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FOREWORD

The papers ineluded in this Supplement were read and
discussed at meetings of Section G of the Australian and New
Zealand Association for the Advancement of Science held in
Sydney in August, 1932.

For the two previous meetings the Section attempted to

group its papers around a subject—Marketing in one ease and
Transport in the other—and eaeh contributor was invited to
address himself to some aspect of the general problem in relation
to the economie life of Australia and New Zealand.
' For the Sydney meeting it was proposed that contributors
should generally have in mind in selecting subjeets, the effect
of extermal economic forces upon the economies of Aunstralia and
New Zealand. No attempt was made to allot; subjects in such a
way as to cover the ground exhaustively, and little opportunity
was afforded for collaboration hetween contributors residing for
the most-part at great distances from one another. This serves
to explain any lacunae and also any overlapping which may be
apparent to a reader.

The chief interest of the papers then is that they attempt to
show how world economic forces emanating from the centre -
appear ip the eyes of those dwelling on the periphery.

It has not been possible to publish all the papers read before
the Section. Fortunately two are being published elsewhere.
Mr. J. B. Brigden’s paper on ““The Story of Sugar’’ is being
issged by the Queensland Bureau of Economics. A paper by Mr.
L. W. Holt on “‘The New Zealand Budgetary Problem’’ has been .
published as a pamphlet by the E:onomic Society through the

. Melbourne Umvemty Press.
D. B. COPLAND.
_ October 12, 1932 :
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I

So much has been wriiten about the future relation of
sterling to gold that this paper ean do little more than give an
account of the views that have been put forward, and the steps
so far taken by the currency authorities in Great Britain. De-
spite the growing amount of printed matter appearing on the
subjeet, it is very difficult to get reliable information upon some
vital points. We are quite aceustomed in Anustralia to pass
heavy annual loan appropriations, but we msually make some
statement concerning the purpose for which the funds are
being raised. When the British Government placed before Par-
Liament the proposal for borrowing up to £150m, for anm
Exchange Equalisation Fund, one member complained that
insnfficient information was given eoneerning the operation of
the fund. The complaint was quite reasonable. By way of
excusing myself from giving anything fresh in my paper, 1
shzll repeat the complaint. ‘‘To come to this House (said Mr.
Boothby), and ask for a loan of £150,000,600, and to refuse to
give any information whatsoever about the state of the aceount
of which this loan is to be the basis, i3 asking us to bite off
rather more than we can be expected to chew.”

The debate, however, showed clearly that the members of
the House of Commons had learnt a great deal since 1925, when
Mr. Churchill restored the gold standard at the old parity in
order that ‘‘the pound might look the dolar in the face’’. Even
Mr. Churchill is now able to convince himself that the only
way to look the dollar in the face is to reetify the mistake of
1925 by depreciating the pound in terms of gold. In company
with Sir Robert Horne, Mr. Amery, and other ‘‘inflationists’’,
who are likely to make the doctrine of inflation a little too re-
spectable, he was quite certain that prices could be raised by
exchange manipulation. The Chancellor of the Exchequer,
though showing a much greater respect for the facts than did

1
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Mr. Churchill in 1925, was not so sure of the results of exchange
management. An official statement from him during the debate
contained the following reference to monetary policy: ‘“When
you consider the economic disturbances which are still occur-
ring in the world, and of which we have probably not even now
~felt the worst, it is perfectly useless to pretend that we can hold
. our exchange position exactly as we please, independent of any-
thing which is going on around us. We do not know what
is going to be the future of gold prices. We do not know what
settlement will be reached as regards reparations and war debts,
and other matters, which are now disturbing the world. These
uncertainties rule out any possibility of our being able to return
to gold immediately. "We do not know when or in what eircum-
stances we may return to gold, or at what level.”

This is a great advance on anything official a Chanecellor
of the Exchequer in Great Britain has ever said on the problems
of monetary policy. At least it showed that the Government
had not left matters entirely in the hands of the Bank of Eng-
land with its general presumption in favour of deflation. The
work of the monetary theorists since the war had not been with- -
out its influence, but the facts of anemployment, depressed trade
and falling gold prices were more eloquent than the words even
of Mr. Keynes. Indeed, it became an article of the creed of .
many business people that the depreciation of the pound sterling
was a national necessity. Gold was no longer an emblem of
pairiotism.” France and the United States having acquired two-
thirds of the world supply, the forces of nationalism and respect-
ability combined to discredit the gold standard as we knew it
before the depression. For once political forces and economie
sense seemed to be in unison. It is, I must admit, a dangerous
combination, because the economist is the weaker partner, and
politieians will always carry too far, and expeet too much from,
any new idea they seek to embody in national policy. Compared
with the alternative of domestic deflation there can be little
doubt that the benefits of depreciation will ‘be very great.
Whether they will fully justify the experiment from the econo-
mists’ point of view must depend upon what other monetary
measures are taken, and in particular whether the Bank of
England assumes a more positive funetion in promoting a rise in
sterling priees,

II

The most specific statement on British monetary policy so
far made public from a responsible quarter was reported in The
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Economist of June 18th, when referring to the concluding Par-
liamentary debates on the Finance Bill. I quote an extract:
““Pressed for a statement, Mr. Chamberlain referred the House
to what, he implied, was an aeccurate series of inferences drawn
in a previous speech by a Conservative back-beneher, Mr. Albery.
From a study of the Chancellor’s speeches and answers, Mr.
Albery had deduced the following six points of policy:—
(1) That we are aiming at a return to some form of gold stand-
ard, not barring the possibility of a gold-cum-silver standard;
(2) that the eventual return will be at a figure below {he pre-
vious gold parity; (8) that a return to gold is not expected to
take place in the near futnre; (4) that it is intended to control
fluctnations in sterling exchange with a view to bringing about
a higher price level of commodities; (5) that, meanwhile, every
effort will be made to prevent violent fluctuations of sterling;
and (6) when the higher commodity price level has been attained,
gtability of commodity prices will be an objective. These six
points, according to Mr. Chamberlain, represent ‘an accurate
account of the general considerations which have been in my
mind from the first’ *’,

There is, of course, some conflict of principle between the
fourth and fifth points. Substantial fluetnations in sterling
might be necessary if prices are to be raised, but as will be shown
later, the mere depreciation of sterling in terms of gold curren-
eies will not necessarily raise sterling prices. On the whole,
however, this statement is very encouraging and in great con-
trast to what was said officially less than a decade ago. It fully
justifies the views of those of us in Australia who from the first
looked upon currency depreciation a&s an integral part of the
policy of general economic adjustment. In striking contrast is
the dictum of Sir Otto Niemeyer that ‘‘rising exchange rates
prejudice the whole fabric of national finance.’”* 1 need mot
repeat the many reasons for the view that stability of the price
level, even though it does mean progressive exchahge deprecia-
tion, is advantageous to a dependent financial country. This is
true despite the increase in the local currency value of the
external debt service, and other services that have to be met in
foreign currencies.

Great Britain is, of course, in a different position. She is
the greatest creditor nation in the world, her export trades are
elastic, and she has what is now recognised as a very rigid cost
ptructure. Certainly, as events have shown a structure much

1. Statement before Premiers’ Conference in Melbourne, August, 193¢,
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more rigid than that of Australia.? To her, exchange deprecia-
tion was a means of escape from a burden of fixed costs, and at
the same time a method by which the burden of external debts
expressed in sterling could be reduced. What forced her to
return to parity in 1925 was mo doubt partly the fear that
exchange depreciation wonld imperil the future of London as a
finaneial centre in competition with New York. The subsequent
experience of France and the recent experience of London has
shown that this fear was not well founded. Exchange parity,
rigid internsal costs, and falling external prices were gradually
nndermining Britain’s creditor position. In the rigid costs
must be ineluded the increasing burden of the public debt and
the growing expenditure from the budget on social services, and
in particular on unemployment. Politically, it was impossible
to reduce this expenditure until a grave national emergency
arose. Meanwhile, it had undoubtedly operated to hold up the
level of wages by reducing the economic pressure on wage-
earners.

I think a very strong case can be made out against
British post-war economic and monetary policy. In a word, the -
country tried to face both ways, Through the Bank of England
and the Treasury it attempted to follow along orthodox lines in
national finance. Through the growing strength of radical
forces in politics, and the power of nunions of both employers and
employed, it attempted the unorthodox course of regulation
and heavy social expenditure. A conflict such as this was sure
to end in a crisis. The political forces won for the time being,
but in doing so they have in fact defeated themselves. By making
monetary policy subservient to general economic policy they will
eventually bring about the reduction in real costs, including real
wages, against which they fought so vigorously after Britain
returned to the gold standard in 1925, This raises an interest-
ing question into which we must not enter now. Will the
monetary poliey of the future be influenced by the politieal
forees more than in the past, using the word political to express
the dominani social and economic influences in operation? In
other words, are we likely to make our monetary machine more

2. On this point it i of great interest now to read Sir Josiah Btamp’s recent
reference to the wage level in Great Britain. “It is 20 resistent to change that we
are beginning to regard it as » fixed level. We say that everything else must be
sdjusted around that level. S0 long as you have marked changes in the value of
neh o contn an & Nred Anancial athacture: and Tn oot Anancial strectare we Bave oers
tain very fixed things, the two principals of which are:—Firatly, the unionised wage
level ; secondly, a very large amount of debentures and other fixed debts, There in

a third, s very large internal debt.” (The Journal of the Academy of Political
Secience, June, 1932)., )
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adjustable than it has been in the past! This, I think, will be
one of the lessons of the great depression and of Britain'’s failure
to bend her own economic structure to the monetary policy she
adopted after the war. So the complaint of a well-known busi-
ness man in Melbourne the other day that business men had now
to take cognisance of monetary policy is well founded. A rigid
economic structure and a changing unit of money are incom-
patible in the long run. Unless the business man can devise
some means of reducing the rigidity of the structure, there is
no alternative to monetary policy as the means of making adjunst-
ment to rapid price changes.

If this monetary policy could be operated in a closed
gystem, and could take the form of a mere alteration of the
amount of currency it would present few difficulties. Some plan
of stabilisation of the general price level would then be possible
by the simple expedient of varying the supply of currency
according to changes in the value of money as determined by
an index number of prices. Consider for example Marshall’s
suggestion that ‘‘a Government Department could buy Consols
for currency whenever £1 was worth more than a unit of pur-
chasing money, and would sell Consols for currency whenever it
was worth less””, Marshall did not advocate this proposal,
though he stated his belief that it would give ‘‘more stability
to our foreign trade than our present currency’’? Over long
periods of time these and other plans, snch as Fisher’s proposal
for stabilising the dollar, would undoubtedly reduce the fluctua-
tions in the secular movements in the value of money. They
would not, however, deal at all fully with the many causes of
maladjustment in the economic system, such as the over-produe-
tion of certain commodities, the varying rate of investment as
ecompared with savings, and differences between the long and
short term rates of interest. All these causes of maladjustment
are in foree at the moment, and to use a phrase pleasing to the
critic of monetary theorists, we cannot expect a monetary nos-

" trum to remedy the present situation. This would be true in
a close economic system ; it is even more true in the international
gystem as we know it to-day. Whilst, therefore, the objective
of monetary policy is clearly to raise the present price level,
and later to stabilise it at some point not yet clearly defined,
we must not assume that the depreciation of sterling and the
ultimate stabilisation of the sterling exchange in terms of gold
or some common international eurrency, will antomatmally bring

¥, Memorials of Alfred Marshall, page 207.
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us within reach of this objective. Under certain econditions
indeed the depreciation of sterling might cause greater confnsion
than now exists and retard the process of econtomic recovery.

I

It was not until the sterling exchange showed a rapid
improvement in March that the problem of ‘‘stabilising’’
the rate became one of great immediate importance. In fact,
however, it was a problem of preventing the rate from
rising too rapidly under the stimulus of a flow of short
term funds towards London. These funds were turned in
the direction of London because the British Budget was
balanced, the Ameriean sitnation was deteriorating rapidly
under the Congressional propaganda for inflation, and
the natural return of funds that had left during the August
crigis of 1931. In addition, the trade returns were improving
as 8 result of the expansion of exporis and the restriction of
imports under the influence of a depreciated exchange. In intro-
ducing the proposal for the Exchange Equalisation Fund, the
Chancellor of the Exchequer remarked that whilst the flow of
liquid eapital from abroad ‘‘was flattering to their vanity, it was
sometimes a serious embarrassment to their trade, and moreover,
80 far as it did not represent genuine improvement in the balance
of trade, it was apt to give rise to dangerous developments’’.
In reality the Government was apparently desirous of preventing
sterling from appreciating, and it eonld not take effective action
without providing funds in the Treasury and the Bank of Eng-
land to purchase surplus exchange with a view to holding down
the rate. The objeet of the Exchange Equalisation Fund of
£150m., plus £25m. from the old exchange account, was indeed
threefold. In the first place, it was designed to prevent what
the Financial Secretary to the Treasury called ‘‘sudden and
unmanageable lurches from one side to the cther’. Secondly,
it was necessary to enable the acecounts of the Bank of England’s
Issue Department to balance when it varied its gold holdings.
The gold held against notes is still valued at the old par, while
foreign exchange held is valned at the current market price.
Thirdly, there was a possible loss by the Bank of England on
account of the foreign credits it had raised in August before
Britain went off the gold standard This loss was to be made
good to the extent of £8m.

The Treasury is to control the funds but the funds will be
used in part to strengthen the Bank of England in its exchange
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operations, The Bank has apparently from time to time varied
its holdings of foreign exchange, but there is surprisingly little
information eoncerning these operations of the Bank or of the
Treasury. The Bank return, however, shows some unusual
changes in the asseta of the Issne Department. ‘‘ Other securi-
ties'’ rose rapidly in April and were over £60m., during May
and the early part of June. This coincided with the period of
the appreciation of sterling or its maintenance at a figure round
about $3.67. Apparently the Bank was increasing its holdings
of foreign exchange for the purpose of preventing the rate from
riging. In July, however, the Bank had reduced its holdings
of other securities in the Issue Department to about £20m., and
at the last return (August 4th) they stood at only £22m. This
decline in the holdings of other securities coincided with the
steady depreciation of sterling to its present level ($3.46). The
Bank had thus steadied the fall of sterling by selling its hold-
ings of foreign exchange. The causes of this fall are a little
obscure. The most important probably are (1) the natural
seasonal weakness of sterling at this time of the year, (2) the
flow of funds towards America with the return of confidence
there and the very low values of stock exchange securities, and
(3) the current notion that the policy of the British eurrency
anthorities is to stabilise sterling at about $3.40. Of these the
second is probably the most important. Not only are U.S.A.
funds being repatriated, but new short term eapital is being
invested in the United States.

v

Perhaps the most interesting question regarding the
stabilisation of sterling is the rate at which the relation of ater-
ling to gold should be fixed in the future. I assume that Britain
will return to the gold standard and that the United States will
not be forced off the gold standard. I ghall, therefore, speak
of the sterling dollar exchange rate when referring to the rate
for stabilisation. Post-war experience has familiarised us with
the idea of purchasing power parity. Theoretically, we wonld
say that the rate of exchange, sterling on the dollar, should be
such that the internal purchasing power of the £ is equal to
its external purchasing power when converted into dollars at the
current rate. That is to say, it is a rate determined by the ratio
of American prices to British prices. In arriving at such a rate,
however, we have to consider the difficult problem of comparing
British and American prices together with possible changes in
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the tariffs and the real ratio of international exchange between
the two countries. If a wide difference developed between
wholesale prices as measured by the Board of Trade Index in
Great Britain and the Bureasu of Labour Index in the United
States, we could be reasonably certain that purchasing power
parity wonld be away from the old parity of $4.86. We cannot,
however, be quite certain that this movement was precisely de-
termined by the ratio of the two price levels.4

If the doctrine of purchasing power parity is eonsidered
in relation to the prosperity of the export trades of a country,
it will be observed that the rate of exchange has, in fact, a vital
influence in equating intermal costs to selling prices. Indeed
this is only another way of stating the purchasing power parity
theory of the exchanges. It is ultimately through the trade
returns that the rate of exchange will be fixed. Short period
movements resulting from the flow of capital will continue to
occur, but ultimately the balance of trade will fix the rate.
This in turn is largely determined by the prosperity of the
export trades. That Great Britain had experienced consider-
able difficulties in maintaining her export trades with exchange .
at parity with gold is now an established fact. The full measure
of these difficulties are perhaps best shown in Table 4 below,
taken from a paper read by Mr. Snow before the Royal Statis- .
tical Society. The steady decline in the ‘‘favourable’’ balance
in Class IXI shows the weakness of the position.

