 273-275, 383
388
Hungary, 118-127, 371
exports, imports, and balance of
trade
Austria, 46, 62, 63, 359
general, 258, 260
Germany, 163-283, 191-193, 198,
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204-208, 211, 222-224, 227,
229, 243-245, 257-270, 271,
273, 286, 380
Hungary, 76, 96, 97, 102, 116,
118, 369
prices and terms
Austria, 62
general, 24-26, 295-296, 320-322
Germany, 193, 229-231, 242-270,
272, 276-282, 286-287, 299,
392
Hungary, 75-76, 93, 97, 103,
127-131, 141
volume
Austria, 62
general, 24, 3156-317
Germany, 191-192, 205, 207, 224,
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229, 247, 270, 274, 286, 380~
382, 393
Hungary, 128-129, 131
Turkey, 58, 86, 120, 247-253, 256,
258-261, 265-266
Unemployment, 73, 100, 154, 160,
165, 285, 207-208
United States, 33, 34, 66, 71, 74, 134,
165, 178, 187, 195, 231, 232, 245,
247-253
Uruguay, 217, 266
Wages and incomes, 117, 153-155,
160, 165, 175-177
Wheat premia in Hungary, 110-114
Wool imports by Germany, 246, 255~
257, 396
Young Loan, 163, 178, 213