If parity of exchange is far removed from purchasing power
parity the currency will be over-velued at parity, and exports
will languish while imports are encouraged. Eventually this will
drive the country to expedients to maintain parity or to a
depreciation of its carrency. We may, therefore, think of the
exchange rate as the point at which the exports can be main-
tained, with imports at a level consistent with the eurrent stand-
ard of living. This is perhaps the inner meaning of a statement
recently made by Sir Josiah Stamp when referring to the
opinions of leading economists regarding the problem of sterling.
‘“May 1 express an opinion for them,’’ he stated, ‘‘that what
they are aiming at first of all is not to find first the level of
exchange, but to find that priee level in our country which would
enable the country with its various rigid factors to funetion
to its maximum possibilities—a price level which will not involve
increases in money wages, but which would enable business to

of i: On this point the discussion in Keynes' Treatise of Monecy, Chapter V., is
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funection profitably.’’ The ultimate test will, of course, be the
profitability of the export trades, or of trades competing with
imports. A decline in either of these trades involves a heavy
loss of national income with much unemployment. In so far as
these trades can be maintained through exchange depreciation,
the problem is to determine at what level the exchange should
be fixed in order to preserve a reasonable balance between in-
ternal costs and selling prices,

I have made an attempt, perhaps on somewhat unorthodox
lines, to ascertain this rate. Taking 1924 as base it is possible
to work out the exchange on the following assumptions. , The
Board of Trade Index Number of industrial preducts {exeluding
foodstuffs) can be taken as the price level for industry. Cost
of raw materials may be measured through The Economist Index
Number, and general costs through the wage rate as determined
by Bowley’s index number of wages. In the second quarter
of 1931, while England was still on parity with gold, these index
numbers on 1924 as base were as follows:—

Industrial Produects (Board of Trade} .. .. .. 60-24

Raw Material Prices (Ectmamist) vhoee on .. 4968

‘Wages (Bowley) . . ee e P 8 4

Let z be the percentage ratio of the required price level of
industrial produets to the existing price level, when the new
price level is determined by exchange depreciation. Raw mater-
ials would also be raised in the same proportion. If we assume
that raw materials and wages enter equally into costs we get the

following conclusion:—
96-92 - 49-68z
2

80-24xr =

% is then equal to 1-37.

During 1924 the exchange rate sterling on the dollar was
$4.42. Applying the value of z to this rate we get a new rate
of $3.23.

If we assume that raw materials are double the importance
of wages in determining costs, the new rate of exchange wounld
work out at $3.71. This would give us an upper limit of $3.71
and a lower limit of $3.23 between which the real purchasing
power parity would lie, Somewhere between these two limits
the ezchange could be fixed with a reasonable certainty that
the export industries could be maintained in a healthy condi-
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tion,®* I have made other calenlations, nsing the price index
numbers of the first four months of 1932. This gives me a limit
between $3.14 and $3.53. If we make the calculations on parity
as the basis instead of the actnal rate for 1924 the limits are
$3.46 and $3.89, using the index numbers for the first four
months of this year, and $3.55 and $4.08, using the index num-
bers for the second quarter of 1931.

EXPORT INDICES 1930-100
UK  Sterling

40Jll1é TAug Oct] [Dec] TFeb™  Apr
193| T

| &

v

A rate round about the purchasing power parity will not, of
course, give 8 much needed increase in sterling prices. The
parity point in any case may vary if gold priees continue to fall.
Indeed, the slump in American prices in the past six months has
probably caused the British authorities to revise their ideas of
purchasing power parity. It would be a mistake, however, for
Qreat Britain to confine her monetary policy to an effort at

5. Several referances to the real purchasing power parity rate have been made
in recent months, Mr. Keynes put it between $3.40 and $3.80 (Llowds Bonk Review,

April, 1932), Mr. Hawtrey at about $3 (Journal of the Rowal Inmstituts of Intere
national AJ 1982 b. Z20), and Professor Gregory, from $3.50 to $4.00
{Ths Gold suadcrd. P.
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depreciating her curreney, pars passs, with a fall in'gold prices.
An even greater mistake would be to attempt to under-value
her eurrency by a substantial amount with a view to stimu-
lating her export trades, I have shown in the accompanying
chart the movements in the value of the export trade of 29
countries, together with movements in the British export trade
valued in sterling, and in dollars at the ruling rates of exchange,
It is clear from the chart that some improvement in British
trade has oceurred relative to world irade, even when the value
of British exports has been converted into dollars at the ruling
rate of exchange. This suggests that the British export trade re-
eeived a stimulus that might not be maintained, as costa rise
relatively to selling prices, or as other countries adjust their own
costs to their selling prices. There are two sources of economic
logs in a serionsly undervalued eurrency. In the first place,
British export industries are stimulated, and the industries of
other countries, especially gold standard countries, are dis-
organised temporarily by the competition of British goods. There
is & consequent loss to the gold standard countries whose indus-
tries may actually be more efficient than the British industries.
‘With an adjustment of eosts to prices in both countries, these
more efficient industries in the gold standard countries will
eventually defeat those British industries that have received
temporary and artificial stimulus from the under-valued cur-
rency. The consequent disorganisation of industry in Great
Britain is the second source of economic loss. Actually the losses
may be much greater than these in 8 period of acute depression,
like the present, when confidence is at a low ebb. British policy
must, therefore, be designed to stimulate activity abroad contem-
poraneously with her own interrnal improvement caused in the
first instance by the depreeiation of her exchange,

She has also to consider the position of her debtors, There
are eonflicting estimates of the changes in the amount of interest
received from abroad. The Board of Trade gives the net income
from overseas investment as £250m, in 1929, £220m. in 1930, and
£165m. in 1981.% Clearly, the fall in income from investmenis
has been one of the chief causes of the adverse balance of pay-
ment on income account. A monetary policy that attempts to

8. A different estimate is given by Bir Robert Kindersley in the Ecomomic
Joxrnal for June, 1932, His figurea are £23im. for 1929, £208m. for 1930, £170m.
for 1831. 'There are some important differences between bis method of estimntlng
the income and the method of the Board of Trade. The fixed mterut-bqrmz securi-
ties, such as foreign and colonial Gover t stocks, have d d very little. No
dnclina at mll has taken place in the fixed mterut-bearinz stocks in the British
Ermpire, but the ability of some British aud Empire countries to meet their payments
would be jeopardised by unfavourahle export sessons st the present level of prices.

b



1982 COPLAND: STABILISATION OF STERLING 13

stabilise sierling prices at a low level will impose a serious
burden upon Britain’s debtors, and render impossible & recovery
of British income from investments to the 1929 level. It may
be doubted whether sterling prices ean be raised sufficiently to
bring about this recovery in any case. It is guite certain that
the prevailing level of sterling prices, even with an exchange
depreciation of 30%, will make it impossible. A rise in gold
prices ghould not, therefore, be made an exense for an apprecia-
tion of sterling in terms of gold. In other words, the exchange
cannot be managed in the immediate future on any traditional
theory of the balance of payments. It may be doubted, how-
ever, whether a rise in gold prices would be followed immediately
by any improvement in sterling exchange. The geods that wonld
benefit most by such a rise are the raw materials and foodstuffs
that make up the bulk of British imports. As these would
increase in value the cost of imports to Britain would increase,
and the pressure on exchange would rather be in the directicn
of depreciation. On the whole, Britain’s debtors would benefit
because the sterling prices of their exports (mainly raw mater-
ials and foodstuffa) would improve, and the burden of ‘their
external debts would be correspondingly lightened. Should a
favourable flow of funds on investment account exert an in-
fluence towards an appreciation of sterling this benefit would
be lost under a so-called natural exchange rate. It is, therefore,
important for Britain to hold down her exchange rate on gold
in order that her debtors may profit by any rise in gold prices.
Provided such « rise is taking place the depreciation of sterling
cannot be responsible for any of the difficalties mentioned sbove
in the discussion of a heavily under-valued currency. The prob-
lem arises, therefore, as to what action Britain should take in
order to stimulate recovery of gold prices while she is maintain-
ing a depreciated exchange.

VL

The relation of the sterling dollar exchange to British,
French, and American prices iz shown in the accompanying
chart.

It will be observed that sterling prices rose when ster-
ling was depreciating in terms of gold, even though gold prices
in both France and the United States fell. Later the improve-
ment in the sterling exchange was accompanied by relative
stability of sterling prices followed by a decline. The rise in
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French prices during the first quarter of the year is not in keep-
ing with what one would bave expected. A study of the local
trade and tariff restrictions may explain the movement. The
French index nomber is more comparable with The Economist
than the Board of Trade, which is the basis of the sterling index
number as given on the chart. This makes the movement all the
more inexplicable. The American index number used is the
Burean of Labour, which is comparable with the Board of Trade

%l
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index in Great Britain. The actual figures are given at the close
of the paper. ’

Quite the most serious feature of the chart is, of ecourse, the
continued downward movement of gold prices in the United
- Btates. While this movement continued the depreciation of
sterling eould not bring muech relief to either British or over-
seas eountries whose currenecies are linked with sterling. Great
Britain must, therefore, endeavour to devise a policy under which
she will reap all the benefits of exchange depreciation through
a rise in gold prices. What policy can she pursue? A good deal
has been said on this matter in recent weeks, and I have nothing
new to add. I suggest that pending an international agreement
among central banks, Great Britain should pursume vigorously
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her present policy of low interest rates, that she should
endeavour to have a similar policy adopted in as wide an area
as possible, and that concerted action should be taken by her to
restore international lending. Short term interest rates are low,
and with the conversion operation in London the long term
rate has been revised downwards. But a good deal has yet to
be done to adjust the long term rate of interest to the short
term rate in all countries. This can be done only by definite
action on the part of the banks to reduce deposit rates, and by
action on the part of the central bank to inerease its holdings
of Government securities, preferably by an expansion of central
bank credit. There is evidence in the Bank of England return
that Britain has been operating in this way. There has been
a steady increase in the Government securities held by the Bank
of England. At the date of the last return they stood at £76m.,
compared with about £656m. early in July, and £50m. when
Britain went off the gold standard. At the same time there has
been an inerease in bankers’ deposits with the Bank of England,
a movement that would naturally be associated with the pur-
chase of securities by the central bank. Bankers’ balances with
the Bank of England now stand at £85m., compared with about
£55m. when Britain went off the gold standard. The policy of
purchasing Government securities might, however, be more
rigorously pursued, somewhat on the lines of the recent opera-
tions carried out by the Federal Reserve Banks in the United
States, If Britain is able to secure the adoption of such a policy
by a number ‘of other countries whose currencies are linked with
sterling, an increase in economie activity leading to an improve-
ment ip prices will take place in these countries. This is the
real reason why some authorities have advocated the creation of
a sterling blee, recognising British leadership in international
finance, Such a group might contain most of the Empire coun-
tries, together with many Eurcpean countries, Japan and even
some South American countries that prefer to stabilise their
currencies in relation to sterling, rather than to the dollar or
the frane. But the wider the area the more likely is the policy
to prove helpful to Britain herself and to the gold standard
countries. The great difficulty would, of course, be a possible
shift of short term funds from London to New York or Paris,
should these two centres again attract short term investors. This
might depress the sterling exchange to an unduly low point,
bringing the evils of under-valuation already discussed. Against
this poseibility must be set the fact that a stimulation of invest-
ment in a wide area, such as a sterling bloc established on the
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lines suggested, would increase gold prices and provide a basis
for low interest rates and general expansion in the gold stand-
ard countries, In this event, the attractiveness of gold standard
countries for short term investments would not be so great rela-
tive to the attractiveness of the sterling bloe. Moreover, the
objective of the policy wonld be to shift funds from short term
to long term investments, and thus to remove the menace of

EXPORT PRICE INDEX
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ghort term money that has exerted such a devastating influence
upon the international money markets in the past twelve months.
A policy of this nature would be positive as compared with the
policy of mere exchange depreciation. The gold standard coun-
- tries would themselves be assisted by the policy, and the basis
could then be laid for international action, certainly hetween
Great Britain and the United States.

VII

'Clearly Australia and the British Dominions in general
would benefit by the stabilisation of sterling at a low rate if at
the same time the policy of expansion of investment was being
pursued. The chart on export prices for Awusiralia shows
clearly the effect upon the value of our exports, of the
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depreciation of sterling and the further depreciation of the Aus-
tralian £ (old prices are approximately 68% below the level
of 1928, and sterling prices approximately 57%. Despite an
expansion of the volume of exports of over 256% since the begin-
ning of the crigis, the total sterling value of the exports of mer- -
chandige for the year ending June 30th last was approximately
£78m., compared with over £140m. before the depression. Our
imports have been reduced from approximately £144m. to £44m.,
and this low level must be observed unless we have a substan-
tial recovery in export prices. The volume of exports in 1931.
32 cannot be maintained in a normal season, so that some rise in
prices is required if exports are to be kept at a sterling value of
about £80m. The stabilization of sterling at a low level with a
subsequent rise in both gold and sterling prices is thus a matter
of vital importance to Australia, as it is to most other British
countries. The act of stabilising at a low rate will be welcomed
by most people in Australia, even by the many people who have
raised their voice against a supposed artificial rate of exchange,
Australia on London. It will readily be accepted that a
depreciation of the British £ in relation to gold of say 30%,
giving a rate of approximately $3.40, is an act of necessity for
(ireat Britgin. Such a rate will be regarded as the normal rate,
and most people will observe that it raises the vslue of Aus-
tralian exports and reduces the burden of the external debt.
Britain’s action, however, is based upon the pesition of her
export trades and the necessity for maintaining the internal
price level. In a word, monetary management is to be adopted
instead of eost reduction as the method of adjustment to the new
position. It is a curious commentary upon our knowledge of the
elementary principles of economics and banking theory that we
can welcome the adoption of such a fundamental principle in
(Great Britain, whilst deploring its extension to Australia.’ This
is not the place to argue the case for and againat a high exchange
rate in Australia, but I think I may be permitted to draw atten-
tion to the fact that a depreciation of 30% of sterling on gold
should under present conditions logically be followed by a
depreciation of Australian currency on sterling of a substan-
tial amount, certainly not less than the present exchange rate.

D. B. COPLAND.
The University of Melbourne,
August 5, 1932,
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_ TABLE I
Ezports of Qreqt Brilain and 29 Nations
Sources: London and Cambridge Economic Service and Economist

Exgorta Expor CRTBS Gachn: 5 Rodomn.
Period. Sterli . . 7. Ver.,
e Exchange. Britain. 1930 = 100 1830 = 100. 1980 = 100.
Average 1980 47-54 4-8623 47-50 100 100 100
1831
June . 29-4 4-865 29-39 61:84 61-87 70-0
July . 34-3 -857 34-28 72.-15 72-06 70-0
Aug. .. .. 20-1 -BbT 29.04 61-21 61-14 87-b
Sept. 298 -542 2781 62-68 5856 69-2
Oct. 32-8 3.-886 26-19 68-99 55-14 69-2
Nov. 319 -T19 24-38 67-10 51-33 66-3
Dec. . 82-1 772 22-24 67-b2 46-82 615
1932 .
Jan. .. 811 3-430 21-92 65-42 46-15 49-5
Feb. 30-0 -459 21-32 63-10 44-88 50-5
March 31-2 -834 23-30 65-63 49-05 519
April 34-8 -752 26-83 73-20 b6-48
TABLE 1T
Wholesale Prices
United Kingdom
United States
France
1928 = 100
Sources: Economist
United United Sterling
Kngdom States France Dollar Ex-
{Board of (Bureau of ( Economist) change
Trade). Labour). (av, daily)
1931
January .. .. . 76-2 809 78-1 41-86
February .. . 75-7 79-4 777 4-86
March 755 78-6 -7 4-86
April . 75-3 77-4 81 4-86
May . . 74-4 75-7 75-9 4-86
June - 73-6 74-6 75-4 4-87
July .. .. 72-8 4-4 73-6 4-86
August .. . 70-9 74-6 1.9 4-86
September . 70-7 73-6 691 4-54
October . 74-4 727 66-8 3-89
November . 75-8 72-6 65-9 8-72
December . 75-4 71-0 65-8 3-37
1682
January .. .. 75-4 69-6 65-4 3-43
February .. 75-1 68-6 66-5 3-46
March .. T4-6 68-2 87-5 3-63
April 73-0 68-8 870 3-76
May .. 71-8 66-4 66.-0 3-70
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TABLE III
Atsiralian Export Price Index
1928 = 1000
Index
ndex
Date. Auatralian seing.  GoW ¥aives.
1931
January .. .. .. 511 429
February . 560 433 with
March .. 596 461 Sterling
April 597 462 VYalues.
May . . 584 452
June .. .. .. . 558 432 Identical
July .. .. ... . 545 422
August .. .. .. .. 512 396
September .. e e 514 398 anms
October .. .. .. .. .. 596 461 359
November .. .. .. .. 637 492 374
Qecember P . 595 477 asz2
1932
January .. .. .. .. .. 583 469 a3t
February .. .. .. . 589 474 387
March .. .. .. .. ... 553 445 333
April .. .. .. .. .. 638 433 334
May .. .. .. . . ba2 428 323
TABLE 1V
British Trade, Excess of Commodity Imports over Exporis
£ million
L Class IL. Class 111
(Food-stuite). (Raw Mutezinis) (MaDIfactured ATl Artickes.
1924 . 484 217 —353 336
1926 .. .. .. .. 483 250 —328 k31 3
1926 .. .. .. .. 453 271 —250 483
1927 ., .. .. .. 460 204 —266 386
1928 .. .. .. .. 449 198 — 287 352
1928 .. .. .. .. 4b4 206 —268 382
1930 .. .. .. .. 403 148 —157 386
1981 .. .. .. .. 361 101 —46 409




THE COURSE OF WORLD PRICES

I. What Prices?
II. Wholesale Prices.
III. Export Prices.
IV. Index Numbers Generally.
V. Wool and Wheat.
VI. Prices and Costs.

This paper attempts only to give in convenient form a few
data of the main price movements in recent years and months
in different countries, with some comments on the comparability
and significance of the figures. A simple statement of the facts
of the decline in prices is desirable as a background for the dis-
cussion of any aspect of the world depression. It is doubtful,
however, whether a simple statement is possible.

I

In relation to business activity, the important thing is the
relation of prices to costs. ‘‘Prices’’ in this connection should
be the prices received by the producer. These prices are never
satisfactorily measured. ¢‘Costs’’, so far as they depend on
causes outside the industry concerned, depend on retail prices,
wages and interest. These are not so difficult to measure as
production prices, but the obstacles have been great encugh to
prevent a full and accurate measure in any country. The retail
index for food or for food-and-rent is generally some guide to
eosts and, under Australian methods of adjustment of wages
(and, even at times, interest) to retail prices of food and
housing, an index of the latter is a moderately satisfactory index
of the external factors in eosts. This index for Australia has a
comparatively high degree of accuracy. It appears to measure,
also, with fair accuracy, at least in the long run, the movement
in the retail prices of other commodities besides food and
housing. It is closely related to wage movements. It may,
therefore, be accepted as a fairly good measure of costs
external to the industry. For other countries the choice is be-
tween an index of food prices and one covering all household
expenditure. The measurement of food prices is generally good
but that of other household expenditure is nncertain. In some
important countries, it is certainly very rongh. We are reduced
then to retail food prices for a general comparison, with the im-
portant reservation that wages in most countries have nothing

20
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like the same close connection with retail prices that they have
in Australia.

For ‘‘costa’’ then we have the index of food prices, which
is inadequate, but is at least measured with fair accuracy on
uniform lines in most countries. For ‘““prices’’, we require
production prices—the prices received by producers—and we
have not got them.

Production prices for foodstuffs and raw material are easily
obtained. It is with manufactured goods that the diffienlty
occurs, and there are no fizures which make any pretence of
being comparable for different countries. There are two
messures of price which have some bearing on the matter—the
so-called index of wholesale prices, and the index of export.
prices. These may be briefly considered.

II

This is not the place for a detailed exposition of the vices
of the wholesale price index number. It is one of the major
handieaps of economie science that a single term should cover
mesasures of prices so different in their field, and in many cases
50 loosely constructed, as the different index numbers of whole-
sale prices. Two of the best known index numbers may be

_instanced, which purport to measure the same prices for the
same couniry. From 1925 to the beginning of 1930, the British
Board of Trade shows a fall in wholesale prices of 11 per cent.;
The Economast index number a fall of 23 per cent. This appal-
ling diserepancy ‘is not cited in any spirit of pharisaical recti-
tade. Australia must confess itself the chief of sinners. 1 hope,
however, some fruits of repentance may manifest themselves
within the next twelve months.

The deficiencies of the wholesale price index, as a measure
of prices obtained by producers, fall under two main heads.

(1) SBome index numbers are almost confined to foodstuffs and
raw material; others include as many manunfactured and
semi-manufactured articles as possible. The Economsst
and ‘‘Board of Trade’’ index numbers, quoted above,
Hlustrate the two tendencies; and neither are extreme
cases. Most countries rely on one index number, and it
is necessary to have a clear picture of the content of each
index number before making comparisons. A fall of 5
per cent. recorded in one couniry may signify a greater
fall in priees than 10 per cent. recorded in another.
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(2) The basis of most wholesale price index numbers is con-
samption, where any basis i3 acknowledged. The prices
recorded are wholesale prices fo the consumer. Hence
on the one side they neglect, or under-weight, production
for export, and on the other they are swollen by taxes
and duties of customs and excise. For economic recovery
we need higher prices relative to costs. Raising prices
by taxation may in some cases help to that end—where,
for example, a customs duty or sales tax causes an indireet
reduction in real wages. But that only happens under
special conditions with very rigid nominal wages. Prices
may be raised by customs or excise duties, without any
inerease in price to the producer, but, on the other hand,
with an increase in costs, For example, the tax on tea
in Anustralia increases wholesale prices, but it also in-
creases retail prices, and wages. No producer receives a
better price for his production, and all producers’ costs
are raised. In a world of falling prices, Country A may
keep the index of wholesale prices steady by such taxa-
tion, while Country B without such taxation, shows a fall
of 10 per cent. Yet producers’ prices relative to costs
will have weathered the storm better in B than im A.
Even if without actusl taxation, the home price of an
export commodity is sustained by control of the home-
market, it may well be that over the whole community
the inerease in costs outweighs the benefit of higher prices
for some production. It follows that no inference from
the movement of the wholesale price index can be made
without a full knowledge of how these prices have been
affected by taxation and marketing control.

I

An index of export prices, in conjunction with an index

of import prices, would give the best measure of the direct eifect
_of world price movements on the economy of a country. Their
mmportance would vary with the importance of external trade;
even with the countries most dependent on external trade, export
production is not more than a quarter of total production of
goods and services. So that at the best the picture they give
of production prices is very incomplete.

Export prices can be computed with considerable accuracy
for countries exporting only foodstuffs and raw material, such
a8 Australia, New Zenland, and the Argentine. For other coun-
tries their accuracy is dubious. For all countries, and particu-
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larly for countries like Australia, index numbers of import prices
are rough, and may be too nncertain for use,

Iv

To those deficiencies in respect to wholesale prices, export
prices and import prices, may be added the limitations of index
numbers generally. Beside the possible technical defects in the
construction of the index and in the collection of significant
data, there is the general imposasibility of constructing any aceu-
rate price index where there is any great change in the relative
importance of the commodities under survey. No index number
ean take into proper account the consumption of petrol in com-
parison with pre-war years. In general, index numbers of
wholesale prices, based on consumption, will not be seriously
affected. But exports and imports are subject to greater changes
in a comparatively short period, and the corresponding index
numbers cannot be used safely without inquiry into changes
that may have taken place in the relative importance of the
commodlities exported and imported. For example, an export
index number for Australia, based on export quantities 30 years
ago, when gold made one-third of total exports, would be very
different now from one based on post-war exports. The change
in the make-up of imports in the last three years is so great that
a comparison over recent years would be dubious, even if the
other difficulties in an import price index could be overcome.

‘With these reminders of the dangers of inference from
index-numbers, a selected sample may be offered for considera-
ticn in the three tables, I, IT, and 1I1. The countries are grouped,
as you see, into *‘sterling countries’’, ‘“‘gold countries’’, and:
other. ‘‘Sterling countries’’ is meant to indicate countries with
stable currencies tied to sterling by a controlled and controllable
ratio. ‘‘Gold countries’’ are those whose currencies are still
nominally at par with gold. *‘Other’’ countries are nondeseript,
including Canada, whose love for gold is tempered by a certain
controlled distance, and countries like Spain and the Argentine,
whose currencies are both inflated and unstable, The same coun-
tries are shown for Wholesale prices and Retail food prices. For
export prices, the difficulty of getting recent figures has limited
the selection. _

(The data are taken for the most part from publications of
the League of Nations with reference to original sources for
some of the later figures. The two sets of figures are not always
in perfect harmony but the discrepancies are small and
immaterial for the present purpose}.



Tipe I
Wholesale Price Index Numbers
Base 1913 == 100

Starling Countries Gold Countries Other
Great
Period Rritain
Bt::frd Eﬁ:\‘o— Blrit:'ﬂ: 3::1; New t‘;:l.(n léﬂ?: France Holtand Swltraur-G ny iof‘:?ga Canads Japan A‘r‘[n\t.n- Spaln
Trade
1926 te ws ae s 148 156 179 210 161 170 148 341 166 162 142 128 160 202 147 188
1928 e ae as o as 140 186 164 158 147 186 140 131 145 146 140 120 151 171 180 187
1929 e we 1a as 187 128 169 160 147 166 138 127 142 141 187 118 149 166 128 iT1
1930 I .. 0 oo o 131 119 147 143 147 168 184 (119) 131 136 182 107 149 162 126 172
ViI . 119 107 120 120 144 161 120 (116) 116 120 125 100 143 184 122 170
1931 1 107 91 110 118 140 134 110 (106) 106 116 1156 102 120. 120 118 178
v .. 168 9¢ 110 1165 134 138 106 {108) 102 112 114 99 116 119 114 172
vir .. 102 86 105 110 181 131 103 102 97 110 112 98 112 116 114 176
X ... 104 90 108 113 181 129 101 23 80 106 107 99 110 111 128 176
1932 I - 108 90 109 118 182 180 oé 89 84 101 100 1] 108 121 121 176
IV .. .. ... 102 8¢ 104 116 129 132 84 89 80 OB 08 o4 107 116 121 181
Vo o e vn as 101 88 100 114 129 129 92 89 T8 98 87 — 106 114 120 177
Vi . o8 81 97 118 128 128 22 86 78 96 96 —_ 104 111 - 174
Percentage fall to June,
1982 . (a) {b) (c)
(i) From 1925 . .. 84 48 46 46 20 25 38 39 50 41 32 27 35 4B 19 7
(it) From Jan., 1930 25 32 84 21 12 19 32 (28) 40 30 27 12 a0 27 4 41
(iii} From Jan., 1931 8 10 12 4 8 4 1T (19) 26 17 17 8 18 T 43 +1

. {w) 1926, The French figures io brackets are interpolated. (b) To Apri), 1938,

{0) To May, 1932,



- Tasre II
Retail Food Price Index Numbers
Base 1914 = 100

Starling Countries Gold Countries Other
Pariod -
Biin Indts  merk  Zeeind teia | Bises FranceHollund ST Germany 7L | Consds Japan  Spsin
{n) (a) (b)
1926 v e as 171 1869 184 147 184 166 - 95 169 148 120 137 2386 189
1928 ve e e s 157 161 160 148 156 146 111 91 16T 152 117 148 202 178
1929 . . 164 164 148 144 160 166 124 89 166 165 116 147 208 181
1930 veen e 164 163 146 143 153 162 124 89 1556 160 112 1564 194 182
Vi .. .. 144 1583 187 140 147 141 122 82 152 146 109 1483 169 180
1931 I ... 186 125 127 129 186 130 182 78 148 184 108 120 158 198
v .. ... 1286 117 128 121 181 122 180 74 142 120 107 117 164 190
Vii .. .. .. . 128 118 110 117 126 117 126 T4 140 130 104 108 140 193
X .... 180 118 120 119 124 117 116 73 138 123 103 104 145 200
1982 1 . . 131 116 — 118 128 107 114 68 132 118 99 101 164 199
v . . 126 111 — 113 127 101 115 64 128 113 99 95 166 197
v . 128 111 — 112 - 125 90 114 64 126 118 98 91 166 184
VI - 126 111 118 111 128 98 111 63 125 113 96 o0 161 179
Percentage fall to June,
1932 .. .. .. .e oae
(i) From 1926 . .. 27 34 40 24 10 37 - 84 28 24 2 84 86 5
{ii) From Jan., 1930 19 32 20 22 18 8 10 20 19 25 14 42 22 2
(iti) From Jan,, 1931 8 11 9 14 7 25 16 19 18 18 11 30 +1 10

(n) Gald Index.

(b) 1931.25 bese.



Tapre III

Ezport Price Index Numbers

1913 = 100
Btarling Countriss Gold Countrise Otber.
st Indls  Denmark NI, Auwteaiim | UsA. STEMS- germeny  S2MR | gemasa
(8)
1821 .. ., .. .. 269 216 246 166 168 150 210 81 124 149
1025 .. ., 184 168 212 178 188 144 lg2 133 120 145
1928 .. .. 168 138 139 156 162 126 161 134 118 128
1929 ., 169 128 148 148 189 126 150 182 116 180
1830 .. .. . 162 106 126 116 106 113 142 124 108 107
1881 .. .. .. .. 188 - — 80 89
1082 (6 m.) . .. 128(b) —_— —_ 83 80

() Including gold exports.

(b) Three months.
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If the figures of these tables could be taken at their face
value, one would expect to see some considerable difference in
the movement of prices between sterling countries and gold
countries. If they are taken in groups, some tentative inference
may be aliowed. If the fall in wholesale prices up to May,
1932, is taken from the year 1925, no difference appears. Both
groups appear to have had about the same fall in prices. If
January, 1930, is taken as the starting point, the fall in gold
countries appears very much greater than in sterling countries,
movement be taken only from January, 1931, the fall in gold
countries appears very much greater than in sterling countries
in which there was relative stability. In other words, the
sterling countries are those in which prices fell most rapidly
_in the earlier part of the depression, and it was this greater
fall in prices which forced them to geck relief by a measure of
curreney inflation. The same comparison holds for retail food
prices, but here the difference between gold and sterling eoun-
tries is, as might be expected, less marked, partly becanse there
would be some lag in the movement of retail prices,

v

Let uws now leave these very imperfeet attempts at generali-
sation by means of index numbers, and come down to the
common earth of actual prices of a few important commodities.
Contemplation of their vagaries over the lash sixty years should
be entertaining at least, if not profitable,

The ecommodities selected are wool and wheat, as of para-
mount interest to :Australia, and cotton, as a kindred raw
material in which we are not yet deeply interested, or—shall
~ we say!—involved. The prices taken are yearly averages:—

‘Wooal. Average Anstralian export prices.
‘Wheat. Melbourne price on rails Williamstown.
Cotton. Liverpool spot price for American middling.

For 1932, prices are taken as at the end of June, sinee the
average for the year is not to be guessed, and the wool price
is based on Mr. Waites’ index of wool-brokers’ prices, as export
prices are only valid if taken for the whole year. All prices
are in sterling; the Australian prices for wool and wheat for
the last two years have been turned into sterling at the current
rate of exchange.

It is of interest to compare the run of these prices with
one another and with the Statist index of wholesale prices for
Great Britsin. The Statist index is chosen because it is almost
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purely an index of foodstuffs and raw material which enter
freely into international trade. Fresh meat and potatoes are
the only commodities in it which have even partially a naturally
sheltered market. The Statist index, therefore, gives a good
pieture of the general movement of world prices of foodstuffs and
raw materials, of which wool, wheat and cotton are typieal
examples,
On charts 1, 2, 3, and 4 are graphed the prices of wool,
wheat and cotton, as defined above, and the Statist index of
wholesale prices from 1871. These detailed graphs, which are
not here reproduced, are exciting but not very luminous. I have,
therefore, reduced them to a simple diagrammatiec form, which
is shown superimposed on the yearly plottings. The horizontal
lines show the actual average for the years specified. The periods
of years covered by the horizontal lines were chosen by inspec-
tion as periods for which the price appeared to oscillate about
a certain Jevel, with no marked trend either way. (For wheat,
however, the horizontal line from 1880 to 1892 requires some
apology.) These simplified diagrams are then pat together in
chart 5, in which their relations can be studied. The great
similarity between all four graphs, both in the time and degree
of their movements, is very striking. The commodities chosen
differ as widely in the conditions of their production as any out-
gide the range of purely tropical agricnlture. Yet their general
form and that of wholesale prices generally are almost the same.
The only marked divergence iz in wheat, which in 1896 and
1897 soared suddenly to double the prices which preceded and
foliowed. This sudden rise was the result of two bad harvests
in suceession, and it will be noticed that wheat throughout its
-eareer is more liable to rapid oscillations than wool or cotton.
The graph illustrates a well-known movement in the
general course of prices. The high level shown in the ’seventies
was not a brief episode. The Statist index had been at approxi-
.mately the level shown at the beginning of the graph since the
year 1853, with never more than 6 per cent divergence either
way. For twenty-five years prices had been wonderfully stable.
Then came the familiar long decline by steps to the low level in
the ’'nineties, followed by a similar rise. In the war and post-
war boom prices got out of hand, and soared to unprecedented
levels. Yet it will be noticed that the general level reached by
woel and wheat and cotton was not greatly above that of the
'seventies, even when the prices are measured in sterling, which
from 1919 to 1925 was inflated in terms of gold. If the same
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prices are turned into gold, the general level reached, as sthown
by the broken horizontal lines, is very little above that of the
'seventies.

After the high level of 1917 to 1929 has come a fall again,
but a very different fall from that of the ’nineties. Then
prices were down 1o less than half of the level of the ’seventies,
but it took fifteen or twenty years to do it. Now prices have
halved in two years, even whern expressed in sterling. Ex-
pressed in gold, many important commodities, including woel, .
are less than one-third of their price from 1917 to 1929. And
still no end is clearly in sight, though one may be half guessed
at, dim descried in the shadow of the next International
Conference,

_ vI

It is of some interest to relate these prices of wool and wheat,-
expressed where necessary in Australian currency, with the
price of food and housing, which had been referred to earlier as.
a fairly good index of Awustralisn costs. If the priee for any
year is divided by the food and rent index, we get a measure
of how much food and housing, and roughly how much of other
commodities and services, can be got in exchange for a pound
of wool or & bushel of wheat. In the following table the foed
and rent index for Sydney is divided into the priee of wool and
wheat, and the result reduced to an index with the average for
the whole period 1871 to 1932 as base (= 100). This index
may be called the index of the ‘“real’’ price of wool and wheat.
The periods taken are the same as those shown in the graphs,
for which the price appeared to oscillate about a fairly definite
level, with ne marked trend either way.

If these index numbers of ‘‘real’’ priece can be taken as
roughly megsunring the relation of nominal price to costs, they
tell an interesting story of the varying lot of the wool grower
and the wheat farmer. It will be observed that they cannot be
compared horizontally. Each index is in relation to the average
real price of its commodity over the whole period of sixty-two
years, and indicates how the wool grower has fared relatively
to his average over the period, and similarly for the wheat
grower relatively to his average. No inference is to be drawn
as to the relative inadequacy with which the merits of the wheat
farmer and the wool grower have been recognised by the price
received for his preducts. A few points may be noted. Both
products began the period with real returns per unit of quan-
tity 60 per cent. over the average for the period; both ended
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187179 .. .. .. .. T2 81" 162 167181 .. .
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with real returns just half the average. Wheat kept up rather
better than weol, though with more oscillations, np to the end
of the century. They then ran level up to the War, but in the
period of high prices wool rose considerably above wheat. The
fall was sudden in both eases, but in 1931 wheat reached an
exceedingly low point, from which it recovered a little to a com-
mon low level with woal. Thd whole trend has been downward.
Even in the post-war boom the real returns of the wool grower
per unit of quantity were on the average only slightly above the
pre-war period, and for the wheat grower they were not so good.

The magnitude of the change is to be noted. If the fignres
may be trusted, the inference is that wool and wheat now ex-
change for less than one-third of the quantity of other goods
and services which they exchanged for sixty years ago. There
has been no decline in the standard of living of the .producers
which would correspond with the decline in the ‘‘real’’ price of
their products. Only a small part of the change ean be ascribed
to the present depression of ihese industries. The major part
would have to be accounted for by an increase in efficiency
relative to other produetion. An absclute increase of efficiency
of this order would not be unlikely, but that the production of
wool and wheat shorld kave doubled in eficiency relative to all
other production is 80 startling as to be incredible.

The subject cannot be further explored here, but one pos-
sible flaw in the argument may be referred to.- The evidence is
that over the last twenty years the cost of food and housing has
been a fair rough measare of all retail prices. The relation of
food and housing costs to other retail prices for the preceding
forty years would require a good deal of investigation before any
exact inferences econld be safely made from the last table.

Bureou of Census and Statistics, ° = L. F. GIBLIN.
Canberra. '
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I

It is doubly- unfortunate that the problem of the Repara-
tions and the Allied debts is s0 complicated by considerations of
sentiment. The debts were the outcome of the fiercest pas-
sions of which men are capable, and these emotions still colour
discussions concerning the debts, disguising the real nature of
the issuag, mvolved and preventing a scientific attack upon their
settlement’ Neither France nor Germany can look upon the
reparation question as a business proposition. ‘‘For France,
receiving reparations is a sacred right.  To Germany paying
reparations is a moral inigquity.”” The problem is in all its
essentials one of pure economies, and only npon that assumption
is it capable of a solution that will be satisfactory and lasting.
Legal claims and moral pretensions are both of little moment
ecompared with the economic consequences of the debts and with
the urgeney of finding & remedy for these effects.

The facts of that urgency can be simply stated. The inter-
national economie system is based upon mutual indebtedness so
delicately balanced that disturbance of either the eapacity for
meeting debts or the facilities for payment will seriously impair
its efficiency. International indebtednesy is never actually in
- balanee; but, like the atmosphere with its varying pressures, it
is always tehding towards equilibrium. International indebted-
ness is no longer in approximate equilibrium, and this condition
of unbalance or depression is by its effects on c¢redit, threaten-
ing to destroy the existing. world system. The Advisory Com-
mittee under the Young Plan clearly indicated the character of
the emergency which has now to be faced. Their report states
that transfers from one eountry to ancther on a scale so large

38
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as to upset the balance of payments ‘‘can only aceentnate the
existing chaos and increase its difficulties, that the release of a
debtor country from a burden of payments which it is unable to
bear may merely have the effect of transferring that burder to
a creditor country which, in its character as a debtor, it, in its
turn, may be unable to bear.”’ The Committee declared that the
adjustment of reparations and war-debts to the existing troubled
world sitnation is immediately necessary, and is the only way
of re-establishing confidence, economic stability and real peace.
Disagreement with this expert diagnosis is possible in part, bat
its main thesis would be unshaken. The problem is, therefore,
that of restoring a real balance of indebtedness with all possible
expedition.
II

{i) The Facts of Beparations. The title to reparations was
written into the Treaty of Versailles in accordance with the view
that Germany and her Allies were solely responsible for the
war—a view that, as Sir John Fischer Williams said, ‘‘No one
would now suggest as being true with reference to the particular
people who are being asked to submit to grave hardship in order
to make the payment.’” The leniency which was urged by
America was inconsistent with her gttitude concerning the War
Debts in which she waa direectly interested as creditor. The net
result was a comprehensive statement of the various kinds of
damage for which Germany was held responsible, and a Com-
mission upon which America was not represented was appointed
to assess this damage and to arrange the mode of payment
according to Germany’s capacity. That Commission estimated
the totsl damage at £6,600,000,000, gold; but it did not
even consider whether Germany was able to pay such a sum.
History has shown the truth of J. M. Keynes’ contention that it
was hopelessly impossible. The growing diffienlties of transfer
were merely the gutward and visible sign of acute political differ-
ences which reached a elimax at the Hague Conference of 1929.
The Young Plan was drawn up by a committee of experts to
overcome those difficulties, but, as events proved, this action was
taken too late. The Governments concerned were then foreed
to fall back on the method of conference, under the humiliating
condition that America, which was calling the tnne, steadily
refused the responsibility of paying the piper.

Part of the Reparation charge was immediately liquidated
by the confiscation of German private property abroad—with
the exception of the United States, where the property was
released. The value of this private property was estimated at
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£585,000,000. Then Germany surrendered Government property
and railway material to the extent of £765,000,000. Finally,
private property in Germany amounting to £325,000,000 was
handed over in the form of ships, securities, etc. = The cost
of the occupation to 1923 and the sums collected during the
Ruhr occupation total £300,000,000, deliveries of goods account
for £375,000,000, cash payments under the Dawes and Young
Plans to July, 1931, come to £475,000,000. The grand total of
financial reparation already exacted amounts, therefore, to
£2,825,000,000. An American estimate puts the minimum at
£1,700,000,000 at 31st March, 1929,

(ii) The Balfour Noie. In 1922, long before the Dawes
Plan had been formulated, Great Britain made a sensational
declaration of her policy in regard to reparations. The funda-
mental prineiple of the Balfour Note, as it was called, was that
Britain expeected to receive from her debtors only as much as
she herseif was obliged to pay to the United States. There is
little doubt that this declaration was made in a spirit of gener-
ogity, and was due to Britain’s anticipation thet the strain on
the international system caused by the debis weuld be insup-
portable. If Russia is excluded, British loans to the Allies
with aecrued interest totalled £1,200,000,000 as compared with
thé corresponding British debt to America of £945,000,000, In
essence, therefore, Britain proposed:

{#) To abandon her clgims on Russia,

{(b) To surrender claims amounting to £355,000,000 for

loans made to the Allies.

(¢) To remit reparation claims amounting to 22% of what-

ever Germany should pay.

It is probable that this pledge was a move in the direction
of complete cancellation of the debts; but it was premature, and
was bitterly resented in the United States. Both Ameriea and
France interpreted the note as an attempt to throw upon those
countries the moral responsibility for exacting reparations. Im
commenting upon this declaration, Sir Arthur Salter says, *‘On
- this occasion, as on several others, Great Britain undertook pre-
maturely and independently a commitment which would only
have been wise as part of a general scheme accepted by the other
and calling for equal sacrifices from them.’’ Moreover, it left
Britain open to the charge that the offer was not disinterested,
since she had attained her objectives from reparations, and that
it was easy for her to surrender further payments in the hope
of promoting the recovery of world trade on which she was
vitelly dependent.
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From this point British and French polities concerning
reparations began to diverge even more widely. Britain's far-
sighted vision of the inevitable difficulties of transferring such
vast sums across national fronters, apparently lent support to
the German determination to refuse any voluntary sanction to
any scheme implemented by France alone. After the disastrous
occupation of the Ruhr it was obvious that the only question
was how long a show of Anglo-French unanimity eould be main-
tained. A compromise kad to be found, and i was found in
procedure rather than in poliey.

(iii) The Dawes Plan. The Dawes Commitiee in 1924 had
drawn up a new scheme of payments whick was built round the .
principle of annual payments inereasing proportionately with
inereases in German prosperity. It provided collateral security
by an elastie control of assigned revenues, and it entrusted the
machinery of enforcement to a unified anthority. It is important
that the adjusting provisions of the Dawes Plan be clearly
grasped. These were as follows:—(a) If the foreign exchange
poeition endangered the gold value of the mark, foreign pay-
ments would be stopped on the authority of a Transfer Com-
mittee and the sums due invested in marks; and (b) if world
prices fluctuated by more than 10 per cent. the gold payments
were to be proportionately altered.

Despite grave doubts, both as to the legitimacy and as to
the amount of continuous reparation payments, the Dawes Plan
restored confidence in the international situation at once, and
gave Europe a valuable respite for reconstructive effort. National
finances of both debtor and creditor countries were stabilised,
production was stimulated, and trade increased. Further, owing
to the efforts of Briand and Stresemann, political conciliation
was greatly advanced.

{iv) The Young Plan. Owing to the restoration of confi-
dence through the Dawes Plan, there ensued a tremendous flow
of investments to Germany. °‘This sudden influx of capital,”’
says Salter, ““made early payments too easy as it made later
payments too diffienlt.”” In 1925-1929 the net import of capital
totalled £750,000,000, a sum that exceeded by 50 per cent. the
total reparation payments up to the Hoover Moratorium. It
was well known that much of this capital was sunk wnprodue-
tively in social improvement, despite the fact that the annnal
charges were assuming staggering proportions. By 1928 it was
evident to the informed that the time was not far distant when
the transfer problem would become acute, since there did not
exist a safficiency of foreign funds at Germany’s command to
cover the payments. .
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The whole economy of (Germany was by this time danger-
onsly balanced on the goodwill of short-term investors. A new
committee was appointed with the unavowed objective of *‘com-
mercialising the debts,”” and of ‘‘making Reparation safe hy
making it lighter.”’ The state of the ecapital market, however,
forbade such a huge conversion; but it must be noted that the
automatic provisions of the Dawes Plan for lightening the pay-
ments were not allowed to work. It is to be conceded that the
plan for funding and converting the debt was the right nltimate
solation but it was premature and impracticable, Moreover, the
Young Plan was ill-conceived, since it introduced the complica-
tion of splitting the payments inte two categories, f.e., the
conditiongl payments, which were to be made if possible, and
the uncondstional, or unavoidable payments. A disproportion- .
ately large share of the unconditional payments was allotted to
France, and the self-regulating mechaniem for adjusting the
debt to gold prices was abandoned.

(v) The German Situation After 1929. Any examination
of the German position for our purpese would be incomplete
withont reference to the character and distribution of the Ger-
man foreign debt, exeluding reparation. The cempus taken by
the Reich Government in July, 1931, gave the following facts :—

TABLE I

Foreign Investments in Germany
In Millions of Gold £s

Other
. Loans  Short- Long
Creditor from Term Term
Country Banks Loans Loans Total
United States .. .. .. 119 34 310 463
Great Britain .. .. .. 81 19 76 176
France .., .. .. .. .. 18 15 21 54
Holland .. .. .. .. .. 62 39 55 156
Switzerland .. .. .. .. 58 34 50 142
BIS .. .......... 88 — - 38
QOther Countries .. .. .. 26 43 32 101
Total .. .. .. .. .. 402 184 544 1,130

This table does not include investmenis in real estate, pri-
vale business investments and other forms of ‘'direct invest-
ment,’’ which the Wiggin Committee estimated at £300,000,000.
The most striking faects which emerge from these figures, as
many critics have pointed out, are the enormous volnme of
American investment and the comparatively trifling investment
made by France in Germany. Those facts are of great signifie-
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ance in relation to the political treatment of German
indebtedness.

One farther aspect of the German situation which is rele-
vant to this survey is the statement of the German balance of
payments as a factor in precipitating the international erisis.
This statement was accepted as a rough estimate by the Advisory
Committee nnder the Young Plan in December 1ast; and, despite
the ‘“Standstill Agreement,’’ the situation must now be much
more serious than these figures reveal. The prodigious efforts
which have been made to maintain the Gold Standard under
these conditions have necessitated the incredibly severe deflation
as implemented in the emergeney deerees, the maintepance of a
huge export surplus in the face of low prices, and involved
adverse effects resulting from ‘‘exchange control, tariffs and
exchange depreciation in other countries’’. The consequent
strain and injury inflicted upon German indusiry, the heavy
sacrifices and stringent economies, have had a Qisastrons effect
upon German capacity fo make further payments, and this fact
could not be igrored at Lausanne.

TABLE II

Germany's Balance of Payments in 1931
In Millions of Gold £'s

Credits. Debits
Export sarplus for year, Reparations up to June
including services and 30th .. .. .. .. .... 40
deliveries in kind .. .. 150 Interest and normal
Utilisation of foreign amortisation on liabili-
assets of German banks 65 ties abroad .. ., .. .. 75
Rediscount and other Balance, representing
credits .. .. 60 capital withdrawn .. 245

Drawn from gold. and d‘e.-
visen reserve of the
Reichsbank .. .. .. .. 8 '’

Total .. .. ......360  Total.......... ..8360

D —

The Versailles Treaty was wittily calied ‘‘Peace with a
vengeance’’. The Lausanne settlement might with equal truth
be termed ‘“Reparations repented’’. Reparations are now only
of interest as an attempt to ineorporate a punitive scheme into
the international exchange system. The complete failure to
achieve the objectives of vengeance will scarcely be denied after
a decade of disequilibrium ending in economic collepse. It is
true that under the Lansanne agreement of July Sth, 1932,
Germany has undertaken, after an interval of three years, to
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make eventual payment by means of bonds to the total amount
of 3000 million marks, but only under certain safeguards to
her economic structure. The disposal of the fund is left to the
ereditor powers, who, if and when the payment is made, will
administer the fund in the interests of economic reconstruction
in Europe.

: 111 '

(i) Facis of the Debils. It is upon the Allied Debts rather
than on Reparations that effort must be concentrated for effec-
tive action. These loans were raised in America upon agreed
terms, and expended on supplies during a period of extreme
emergency, No repayment has been made of the great bulk of
the loans, and the plain fact is that the annual service must be
met either by the taxpayers of America who did not receive the
goods, or by the taxpayers of Britain and France who did, in
effect, use the goods. The problem, therefore, is & problem of per-
suasion; and heré again the argument has to be directed, not to
the manner in which the debt was incurred nor to the immediate
responsibility for its service, but to the long term economic effects
of insisting on payment as contrasted with the effects of partial
or total cancellation. Neither is the problem a purely American
one, for a similar situation exists in connection with that part of
the British internal war debt (approximately £1,120,500,000),
which represents loans to the Allies, and that part of the French
internal debt which represents loans for reconstructing devas-
tated territory. That loans to Britain raised in America were
substantially for the needs of Allies rather than for herseif, even
if it were true, is no lomger the major eonsideration from the
British point of view. Large inter-governmenta! debts are in
existence which are offset by internal debts incurred
by the governments of the United States, Britain, 2nd Franee
to the investors in their war bonds. The prospective loss of the
values represented by these bonds is the real source of resistance
to war debt adjustment, and it is a resistance of a particularly
stubborn kind.

The main argument for cancellation torns on expediency,

- and that will be examined presently ; but there are at least good
reasons based on equity for alleviation of the debts. The Allies,
including America, were engaged in a joint enterprise, but were
partners with differing and unequal interests. The loans raised
in America were in the main spent in that country and con-
tributed materially to an unprecedented prosperity. The United
States, in short, made a very small effective contribution to the
costs of the war. A stronger argument for alleviation, however,
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concerns the fluactnation in the value of money between the time
of incurring the debt and the present moment. Debtor coun-
tries are now required to pay in goods and services twice the
volume virtnally agreed upon in the contract of debt.

TABLE III

Funded Warloan Bonds held by U.S.A.
Principa]l amount held
$m

Avstria .. .. .. .. .. .. .. .. .. 23-752
Belgiom .. .. .. .. .. .. .. .. .. 400680
Esthopia .. .. .. .. .. .. .. .. .. 13-830
Finland .. .. .. .. .. .. .. .. .. = 864
Great Britain .. .. .. .. .. .. .. .. 4398000
France .. .. .. .. .. .. .. .. .. 3863650
Greece .. .. .. +v s et er e oea 31-516
Hungary .. .. .. .. .. .. .. .. 1-909
Italy .. .. .. v o0 oL o oo oo o 2,004:900
Latvia .. .. .. .. .. .. o ., .. 6-887
Litboania .. .. .. .. .. .. .. .. 6-198
Poland .. .. .. .. v vt vr e . 177-485

Roumania .. .. .. .. .. .. .. .. 63-861
Serbs, Croats, and Slovenes .. .. .. 61-625
Total .. .. .. v = 4n «v +. .. 11,062-896

, (ii) The War Debi Seitlement. The settlements were

arranged by two series of funding operations made separately
by America and Britain with their respective debtors. The
American agreement embraced together with accrued interest a
total of about £2,200,000,000 gold, and America hoped to receive
by the setilement a total of £4,400,000,000. The average remis-
sion of debt made in the course of the fundings came to about
40%. On the other hand, the American settlement with Britain
allowed a concession of only 18%. Allowing for a 50% fall in
world prices, the Allies are thus lirble in goods and services for
more than the value of the original loan, but Britain is paying
half as much agzin.

The settlements arranged by Britain with her debtors, ex-
cluding Russia, totalled with, acerued interest, abont
£1,300,000,000, and this represents a remission of over 70%.
Thus, allowing for the fall in prices and for the temporary
devaluation of sterling, Britain has made an effective remission
of her loans to the Allies of about 25%.

(iii) The American Aftitude. That the American taxpayer
looks at the whole matter of the War Debt from a national
viewpoint is easily understood. In the mass he cannot appreciate
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the argnment that he should pay taxes or shoulder losses in
order to relieve Europe. He fails, further, to see why the mass
of post-war private loans raised by the international bankers
for investment should receive preference in repayment to the
public loans for which he holds serip. He certainly has no
immediate intention of abandoning his elaims merely, as Pro-
fessor J. M. Clark puts it, ‘‘in order that these subsequent
private obligations should be collectable.”” He feels, too, that
whilst Europe is not now capable of meeting the debts that is a
gituation that is merely temporary. Finally, he senses the con-
nection between excessive expenditure on internal armament
and the difficulty of paying inierest on external debt; and he
feels inclined to make debt remission wait upon effective dis-
armament.

TABLE 1V
Total Payments on Account of War Debts to the Unsted Slates
Country . Prinecipal Interest
: $m $m
Anstra ..o v ve v v e v e e - - 863 -—
Czechoslovakm eh ae ae ae .. 18000 —
Belgium B P &£ [1.1] 14-4%0
Esthonia .. .. .. .. .. «v .. .. —_ 1-247
Finland .. «. .. ve oo oo oo .. 396 9-249
France .. .. e ve +s «. .. 161-350 : 38-650
Great Brlta.m e ee e es .. 202:000 1,149-720
Hungary .. .. . o0 c0 ov «u .. -074 -394
Ttaly .. .. .. o0 o0 vv oo <o .. 37-100 2-521
Latvia .« «v =0 oo v vr wr en .. — -503
Litheania .. .. .. .. .. .. «c .. 235 -892
Poland .. .. .. .. .. .. .. .. 1-287 19-311
Roumania .. .. .. .. .. . +x 4u 2-700 —
Yugoslavia .. .. .. .. .. .. .. .. 1225 —_
Total . v s. .. 442:330 0 1,229-977

Grand total of pnne:pal and interest for all countries,
$1,672,307,424,

The major part of the payments received from Europe is

" applied by the American Government to the reduction of the
national debt. It is thus employed in wiping off the internal
debt in the United States due to the War. A scaling-down of
the European loans would prolong the pressure of the internal
debt, and that is not a pleasing outlook. The certainty of in-
creased taxation has, moreover, to be faced. The difference be-
tween the yield of American income tax in 1929.30 and the
estimated yield for 1932-33 represents a decline of approximately
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6€5%, or an amount equal to &ix times the annual receipts from
the War Debts. There is the further point that the private
debts are equally disturbing to the international finanecial situa-
tion. There is no good argument for salvaging private lcans if
the general taxpayer is to be sacrificed. Any concessions that
are to he made, therefore, must involve equality of sacrifice as
between the public and private creditor in America; and in a
contest between the mobilised investment houses and the un-
organised taxpayer it is not difficult to forecast the result.

TABLE V
Amounis Due to the U.8.A. for 1932
Country Principal Interesi Total
$m $m $m
Austria ., .. .. -288 —_ -288
Belgiom .. .. .. 4200 3-750 T7-950
Czechoslovakia .. 3-000 — 3-000
Esthonia .. .. .. 108 -492 600
Finland .. .. .. 055 257 -312
France .. .. .. .. 11-364 38-637 50-000
Qreat Britain ., .. 28-000 131-520 159-520
Greece .. .. .. .. -660 -449 1-009
Hungary .. .. .. -012 -057 069
ftaly .. .. .. .. I2:200 2-506 14-706
Latvia .. .. .. .. 045 -206 251
Lithuania .. .. .. -039 -186 -225
Poland .. .. .. .. 1-325 6-162 T-487
Roumania . .. .. -800 —_ -B00
Yugoslavia .. .. +250 — -250
62-346 184-222 246-467
German (army
costs} .. .. .. 6-000 — 6-000
68-346 184-222 252-467

The real facts of the case are, of course, that America has
never really received payment on these claims since new loans
have been made of greater volume than that of interest received.
The United States has, therefore, never experienced the economie
effects which would follow effective repayment; and little
thought has been given in America to that highly interesting
problem. Among the immediate consequences would be the
disruption of foreign exchanges and a marked deerease in the
commodity balance of exports. ‘‘This is the destiny of creditor
countries, and it involves readjustments in the economie strue-
ture which the United States has not yet begun to make, shows
no desire to make, and could not make suddenly without suffer-
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1

_ ing seriously in consequence.”’ The American producer fears,
rightly, that an increase in goods that compete with the product
of industries now protected would displace domestic production,
and that a shrinkage of exports would lead to a contraction of
industrial activity. This would imply unemployment, dimin-
ished purchasing power and demand for the produets of Ameri-
can industries, and a decline in the standard of living. A sus-
picion is paining ground that America could not have attained
the standard of prosperity it had until 1929 if the Allies had
made effective payments,

As the real character of this ‘‘magnificent episode’’ in
American history becomes more widely appreciated, the inner
truth of the existing paradoxical sitmation will be realised.
There is growing support for the opinion that there is no way of .
effectively collecting the European debt which will inevitably
enrich the American economy, and as that opinion spreads the
resistance to readjustment must erumble. The dilemma which
faces America is either the renunciation of the debt, with the
inevitable large-secale writing-off of losses, or the lowering of the
tariff, with the certain prospect of increased competition for
American industries. And the real measure of the self-denial
upon which America must decide is contained in the thought
that it must be made in the interests of world recovery. Pro-
fessor J. M. Clark has pointed out that the United States can-
not afford a serions collapse of Europe’s buying power, but that
this basic fact has been obscured because for sixteen years
Ameriea has been selling goods to & Europe that was not pros-
perous, and because during that paradoxical process America
was making extraordinary profits. ‘“*From now on,”’ he says,
“‘trade must be on a totally different basis; a basis not of
Europe’s necessity, but of Europe’s power to pay in goods, and
of our own willingness to accept payment in that form.”’ The
debts, therefore, are assets of doubtful value, and, on the assump-
tion that the international exchange system is worth preserving,
they can be kept alive only at a cost which the world cannot
face.

Iv

(i} Other Factors. It would be fallacious to assume from
what has been said that the war-debts and reparations were the
sole cause of the world’s troubles. An adjustment of these debts
would undounbtedly be the greatest single contribution that could
be made by America to ensble rapid recovery. But the econo-
'mie life of the world, and of Europe in particular, has been
vitiated in other ways which even complete cancellation would
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not cure. Since the war the world has passed through a time of
irrational production, or rather, through a period when produe-
tion was expanded at a pace that disregarded the real needa
of consumers as well as their effective purchasing power.

The financial authorities did nothing, as they did nothing
in the world boom of the ’‘nineties, to restrain this ill-balanced
expansion. Instead, by a systematic expansion of credit faeili-
ties through the banks and by the newly-created facilities of
instalment selling, they stimulated indusiry of all kinds to
enlarge and improve equipment, to expand output, and to glut
gevery market with commodities. In every country, as Monsienr
Frederic Jenny says, ‘‘Inflation of eredit fostered ill-omened
illusions. The policy of unrestrained eredit which characterised
the peried of 1925-1929 impeded producers from regaining the
true standard of natural consumption to which the war and its
consequences -had blinded them. . . . War-debt and reparation
settlements were made under the same ilinsions which led astray

producers.”’ "
Foreign and Domestic Capilal Issues in Midiions Sierling

(Foreign Issnes Shown Open, Domestic Bjack)

Untted Staies ,
_ o -~ P " et o P - e oo

Great Britain

{ii) Credit Inflaison. In a similar fashion eredit inflation
led to the stream of uneconomic loans, to the reckless lending for
all parposes during the period. In these loans is involved a mass
of capital, the investment of which failed to justify the inflation
in which they originated. They now represent a burden of debt
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for the incurring of which the international investment houses.
are to blame. The ounly excuse possible is that some outlet had
to be found for the spurious accumulations of the period; bat
these unproductive loans are more responsible for the prevailing
inertia than even the reparation-war-debt commitments.

-There would, moreover, seem to be agreement among the
investment houses that the only radical cure of the world malasse
is to jettison the major part of the war-debt cargo. That they
are obviously not disinterested in shifting to the general tax-
payers of certain countries the first and inevitable losses in order
to increase the chance of salvaging the remaining private debts
is plain. It is necesary, however, in order to counteract the
shock investors have sustained to achieve a speedy adjustment.
The restoration of enterprise, 4.c., the revival of the risk-teking
function is more esgential to recovery than any other single
factor. While the worth of serip represented by war-loans and
commercial bonds based on foreign debt is in doubt, investment
in American can experience no lasting recovery.

(iii) Adjustmenits of the Debts. It seems clear, from the
political side, that Ameriea is preparing to consider any rea-
sonable moratorium or adjustment on her external loans, now
that Europe has partially solved her own internal problems of
reparations and disarmament.

It is at least clear from the reports of the expert committees
- and conferences which have discussed the debts in the last
twelve months that the Hoover Moratorinm must be extended
for a long term, and the Advisory Committee suggests ten years
as a minimum. Whether ereditors compound or debtors default,
it is equally certain that the later payments must be scaled
down. The *‘writing off’’ of a considerable part of both public
and private debts is inevitable. But the American contention
that war-debts, tariffs and trade recovery are separable problems
cannot be sustained any longer in face of the faets. A more
flexible attitnde towards long-term investment on the part of
France, together with a readiness to allow gold reserves to
exert their natural effect on national price-levels, is urgently
necessary before the return to normal conditions can commence.
In the light of difficulties in the way of a recovery of British
investment strength, and of Australian dependence upon that
recovery, the opinion must be expressed that our situation must
remain precarious until the necessary large-scale adjustmenta
of existing debts, both public and private, are made overseas.

For a durable and equitable solution, therefore, the co-opera-
tion of the United States is indispensable, The effects of the
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ghoek which has been smstained by the Ameriean investor and
the timidity of the French investor, who now control the main
reservoir of free capital, will take years to eliminate. It will be
found that the practicalities of the problem forbid a complete
cancellation of the war debts by the United States. How far
the burden may be reduced by safe agreement rather than by
dangerous default will be determhined by the extent to which
Europe convinees America that better relations between Buro-
pean peoples have been established.

TABLE VI .

Annuities Payable by GQermany
Under the Young Plan

(Selected Years)

£m Gold

1st April, 1930 .. .. .. .. .. .. .. .. .. 85-395
1931 .. .. .. 4h 4i e ae 4. .. 84250

1941 .. .. .. .. (. ce e .. .. 109-035

1951 .. .. .. .. as ee ov .. .. 117-160

1961 .. .. .. .. . . .. .. .. 119915

1965 (peak) .. .. .. .. .. .. .. 121-440

. . 82-185

1981 .. .. .. vt ih eh ve e ... BD-B6D

1988 .. .. .. .. .. .. .. .. .. 44890

Thus we are back again at the beginning. If we wish te
achieve even a partial restoration of prices, which would in its
turn alleviate the burden of all debts and restore equilibrinm,
we have to reetify underlying causes that are deeply embedded
in the old bad conditions responsible for the debts. International
co-operation which will effectively reduce friction among the
peoples is the sine qua non of betier business. War and welfare
are incompatible; and political rivalries leading to preparation
for future war.is the worst possible breeding ground for world
prosperity, despite much loose talk to the contrary. France and
Germany in particular must in future be regarded as comple-
-mentary rather than competitive countries. The protectionist
policy of Germany is more than a minor factor in perpetunating
hostilities that have been transferred into other fields of human
endeavour. It may, therefore, be accepted that complete can-
cellation, however desirable, is impracticable owing to the alow
rate at which groups of creditors can be persuaded to write off
their claims,

&. 1. WOOD.
Unsversity of Melbourne.



THE AUSTRALIAN BALANCE OF PAYMENTS,
1928-29 TO 1931-32

1. Introductory.

The Balance of International Payments.
The Balance of International Indebtedness,
Notes on Goods, Services and Gold.

Notea on Capital Items.

<<Hg

1

It is with great diffidence, and ounly in view of the intimate
relation of the balance of international payments to most of
the controversial questions of the day, that I put forward the
fallowing tentative estimates of the main items which have
entered into our balance of payments during the four years
ending in June last. There are many gaps in our knowledge
of the position, some of which can only be filled, if at all, by
resort to methods of estimation which will not win universal
acceptance. The conclusions reached, therefore, must be re-
garded as first approximations rather than as final results pre-
tending to a substantial degree of accuraey.

The caleniations have been carried out in terms of English
sterling throughout. For the more important items the fizures
for 1931-32 will reqmire little revision. In a few cases, items
of minor gignificance have been estimated in 1931-32 on the
basis of the previous year’s figures, with an allowance for known
tendencies. Figures thus sabject to material revision have been
marked with an asterisk. ‘ ‘

The form im which the items entering into the balance of
payments have been set ont approximates fairly closely to that
used by the League of Nations in its annual volumes on Inter-
national Trade and Belances of Paymenis. The individual
credit and debit ‘‘current’’ items appear in the first statement,
and are followed by a statement of the inward and outward
movements of capital, so far as they can be traced. The totals of
these statements are then set out in the summary tables which
follow. If the information contained in the primary statements
were both accurate and exhsaustive, the balances on eurrent
account (inelnding the monetary movement of gold) should be
exactly offset by contra balances on capital account each year.
In practice, differences inevitably appear, on aecount of errors
of estimation, omissions and time-lags. The Qiscrepancies
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attributable to time-lags will be greater, of eourse, the greater
are the fluctuations in the total volume of transactions. During
the four years at present considered these fluctuations have heen
unparalleled in their viclence. [

The balanees appearing at the foot of the summary tables
eall for more detailed investigation than is possible at this june-
ture. If the accumulation of short-term trading balances in
Australia be talten into account, however, the unexplained
halances in the last three years of the period become relatively
amall and roughly cancel out. In 1928-29 the balance not speci-
fically accounted Jor amounts to approximately £18 millions.
Some part of this discrepancy is possibly due to the actual re-
ceipt in 1928-29 of part of the overseas public borrowings of
1927-28, which amounted, for the States and the Commonwealth
as a whole, to the huge sum of £54,254 627, Further discussion
of the possibilities must await a fuller exploration of the balance
of payments in earlier years. Attention should be called, how-
ever, to the fact that the estimates of the banks’ overseas balances
are based on average liabilities and assets for the June quarters
of each year. The use of guarterly averages, the only figures at

present available, involves possibilities of error, particularly

when la¥ge transactions take place near the end of the financial
year. ' :
- III

The annual movements of eapital, inward and outward,

_have already been dealt with. A supplementary statement may

now be given setting out the total capital sums outstanding at
successive dates. For convenience they have been termed ‘‘lia-

‘bilities’’ and *‘assetz’’. Some of the items included, however,

are not of the nature of fixed money obligations, and the totala
should be accepted with caution. Further warrpings will be
found in the ““notes on capital items’’ in section V.
| ‘. . . IV

- The estimates of the current movements of goods, services

* and gold presented in the foregoing statements have in some cases

been based an conjectural materials, while in others they repre-
sent the bald results of lengthy and intricate calculations. A
full explanation of the sourees of the primary data and the
methods followed in their elaboration must be deferred. Mean-
while some indication of the degree of validity attaching to
the less obvious of the estimates may be gained from the fol.
lowing notes —
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Current Movemenis of Goods, Services and Gold
Inward or Oredit Movements 182329 | 1929-30 | 1930-31 | 1931-38
(Exports)
£ 000 .80 . \ "
I. MERCHAND stg.| & 000 stg.] & 000 sig.| £ 000 oty
1. ummh&?%ﬁmmﬁ“fm“mm 198,848 | 93,955 | rees8 | 15017
2. Ships' stores exported 3316 1 §.i0s 1'45
3. Value of goid g rodnced in ail forms 1,871 1,873 2,158 .605
old effects, prixes, 112 108 » .
8. Dadnctez?o: over-valnation” oi.' wool
exported .. .e . -1,718 | —~1,195 -§18 —_
141,004 | 100,878 79,485 80,295
II. INTERRaAT AND DrviDENDS
6. Intera:t u:m t‘;mwenlt.h Govern- 20 181 01 160°
men vestmen OVAISOAR
1. Interest. on sinking fund investmenta s “ - 58
8. Intemt on net h&nking ham !
1,353 883 459 448
N I.ntamst ew Zealand orn-
ment debt dominiled in Anztralla 18 203 318 330*
10. Interest New Zealand Looal
Bodies' debt domiclled in Australia 348 438 4138° 434*
11. Interest on *‘other” wasets overseas 138 761 964 1074
. Interest on Jocal lnvestments in
Anstralian Govemmant. securities
domiciied overseas, n.e - ) 1 ]
Interest md dlvidends on ‘other lon¢
term investnemts Over- '
cou, n.e.i. .. .. .. . t t T 1
1,437 1583 2,350 3.400
” Iil. OTHRE SxBVICOES by
" Australian companlea—
Life . . . .741 1,954 2,805 1,000*
Fire, ma.r!ne. and ge w 30 5 10
185. ust.nlhn ships on
account of all
647 847 (53] 508
16. Expenditares of toreign shipl n
ports 5,803 5,840 £,018 3ATO
17. Duties eollected on_ ships’ stores
18 Eor%andit?gel?niﬁbmunb;‘ b 8 & d
. overseas
19 F:?:i? ta andnt{aiv;:augrs Imiigrants 1,328 1,139 81t [ }]
" and retgn'-gg emie t v 1,073 705 360 207
. Emigrants’ remittances and mope:
flfts from overseas, n.ed. . v 560 578 548 438
#1. Diplomatic, consular, and slmilar
expepditure in Australia .. . 80 40 55 50
9. War pensions recalved frowm overseas s 451 444 438
. (lovernment recel In cash om
account of reparatiops ., 876 878 1,265 —
M. Govarnment recelpts from weﬂeu.
XN .. ‘e . .. 12 1% 12 13*
13,383 13,372 10,792 7.459
IV, Lo CorNn AND BULLIOX
35, Gaold ooln and hullion in all forme .
exported, o excess of prodastion 1,118 24,999 10,120 5,961
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Current Movemenis of Goods, Bervices and Gold
Outward or Debit Movements 195820 | 1935-30 | 1930-31 | 1931-3%2
(Importa}
MERCHARD £ 004 stg.| £ 000 wig.| £ 000 sig.| £ 000 sig.
28. l{uuh&ndlao inc!ud.ing allver bulllon
d coins other f.h;n gold imported | 143,300 |[180,787 60,536 44,0090
27. Va.lne of ontside pack of importa
2,890 1,315 - —_
38. Add for underva.luat.lon of ‘treight,
and sundry charges . 2,906 5,543 3,195 3217
49. Adad for undervaluation of Alma .. 605 1,071 446 155
educt household effects, prizes,
oto., impaorted L. . . -172 =181 —108 ~109
149,380 | 138,535 64,119 47,303
INTEREST AND DivIDENDE
1. Inweet on Government debt ovee- ‘
Gom onwealth :
[a} Long-term sacurities ve . 7450 8,317 3,308 4,400
Short-term_securities .. . — 8 157 31
Bagk ::;endmrm (not} .. ~19 205 260 13
d) Long-t-erm recurities ve 19,563 19 193 18,883 18,881
i,z hort-term securitica .. . —_— 148 504 48
Bank overdram Snet. . sr 80 803 561
33. Int,emaet debt
.. 1,300 1450 1.500 1,500*
43. Intereut nud ‘dividends on
term private capital inveeted
Anatrﬁla .. 8,150 8,750 8,087 4£.117
Interest on short-tertm baiances ? ? H H
36- Deduct cgngl?!nlﬂon of British Gov-
Toamacut to faterest on Mgt | _1op | —13s | -—am | —ame
aT.414 38,451 38,279 340,137
I11. OTHER SERVIOES
36. Insuranoe carnings in Australia by
overoeas onmpn.nleo—
L!fe . . ‘e -2 11 24 .
Fire, marine, an gvemral 915 o 471 400*
81. Expenditure gverseas by A Anstralian
tonrista and travellers, including
farea 3,618 3,544 1,545 1,149
38. Fu.nda taken out by amigra.nts and
3% Imnugm.nts' mitt.nnwo and money 1100 1.518 1,870 w
. re
glfts sent overseas, 801 MY 703 pL4]
40, Oommonwen.lbh oontrlbutlons to
asalated p 133 58 10 —
[} !)iplomat.lc, commlar and “sirritar
. E;xpexé}ititum gvamn by 170 177 158 133
Y arseas Dewt
ml::% otuir)ee! ‘. 1,386 453 132 81
43. War pensions patd overseas . 343 387 374 4Hs
44. Contributions to upkeop of 801 3
Eraves . . 5 95 BS 14
:g gvem%as t:g;u auhaid d 130 130 130 110
. and stamp
y G?i:.ﬁesoon tif:mns:t“ m:” ol BEPTY 174 17 18
::Tmm e.rpen - .e . 123 108 a3 80
9,391 8,334 5,183 1,518
Goip AND BULLION
48, Gn!d ooin and bnlﬁon imported .. 348 94 374 (43§
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Item 1—Includes the recorded (sterling) values of all
exports, other than gold in all forms, and ships’ stores, which
are recorded separately.

Ttem 3—Since Australia is a gold-producing country, the
gold produetion of the year has been regarded as an export of
merchandise. Exports in excess of actnal production are entered
under item 25.

Item £—Since hounsehold effects, prizes, etc., are not paid
for, they must be deducted from exports at their recorded
values,

Htem 5—A comparison of the recorded export values of
wool per pound with the prices recorded by the wool-selling

Capital Movements

Inward or Credit Movemen 19283
Enoronse of 1iabilitien; ta 928-29 | 1020-30 | 1930-31 { 1931-8%

£ 000 .| £ 000 . s .
49. Guvemment debt domiclled over- i st & 000 e1g.| & 000 e

Commonwaalt.h H

a) Long-term securitiea .e . 6,179 7.041 | —-1,95% -‘lOl
ib Short-term, securities .. .. ]| — 175 8,645 1,400
e B&nk ovord.rﬂ.fta {net) . . -1,885 10,818 -T1.817 —2,590
s d) Inmg-t.erm seourities .o s | —4,184 | —=11,595 —§16 | —1,453
Short-term_securities . .. _— 4,835 19,430 2,850
Bank 9,580 13,058 | —15.300 —3.743

overdrafta (net) .. ‘e
50, Looal Bodies’ debt domiciled over-

peas . e . . .s — 3,000 1,000 —
51. Excoss of asscta over labilities in
Anatralin of oversess life {neurance

e ‘e e .y —_ 4 11 —
52, Lo genn rivate capital inveatead
. 83, Tude debitzs held tnmpmr!lr in

Australle . .- 1 H ] 3
10,030 28,004 3,308 -3,0389
Outward or Debit Movements 192839 | 1929-30 | 193031 | 1931-33
{Inorease of Asseta)

£ 000 stg.| 2 000 stg.| £ 000 atg.| £ 000 stg.
84. Commonweslth Government Invest- g e i sts

ments overseas —86 -17% ~-155 -7
B88. Bl.nklng fund investruents in securi-
tien omk-.ﬂed overseas, or in bank

accounts .., .. .- .. | =1,789 —32 T —~170°
B56. Excess of ansots over liabllitios over-
voas of Australian banks lzss axcess
of aspets over Habilitles in Anstralla
of oversens banks —3,627 | —26,479 —2,857 16,133
8Y. Excess of assots over uabiut.ies over-
seas of Australian life insuranpe
mpanios — 252 -7,5837 -t
58. New Tealand Government dsbt -
omiciled in Aunstralis -1 109 —-108 —_
.2 New realand Local Bodiea' debt
domiclled in Australia . .. 314 814 — —
€0. “Other" assets overseas 1,260 14,085 4,818 4,513

61. Loeal investmenta in Australian
Guvernment secutities dcaniciled

. ' ' t '
", Other long s.nd short mm invost-
ments overreas, n.o.l. . . 1 1 ? t

-10,309 [—10,743 | -5,085 |+30,768
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Summary Tables

Current Movements of Goods, 1928-29 | 1029-30 | 1930-321 | 1931-32
Bervioes, and Gold
£ 000 stg.| 8 000 stg.) & 000 stg.| £ 000 sty.
Inward or ?rodh‘. Movements = & i -
} Merchandiso oo | 141,004 | 100,878 79.483 30,395
JI. Interest and Dlvldnndl .. 2,437 2,553 2,350 2,49
IOI. Other . 13,393 13,372 10,793 7.859
IV. (old Coin and Bullion™ . . 1,118 24,999 10,120 5,801
Total Credits ‘e .. | 157,850 | 141,862 | 103,747 98,654
O mportay - % Movements
fom .. 149,359 | 138,535 64,119 47 361
II. Intarut md Dividands . 37,414 38,451 36,378 30,137
II. Other . ae 2,381 8,234 5,123 3,528
IV. Gold Coin and Bu.lllon .. 348 294 74 631
Total Deblits ‘e .. | 196,542 | 185,514 | 105,895 81,658
Exoesa of Debita { —) -
orCrodite {+} .. we | ~38,89% | —43,T12 | ~—3,148 | +14.006
Capital Movements 192629 | 192830 | 1030-31 | 1931-3%2
Inward or Credit Movementa (Inorease
of Ltnbilitiﬂ:{)“. i tants v .. | 410,080 ]| +28,024 43,392 -3,830
Qutward or ovements (Increase
of Assots) . e .. ve | =10,209 | —10,743 | -35,085 | +20,7T88
Excess of Credits ( +)
or Debits (-) .e .. | +90,239 | +28,767 | +B,477 | 24,407
Balanre, socounted for hg. errore,
snd omissiona, equs&ﬁy capttal
items .. . .. .. oo | 418,453 +4,945 -5,3%9 49,411
+33,802 | +43,713 | +3,148 | 14,990

brokers reveals discrepancies in the earlier years which ecannot
be satisfactorily accounted for. The adjustment has been made
on the basis of the brokers’ prices, plus an allowance for charges
incurred between store and ship. The recorded export values
in 1931-32 are believed to be correct, in consequence of revised
methods of valnation.

Iltem 6.—From Commonwealth Budgets.

Item 7 —Estimated at 4% per cent. in each year,

Item 8.—Eatimated at 3 per cent. in the first three years
and 2 per cent. in 1931-32, on the average amounts outstanding
at the beginning and end of the year.

. Items 9 aond 10.—Actuel amounts payable by the New
Zealand Government and local bodies,

Item 11.—Computed at the rates received.

Item 14 (a).—Actnal excess of income over outgo overseas,
as returned by the companies,

(b) —Estimated from New Zealand business of
Australian companies.
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Balance of Iniernational Indedtsdmess
{ Approximate)
At 30th June
Liahdlities
1938 1939 1930 1951 1933
B 000 .| & .| £ o 500 .
as3. Govarn.ment debt domd- we| 4 000 e £ 000 g.| & 000 mg. & "
OVErsens \—
Oomm nwealtth ;
(@} Long term swuriuee .. | 158,507 | 159,786 | 167,737 | 165,775 | 185,878
Short term_securiti -— —_ 175 8,830 10,320
Bank o:;rdmtta (net.) 150 |Cr. 1,515 3,103 1,388 . 1,304
d) Long term securities .. 116,081 | 412,497 | 400,90% | 400,986 98,833
c, Sh(thft.barm securitios -—’“ —'4 4,825 34,155 r?.;os
o B‘““Bg&’;’""‘““ (gggl Cr, 3,057 5,623 18.879 3,370 378
* “alled overseas . 26,000%) 26,000 | 39,000 | 30,000 | 30,000*
85. Excoss of assots  over
Habiltties in Australia of
overseas Hfe insurance
ocom| ed {RA) ‘e £2° 43 4+ [ 3 aTe
88. Long- private capital
Iyvested in Austrelis :
@A) .. .. W | 175,000 | 175,800 [ 175,000 | 175,040 | 175,000
87. Trade debits heid tem-
porarily in Austrelia ., ] L ] 1 | ]
747,403 | TIT432 | BO5457 | 208,340 | 805,319
At Neh June
Amets
1928 1929 18% 133 e
#8. Commonweallh Govern-
ment lavestments over- 2,920 3.95¢ 1,068 2,907 s
8eas .. e e L 200+
' 8p. Sinking fund inveatmenta
o in securities :lomi.l]ei.fed
overseas, or in bank
A0CouD e . 8,800 1,130 1,008 1,345 1,175
70. Excess over
Habtlitiee overseas of
Aust; n
ex: f asssts over
Uabilities In Australis ' .
overscan banks (£ ste.!) 47,018 43,089 18,810 14,93 30,385
71. Excess of seets over lin-
bllitiea ovearseas of Aus-
n iife insuranoce
companies 6,203~ 4,393 7.343 -39 ~393
T2, New Zealand " Govern.
mont debt domiciled in
Austrslia i!?- ‘l . 4,169 4,168 4,371 4,178 4,178*
73, New  Zealan Local
odles’ debt domicfled
in Australia (£4) ‘e 7,074 7.388 8,200 8,200° 8,300¢
'M “Ot.har" asseta overseas 5,721 8,981 21,046 25,885 30,418
. Local investments in Aus-
trallan Oovernment
soourities domicuod .
overseaa, it [ ] ? ] ¥ H
78. Other loog And short
tern Investments over-
-u, ne.d .. .e ¥ L 4 L ] t t
83,490 72,381 81,538 56,453 .40
Net Habilities as above o | BBAO1IS | 705,152 | T43.819 | 763,394 1 197.9%
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Ttem 15—Total freight charges on imports have been esti-
mated under item 28. The share earned by Australian ships
was alloeated in accordance with the tonnage of overseas cargo
discharged by Australian ships as compared with the tonnage
discharged by foreign ships. The total freight charges om
exports were separately estimated by applying actunal and esti-
mated freight rates to quantities exported. The total earnings
on exports were then allocated according to the tonnage of
overseas cargo shipped by Australian ships and foreign ships
respectively,

Item 16.—Estimated at 20 per cent. of the total freight earn-
ings of foreign shipping, from data in Repori of the Overseas
Skipping Conferemce (1929) and sundry sources. The item
eovers numerous expenses (other than stores, fuel and duties) ih
Australian ports, and crews’ expenditures ip. Australia.

Item 18 —Estimated in detail from the numbers of ‘“tem-
porary vigitors arriving'’ from various groups of countries in
each year. The average length of stay and average expenditure
per head assumed differ considerably for the various classes
of visitor.

Item 19.—Estimated at £30 per head for immigrants from
British and North American eountries, and £25 per head for all
other immigrants, in the first three years; and at £25 and £15
respectively in 1931-32. .

Iiem 20—Estimated as in the writer’s Capital Imports and
the Terms of Trads.

Item 21.—Little more than a guess,

Item 23—No reparations were reeeived in 1931-32, on
account of the Hoover Moratorium.

Item 24—From Commonwealth Budgets.

Ilem 26.—Includes the recorded values of all imports, other
than gold. The recorded values of merchandise imports are the
sterling f.0.b. values plus an arbitrary addition of 10 per cent.
as an allowance for freight and charges.

Item 27.—*QOutside packages’’ were not separately recorded
until the second half of 1929-30. Previously it iz probable that
they were excluded almost entirely from the recorded values of
dutiable goods and in part from the recorded values of free
goods. Ia 1930-31 they amounted to about 3 per cent. of the
value of other merchandise imports. An adjustment of 3 per
cent. of the value of dutiable imports has therefore been made.

Item 28.—Total freight charges on imports were estimated
by applying actual freight rates to quantities imported, in the
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case of ‘‘bulk’’ imports; and by applying an estimated rate per
ton to the remaining tonnage of goods discharged from overseas.
The estimated rate per ton on ‘‘berth’’ imports was dedumeed
from the actual average rate per ton earned on inward and out-
ward cargoes in 1927 and 1928 by vessels carrying over one
milfion tons of goods between Australia and Europe. (Report of
the Querseas Shipping Conference, 1929). By caleulating the
average freight rate per ton on “‘berth’’ exports, from actual
freight quotations, and estimating the eomparative tonnage of
inward and outward ‘‘berth’’ cargoes, it was possible to break
down the weighted average rate per ton, as given in the
Report, into its two component rates. The percentage of freight
charges, s0 estimated, to the f.o.b. values of all merchandise
imports in 1927-28 was 10-6; in 1928-29, 11-3; in 1929.30, 13-7;
in 1930-31, 14-8; and in 1931-32, 17 per cent. The rise in the
percentage has been due to the much more rapid fall in import
prices than in freight rates. For insurance and numerous small
charges not included in the recorded values a further adjustment
of 1 per cent. of the f.0.b. values of merchandise imports was
made. The excess of the total charges, so estimated, over the 10
per cent. already allowed, is the final adjustment required.

Item 29.—Cinematograph films are recorded at official
valuations which bear little relation to the sums paid as rentals
and purchase price. The total remittances overseas have been
ronghly estimated from data collected by the Royal Commission
on the Moving Picture Industiry, and from information obtained
privately. The excess of these remittances over the recorded
values of imports is the adjustment required.

Item 31.—The.figures stated are the averages of the amounts
“payable’’ at the beginning and the end of each financial year. .
Interest on overdrafts has been calenlated at 5 per cent., and 3
per cent. has been allowed on net credit balances. In 1931-32 the
amount paid in interest on Commonwealth Government long-term
debt has been reduced by £3,920,000, payment of which was post-
poned under the Hoover Moratorium on war debts and repara-
tions.

Item 32 —Partially estimated, but in the main a com-
pilation. ’

Item 33.—This item is largely conjectural. Interest bhas
been allowed at 5 per cent. in the first two years, at 4 per cent.
in 1930-31, and at 3 per cent. in 1931-32, on a capital value in
Avustralian carrency of £175 millions.

Item 35—From Commonwealth Budgets.
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Ium 36.—Excess of ineome over ontgo in Australia, ss re-
tarned by the companies,

Item 37 —Estimated in detail from the numbers of ‘‘Aus-
tralian residents departing temporarily’’ to various groups of
countries in each year. The average length of stay and average
expenditure per head assumed, including fares, differ eonsider-
ably for the various classes and destinations.

Item 38 —Estimated at varying amounts per head, allowing
for fares, for ‘‘ Australian residents departing permanently’’ to
various groups of countries,

Item 39.—See item 20.

Item 40—From Commonwealth Budgets.

Tiem £1.—Includes upkeep of Australia Honse and Ageml-
(General, and representation at conferences, ete.

Item 42.—FEstimated by Department of Defence; does not
include value of goods imported.

Iiems 43 to 46—From Commonwealth Budgets.

Item 47.—Includes expenditure in territories outside Aus-
tralia, contributions to overseas institntions and scientific hodies,
ete.

v

The capital movements stated for each year in the Balanee
of Payments are based on the corresponding items in the Balance
of Internatioral Indebiedness. For the most part the individual
liabilities and assets have been stated in English sterling, as
nearly as can be ascertained. Movements in the capital items
recorded in Australian currency have been so small since the
depreciation of the Australian exchange that the effeets of the
exchange depreciation can be safely ignored.

Items 49 and 63.—The information as to long-term and
short-term securities is available in the Finance Bulletin and
the Commonwealth Budget. Bank balances and overdrafts over-
seas have been specially supplied by the Commonwealth and
State Treasuries.

Items 50 and 64.—Mainly a compilation made by the Com-
monwealth Bureau of Census and Statistics,

Items 51 and 65~—From details supplied by the companies.
The returns are not complete.

Items 52 amnd 66.—The amount of £175,000,000 has been
chosen after consideration of a number of estimates, none of
which has very much validity. Little information on this item
has so far become available,
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Items 53 and 67.—There is some evidence to suggest that
considerable amounts of trade money were held temporarily in
Australia during the early stages of exchange depreciation. No
estimates of the amounts involved have been made. The view is
held in responsible quarters, however, that from £7,000,000 to
£10,000,000 was so held, and that practically the whole of this
amount hag now been repatriated.

Ttems 54 and 68 —From Commonwealth Budgets. Includes
amounts owing by the British Phosphate Commissioners, 'White
Star Line, and ‘‘other administrations’’.

Items 55 and 69.—Data from Statistical Begister of Wesiern
Awustralia and Annual Reporis of the National Debt Commission.

Items 56 and 70.—Estimated by the method explained in
the writer’s ‘‘ Australian Monetary Policy Reviewed”’, Economic
Record, November, 1931. There have been some revisions in the
estimates of “‘shareholders’ funds’’ stated therein.

Items 57 and 71—From details supplied by the companies.
The returns are not complete,

Items 58 and 72—Data from New Zealand Officsal Year
Books,

Items 59 and 73.—Data from New Zealand Official Year
Books.

Items 60 and 74—From confidential information received.

Items 61 and 75.—There is much evidence to suggest that
Australian securities domiciled overseas have been repurchased
by Awustralian residents, particularly while Ansiralian Govern-
ment stocks were very low in price overseas. No estimaie of the
amounts involved, in exeess of those already included, has been
made. .
Ttems 62 ond 76.—During the more acute stages of the
depression it was common knowledge that capital was being
moved cut of Australia in the interests of security, even while
the exchange was heavily depreciated. No estimate of the amounts
involved can be made, but they were probably offset in some
degree by the reverse movements referred to under item 53,

ROLAND WILSON.

Commonwealth Bureau of Census and Sialistics,
Canberre, F.C.T. '



SOME ASPECTS OF THE STERLING-GROUP

PROPOSALS
1. Introductory. '
IL. The Raising of Prices.

(i) Relation between exchange rates and internal pncu.
(ii) Re-e] ?);mence of equilibrium and the raising of Whole-
gale cefl,

II. The Stabilization of Prices.

(i) Price stability defined.

{ii) The stabilization of productive activity.
(iii) The proposed standard of value.
{iv) Price stability and Central Bank action.

IV. The Stabilization of Exchange.

(i) Incompatibility of Price Stability and Exc]u.nge Stability.
{ii) Exchange between the sterling-gronp and gold countriea.

1
Some economists, over-anxious, it wonld seem, to popularize
a subject so technical that it baulks market-place treatment,
quite unintentionally bave failed to stress the difficnlties arising
from the suspension of gold payments. Far too much has been
taken for granted. Emphasis has been placed on immediate
benefits, Although the .ultimate consequences have not been
ignored, they have been pushed into the background. There
have been some exeeptions. Perhaps the most striking recent
jllustration of failure to present the whole case is found in the
advocacy by some of the establishment of a sterling bloc. In
present circumstances, agreement among the principal non-gold
countries to link their paper currencies to depreciated sterling
may be very desirable. But the attendant difficulties should not
be overlooked. That it is necessary to display the utmost caution
in advocating a sterling growp is shown by the readiness with
which many persons accept the proposais as the complete soln-

tion of most of our economie ills,

But what are the main details of the propoesals? It is

soggested :

(a) That non-gold countries, in order to re-establish the
equilibrium between costs and prices within their re-
gpective territories, should raise internal commodity
prices to a level approximating that of the average of
three or four years ago.

{b} That the first step to this end should be taken by Great
Britain.

b8
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(o) That having raised pricea to the level indicated in (a),
Great Britain should announce that sterling prices will
be stabilized at the new level.

(d) That the other countries of the sterling group, having
raised their internal commodity prices to the level indi-
cated in (a), should maintain the external purchasing
power of their currencies at a fixed rate with sterling.

(e¢) That co-operation between the Central Banks and the
Treasuries of the countries comprising the sterling
union is esgential,

Different writers have emphasized different aspeects of these
details. To Great Britain unanimously is assigned the respon-
mbility of initiating discussion, of launching the scheme, and of
maintaining it. ‘“‘If Great Pritain will give a lead . . . by a
clear declaration of ite policy, including the level . . . at which
it proposes eventually to stabilize the valupe of sterling, we may
expect to see a growing measure of stabilization among the
countries whose eurrencies are at present more or less closely
linked to sterling, and probably the accession of a number of
other countries to the sterling area.””!

Is the Sterling Union to be regarded as an end or as a
means? Those who consider that the death-knell of gold was
sonnded when Great Britain suspended gold payments in Sep-
tember, 1931, see in the establishment of a sterling group the
dawn of a new monetary era, when we will ‘‘have done with the
absurdities of viclently-fluetuating price-levels”’, and will insist
on a monetary system which will be “‘worthy of the twentieth
eentury'’2 Whether by the management of paper currencies,
absolutely independent of gold, the much-desired stability of
prices will be achieved is very debatable. This much is certain:
a sterling group will not function satisfactorily until those eir-
-eumstances, which were responsible for the suspension of gold
by the principal countries, are removed. ‘‘The gold standard
will not work when the world becomes afraid of it.’’* Is the
world less afraid of managed, irredeemable paper currencies?
“It is not in periods of general distress that a paper currency
ean be successfully managed. '’

The sterling group should not be regarded as other than a
temporary arrangement. ‘‘Those who jumped to the conelusion,

1. Note of Dissent by Junssen, Mant snd Strakooeh to the Fimal Report of the
" Geld Delsgation of the Financial Commission of the Leagus of Nations. Page T3,

2. Blackett: Halley-Stewart Lecture, 1931. Psge 106,

3. Williama: The Effect of Curremcy Depreciation on Imtarustional Trade, A
papsy resd before the Academy of Palitical Science, Aprﬂ. 1932,

4. Gregory: TAe Gold Standard and Its Future. Page .
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in September, that the events of 1931 meant the doom of the
gold standard and the dethronement of gold eppear to have
completely misunderstood the situation.’® Some of them con-
fused caunse with effect. Others overlooked that, despite the
weaknesses of the gold standard, it had functioned satisfactorily
prior to 1914, and did not fail to keep exchanges stable when,
after the war, it was again adopted by the principal countries.
The breakdown of the gold standard was not due to some in-
herent defect of the system, but was ‘‘the combined result of
the obligation to pay reparations and war debts, on the one side,
and the unwillingness of the receiving countries to receive pay-
ment in the form of goods and services, on the other’’$

Despite the belief to the contrary expressed by many
authorities, it may never be possible to secure the necessary
conditions to assure the satisfactory working of the gold stan
dard. In this event, the experience gained by those countries
in experimenting with the management of paper currencies will
give them a bargaining advantage over those countries which
hang on to gold to the last. Moreover, ‘‘to be prepared, if
necessary, to use a concerted managed enrrency gives a better
chance of not being forced to rely upon it'’.? Thus may be justi-
fied the formation of a sterling group.

I

Commodity prices having fallen a far greater percentage
than have costs, it is said that to restore the profit margin prices
must be raised approximately to the level of some three or four
years ago. So long as those countries which have departed from
gold remained faithful to the metal, they could not ‘‘adjust the
exchanges to the level of money costs’’.? As gold prices fell,
it became increasingly difficolt to maintain produciion, especi-
ally in the export industries. Freed from goid, they were able
to raise prices or to prevent a continuation of the downward
trend. By depreciation of the value of their currencies in terms
of gold, they obviated the necessity of making devastating euta
in costs. It is questionable, however, whether the advantages
have come up to expectations.

(1) Relation Between Ezchange Rales and Iniernal Prices
The assumption that commodity prices within a non-gold
country move In consonance with changes in the exchange rate

5. Einsig: The Tragedy of the Pound. Page 160.
6. Janssen, Mant and Btrakosch, op. cit. Fage 67.
1. Salter: Halley-Stewart Lecturs, 1931,

8. Gregory: Op. cit. Page 83.
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between that country and a gold ecountry is supported by the
fdllowing table:—

Wholesale Prices in United Kingdom and Sierling-Dollar

Ezchange
1 4 3 4 [
Previcus Indexes con- |Commodity
Whalesale Prices o
Exchange | (U.K), 1026m100 | vorioqioBawe Sept, | O0ck 20| Previoo
London- Kingdom if | columz
Moath New York Prices bad | converted
Reed | Boardot Boacd of Pocree | St e
Trade Statist Trade Statist to the w100
decline in
Exchange
1831
Aungusat 4-88 87-2 62-1 100-3 98-1 100 93-8
Hept. 4.53 870 63-3 100-0 100-0 108-8 100:0
Oetober 3-89 70-5 64-6 105-2 102-1 120-0 112:4
Nov. 3-73 T1-8 65-1 107-2 102-8 123-3 115:4
Dec. 3-38 71-4 87-0 106-8 1056-8 131-2 1228
1932
Jan 3-468 714 66-4 106-8 104-9 128-8 120-6
Feb. 3-45 71-5 68-0 106-7 107-4 128-8 120-8
March 3-682 70-7 860 105-5 104-3 125-6 117-8
ril 3.69 69-1 64-7 1031 102-2 1241 116-2
ay 3-68 é8-0 62-7 101-5 99-1 1241 i16-2
June 365 88+2 807 938 95-9 124-9 118-9

We cannot but be impressed with the very moderate effect
of sterling depreciation on prices, as disclosed in a comparison
of colnmns 3 and 5. Rises in prices were much less than in pro-
partion to falls in the dollar value of sterling.

It is highly probable that the benefits of sterling deprecia-
tion are exaggerated by the movements of wholesale price in-
dexes. Prices of wholesale commodities are more sensitive to
exchange fluctuations than are the prices of retail goods. This
peems to be borne out in the United Kingdoem sinee the sugpen-

- gion of the gold standard. Thus, while the Board of Trade Whole-
sale Price Index at the end of Qctober was 4-9% above that for
the end of August, the United Kingdom official Cost-of-Living
Index between the same dates disclosed a rise of -69%. From
which we may conclude, after allowing for the time lag, that if,
as & result of currency depreciation, wholesale prices should con-
tinue to rise, the gap between costs and prices will be lessened
in those industries engaged in wholesale trading to & greater
extent than will be the case in those industries handling retail
commodities. ) '

If retail prices are leas responsive to exchange variations
than are wholesale prices, the prices of services are still less
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responsive. Indeed, one of the advantages claimed for currency
depreciation is that such services as wages and salaries remain-
ing relatively stationary, the higher commodity prices permit
of the re-emergence of profit. If service costs rose proportion-
ately to the rise in commeodity prices, the profit margin may
entirely fail to reappear.

(2) Be-emergence of Equiibrium and the Ratving of Wholesale -
Prices '

The weakness of wholesale price indexes to measure the
benefits of carrency depreciation cannot be over-stressed, espeeci-
ally in view of the objective of monetary policy, which it is
claimed should be pursued. Professor Cassel, in his Memoran-
dum of Dissent, says: ‘‘The countries off the gold standard have
to secure the greatest possible stability for the internal pur-
chasing power of their paper currencies. Before doing this,
however, they mmust first raise their price-level at least some
half-way up to the price-level of 1929.'" Although he does
not here gpecifically mention the wholesale price level, we assume,
from the caleulations he has made elsewhere of the purchasing
parity of sterling-dollar exchange, that he advocates restoration
of wholesale prices. His assumption that changes in the whole-
gale price index measure variations in internal purchesing power
calls for comment.

In an addendum to the Final Report of the League of
Nations Gold Delegation,® Mr. . B. Roberts eriticized the em-
ployment of wholesale commodity prices ‘‘as either (i) a mea-
sure of the purchasing power of gold, or (ii) as a test of the
suecess of monetary policy’’. ‘‘It will be admitted,”’ he con-
tinues, ‘‘that in considering the price-siructure, particularly for
purposes of international comparisons, a wholesale commodity
price index will probably prove most useful.”” The Delegation,
after admitting that the wholesale price-index ‘‘faila to take
account of many elements of the national price-strueture—such
ag prices of real estate, securities, and so forth!'—adopted such
an index. First, because it ‘‘measures those fuctnations of the
purchasing power of money, which, when there is a reasonable
degree of freedom of trade, are common to all countries, and
have a direct international influepce’’; and secondly, because
its construction ‘‘involves less serious techmical difficuities than
that of any other form of price-index’’.

9. Casgel: International Banking Supplement of the London Times, June 385,
12, Page 7T5.

10. Vide page 59.
11, Oyp. cit, page 18.
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All this shows how inadequate must be any monetary policy
directed in accordance with changes in an index of wholesale
prices. Such index may be the ‘‘most useful’’ of any at present
computed, but since there is not ‘‘a reasonsble degree of free-
dom of trade’’, and more effective restrictions on the interna-
tional movements of goods are being continuously imposed, great
caution ghould be shown in employing it as a test for monetary
policy. Much of the work of Cassel, and that of others wheo
attach great importance to the theory of purchasing power
parity, is discredited because insunfficient recognition is given to
the inberent weaknesses of wholesale price-indexes. There can
be no reasonable objection to making a rongh comparison between
the purchasing power of different currencies by computing the
ratio between their wholesale prieelevels, but it is time to
lodge a protest when we find Cassel writing: *‘The Swedish
krone ought to have been quoted in January, 1932, at kr. 4-17
to the dollar (U.S.A)), whereas the actual average dollar rate
for that month was ke, 5-22. Thus, in Azmerican currency, the
value of the krone oughi to have been 25 cents, whereas the
above-mentioned average rate is only equivalent to 19-15 centa
per krone,’1? TIn this quotation the italiecs are mine. Why
““ought’’t Are there not other factors in the exchange situation
at a given time than the difference between purchasing powers?

The danger of basing definite conclusions on the ratio of
wholesale price-indexes is seen when a compuiation is made of
the theoretical purchasing-power parity between Australia and
London, by employing in turn the three best-known United
Kingdom indexes. Consider the result for May, 1932. In each
ealculation the Melbourne Wholesale Price Index was used. The
base year for each index was 1911. Purchasing-power parity of
exchange, using the Statist Index, was £A137-7, employing the
. Economist Index, £A155-3, and the British Board of Trade
‘Wholesale Price Index, £A128-5. The official selling rate for
the month in question was £A125 10s, 0d. All that we are
entitled to infer from the above calculation is that in June,
1932, the Australian pound, in terms of the British pound, prob-
ably was gver-valued. We certainly cannot say that in May
the former pound oughi to have been worth only 12z 11d.
sterling (as measured by the Economist Index), not 15s. 11d
sterling.

Since the wholesale price index omits some of the essential
elements in the price-structure, is the assumption valid that
equilibrium will be restored if this index be raised to approxi-

12, Fhe Obmrver, April 3, 1938
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mately the level of that of three or four years ago? If it is,
we thereby further assume that there is a relationship between
wholesale prices and all other prices of such a character, that
equilibrium will be restored if wholesale prices be raised to the
level from which they have fallen, The validity of this further
assurnption has not been proved. From the faet, for instance,
that doring the last few years in the United Kingdom wholesale
priees fell a much greater percentage than did the eost-of-living
imdex, as shown in the Macmillan Report,!* we are not justified
in concluding that a rise in wholesale priees will be aecompanied
by a less proportionate increase in retail prices. On 4 priors
grounds, we may expect retail prices fo rise proportionately
more with given increases in wholesale prices than they fall,
with the same given decrease in wholesale prices. Therefore,
we canmot say that should the wholesale price-level rise to the
plane of previous equilibrium, harmony between the various
elements of the price-structure will retarn.

-1IX
(1) Price Stabilsty Defined ‘

If by trial and error the general level ‘of prices was raised
approximately to that of three or four years ago, it is proposed
that the next aim of monetary policy should be stabilization of
the internal purchasing power of the monetary unit. By ‘‘price
stabilization’’ the authorities do not mean the stabilization of
the prices of individual commodities, but the maintenance of the
average of all prices at a relatively constant level. Moreover, in
secking stability of prices they do not seek ‘‘a price-level with-
out any fluetuations whatever’’ ¥ What is sought ia a price-
level from which marked short-period fluctuations have been
eliminated.

 “The goal of world monetary poliey,”’ says Sir Arthur
Saltér, “‘shonld obﬂously be a reasonable stability of the generai
world pnee-level . National price-levels must vary in order
to eorrect dmethbna in the balance of trade.’® By coneerted -
action, however, on the part of the world’s Central Banks it
would be possible to reduce to a minimum the fluctuations in
national prices necessary to correct such disequilibria. A greater
degree of stability in natiomal prices would follow Central Bank
co-operation than would be possible if each country were to aet
on its own initistivé in monetary policy. As' long as nations

13. Cf. page B5. '~
W Braom: qu;%m-qmmm Pags 26,
16 Recovery.
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trade with each other, variations in national price-levels to in-
duce movements in goods to balance international trade accounts
may be necessary. But such variations, provided world prices
were relatively stable, would be slight, and would oecasion little
disturbance to a nation’s economy. Moreover, a pre-reguisite
to stable world prices iz the adoption by the principal nations
of a monetary policy having for its objective the stabilization
of prices within their own borders.

(2) The Stabilization of Productive Activity

But shonld the aim of monetary policy be the stabilization
of the general price-level or the stabilization of productive
activity?! If the former be pursued, the relationship between
production and prices wonld be thrown out of balance in the
event of a econtinuing increase in industrial efficiency. ‘A
‘managed’ financial system involves also a nationsal planning of
productive effort.’”1* In the price equation there are other than
monetary factors. Broadly speaking, to maintain prices at a
relatively constant level, an increase in volume of output per
unit of human effort would require an increase in the money
gide of the equation proportionate to the former inerease. In
these cirenmstances, a country, despite stability of its internal
price-level, would have inflated its currency. Thus it is said
that ‘‘keeping the wholesale price-level nearly stable in America
from 1927 to 1929 probably was inflation.”’17 Moreover, main-
tenance of prices when industrial efficiency is increasing dis-
turbs the relative positions of the factors of production—a point
excellently illustrated by Sir Henry Strakesch in his Memoran-
dum to the League of Nations Gold Delegation. It is important
to recognize that changes in the distribution of the national in-
come may occur even under conditions of price-stability. A .
monetary policy directed towards the attainment of a stable level
of prices, if successful, would not, therefore, necessarily be in
the best interests of the community. ‘‘Merely keeping the price-
level stable will not be a sufficient guide to a Central Bank,
however complete its powers. . . .”'¥ In many current writ-
ings, stabilization of prices is stressed as the aim of monetary
policy. The paramount objective shonld be stabilization of the
distribution of the social product. 'To attain this latter stability
requires that *‘the price-level should fall pari passu with the

16. Gold, Credit and Employment, Cole. Page 94. )
17. B8ir William Beveridge: Halley-Stewart Lectore, 1831. Page 178.

18, Bir William Beveridge: Op. cit. Page 178.
E
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inerease of productivity per head’’,'* and conversely that it
should rise in consonance with a decrease in industrial efficioncy.

(3) The Proposed Standard of Value

It is one thing to claim that price stability is desirable, but
it is another to say how it is to be achieved. Sir Basil Blackett
is definitely of the opinion that ‘‘stable meney is an intensely
practical proposition’’,?® and is within our grasp to-day. He
added, however, that he did not mean ‘“that it is easy and simple
of attainment’’, Sir Arthur Salter believes that it is possible
to bring gold prices back to the level at which they stood in
1929, and thereafter to maintain ‘“‘an approximate stability in
the general priee-level”’.?! ‘‘Both,’’ he continued, ‘‘are prac-
ticable if the world really desires them’'. Sir William Beveridge,
on the contrary, is not so sure that stable money is possible of
attainment. The practical diffieclties, he thinks, are under-
estimated. But he conecludes: ‘‘ We must attempt it, but cannot
do 8o with hope of suecess nnless we see the obstacles that have
to be overcome, and are .daylight clear about the aim.’’22

The chief obstacle to be overcome is the selection of a suit-
able standard of value. It iz obviously impossible to do without
some standard. There must be some objective representation
of the unit of account, just as there must logically be some con-
crete representative of other units of measurement. The term
“‘yard’’ means the nearest distance between two points. To
represent that distance, authority has placed down a standard
““yard’’. For the monetary unit ‘‘pound’’ likewise we require
some eoncrete reference. Originally, the British ‘*pound’’ was
a pound of silver. It eventunally came to mean 113 grains of
pure gold. The value of the gilver pound and of the gold pound
was the amount of general commodities which these counld buy.
‘What, now, is to be the concretion of the Britisk poundt It is
suggested that the term no longer should refer to so many grains
of gold, but to a group of commodities which, at the level of
stabilization, can be bought for a pound. ‘ The most natural stan-
dard,”’ says Professor Cassel, ‘‘for measuring the value of a
paper currency is obviously the geperal level of commodity
prieces in this currency’’.?® )

It is apparent, from the scant attention given to the subjeet .
by =ome writers, that the very great technical difficulties of
computing a satisfactory index are not recognized. The problem

19. Robertson in The Internatiional Gold Problem. Page I1.
20, 21, 22. Halley-Stewsart Lecture, 1931,
23. International Banking Supplement of the Lo:ldou Times, 25/8/32.
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eahnot be disposed of thus: ‘‘The only matter for discussion is
as to what commodities should be included in the index number
and how they should be weighted.””* No index yet computed
fully meets the requirements, nor is it likely that in the imme-
diate future a satisfactory one will be computed. Those, there-
fore, who advocate the stabilization of the internal purchasing
power of a paper currency are left without a standard of com-
parison. No adequate means exists for determining whether
the value of a currency is stable or not. The argument for such
gtabilization is not helped by the assertion that, although the
‘Wholesale Price Index is imperfect, it is better than nothing
at all.

(4) Price Siability and Ceniral Bank Action

Bven if we assume the existence of a satisfactory test of
stability, can we be assured qmt the price-level will be kept
stable by employment of the customary instruments of credit
and currency controt? Sir Arthur Salter says that the problem
of price-stabilization is not a technical one. ‘It is one of human
weakness.’’?® To governments with empty treasuries and de-
ereasing revenue, additional notes are very attractive as an alter-
native to the reduction of expenditure. Taxation by means of
the printing press is not unheard of. To prevent default in the
payment of interest on the public debt, bankers have frequently
been forced to grant accommeodation to bankrupt governmenta.
Thus, in some countries, the volume of the means of payment
has grown disproportionately to the volume of production. The
danger of an uncontrolled inflation getting under way is very
real in those countries whose currencies are independent of a
metallic basis,

But a Central Bank entirely freed from political pressure
may not sueceed in maintaining a stable price-level for any
length of time, though it faithfully pursues that objective. In
eonsonance with seasonal variations in the volume of produe-
tion, there must be proportionate changes in the volume of media
of exchange, if prices are to be held relatively stationary. To
achieve this, the Central Bank must expand and contract credit
in agreement with these variations. But a further requirement
for stability is that savings must vary with changes-in the rate
of flow of credit. We are not entitled to assume any such
agreement between changes in eredit and fluctuations in savings.
No action taken by the Central Bank can guarantee preserva-
tion of the balance between income and savings.

24. E. H. Davenport: The New Statesmen and Nation, May 28, 1932, ~
28. Recovery. Pasze BA.
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v
(1) Incompatibility of Price Stability and Exchange Stability

It is claimed for the sterling group proposals that at the
same time as stability of internal purchasing power js main-
tained, the exchange rates between different members of the
group can be held stable. Sir Basil Blackett says: ‘‘The ideal
to be aimed at 18 a world in which local currencies everywhere
have 2 stable purchasing power locally, and at the same time
can always be exchanged into other currencies at a stable rate
of exchange.’’2®¢ That this ideal is impossible of attainment is
recognized by Sir Josiah Stamp, whe refers to the ‘‘apparently
irreconcilable aims of stability in the price-level and stability
in the exchange rates’’* ‘‘The world’s monetery problem is
how to make the best reconciliation possible between external
and internal monetary stability without sacrificing either
unduly to the other.’’?® Had Sir Basil Blackett said that
between the members of a sterling group with stable internal
price-levels the aim should be stability of their exchanges, he
wonld have indicated an objective far less impossible of achieve-
ment.

There are some rather cogent reasons for rejection of the
assumption that if stability of internal purchasing power within
the countries of the sterling area were seecured, stability of
inter-sterling group exchanges would be a desirable aim of
monetary policy. A stable rate of exchange, in the event of a
fall in export prices, would set in motion a train of cause and
effect in a group exporting country which may serionsly disturb
that country’s internal equilibrium. A rate of exchange vary-
ing with changes in an export price index is advocated for Aus-
tralia in order that the profit margin in primary production
might be maintained, once it had been regained by raising the
exchange rate to the level of purchasing-power parity. Under
eonditions of a stable exchange, a fall in export prices, even of
moderate dimensions, would disturb the equilibrium between
primary producers’ costs and prices received for their outpui.
No attempt to stabilize the prices of particular commodities
within the sterling group is advocated. A diminution in the
volume of primary producers’ spending power arising from a
fall in export prices wonld shorten their demand for the pro-
duets of domestic secondary industries, and also for imports.

28. Lowdon Times, January 28, 1932.
27, Papers on Gold and the Price Lavel Pags 44.
28. Williams: Op. cit. Fage 19,
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But since the level of prices generally is kept stable, the fall
in the prices of export commodities requires that the prices of
other commodities must rise. Thus, coincident with a fall in
their income, those engaged in rural industries would be faced
with inereased prices of the products of other industries. On
the other hand, if an exporting eountry maintained both the
stability of its exchanges with other members of the sterling
group, and the stability of the internal purchasing power of its
gurrency, an inecrease in export prices might give rise to unm-
healthy econditions, which might result in a boom-crisis. If the
volume of exports had not greatly diminished, the higher prices
wonld mean & larger income. Exporters would increase their
demand for both home-produced and imported commodities. ‘The
inerezsed demand for locally-manufactured goods would atimu-
late the production of eapital goods. The expected rise in prices
of the produects of secondary industry which stimulated invest-
ment wounld not eventnate. The increase in the prices of export
goods would require a reduction in the prices of other goods,
because, ex hypothess, the internal price-level remains stationary.
Liosses on eapital investments would then be likely to occur.

(2) Ezchange Between the Sterling Group and Gold Couniries

If stable rates of exchange were maintained hetween dif-
ferent parts of the sterling group, fluctuations as between group
members and non-gold countries would not be eliminated. As
the sterling-dollar exchange varied in accordamce with move-
‘ments in gold prices, so the exchange rates between members of
the sterling area and countries outside would vary. This raises
the question of the relationship between the sterling area and
gold countries. It is hoped that by so varying the sterling-
dollar rate the mecessity of reducing costs as gold prices fall
would be obviated. In the main, this would be true, but greater
increases in industrial efficiency in gold countries tban in the -
non-gold area would necessitate some reduction of costs in the
sterling group, if the competing advantage gained through the
exchanges is to be retained. ‘‘Under no system of monetary
poliey can things be very pleasant for a country which finds the
productivity of other countries in competitive goods increaging
faster than its own.'™®® .
C. V. JANES.
Sydney.

29. D. M. Roberitaom in The Intsraationsl Gold Problem. Paye 46.



THE GOLD SITUATION

I Production and Demand.
II. Changes in the Functioning of the Gold Standard since the War.
IL The Present Position.
IV. The Future Position.

I

Demand for currency depends upon the volume of irade
and the monetary transasctions to which such trade gives rise.
In addition, there has been a large demand for gold for non-
monetary purposes. During 1920-1930 the demand for gold by
India was about $80-90 million per annum. In addition, abount
$100 million wes absorbed for industrial purposes, so that the
total non-monetary demand for gold was about $180-200 million
per annum. Gold production ranged from $317 million in 1922
to $405 million in 1929, 50 that half the new supply was absorbed
for non-monetary uses. The remaining $200 million was avail-
able for monetary purposes.

Estimates compiled by the Secretariat of the League of
Nations and Mr. Joseph Kitchen, before the fall in prices, for
gold produetion in the next decade are as follow:—

Year Official Figures Kitchen's Estimates
$m. $m,

1031 .. .. .. .. .. .. .. 401 402

1933 .. .. vo ov vh ee e 399 407

1936 .. .. .. .. .0 .. .. 381 398

1987 .. o0 o ch e e a 357 392

1940 .. .. .. .. .. .. .. 314 370

After 1933 gold production is expected to decline, so that
if demand for gold, monetary and non-monetary, remains unal-
tered, there will be a shortage. The position after 1940 will prob-
ably be worse, unless new gold-bearing strata are discovered to
offset the probable decline in the South African output, which
now constitutes more than half the world’s total. We cannot
rely on discovery of new gold fields, nor on extraordinary im-
provements in the technique of gold production. Continued
decline in gold production will increase the purchasing power
of gold, v.e., canse a gradual decline in the level of prices. This
however, may be mitigated by four faetors:—

{a&) Lower production costs may increase capital investment
in gold production, as also would an increase in the
value of gold.

70
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{b) Inflow of gold from non-monetary reserves.
(e} Reduction in demand for gold for industrizl purposes.
{d) Economies in gold used for monetary purposes.

The first three are of minor importance. They may miti-
gate the effects of a decline in gold produetion, but not com-
pensate for this deeline in full, or arrest a downward treerd in
price levels following insufficient increase in gold to finance in-
creased trade. To finance increased trade turnover, more credit
is necessary. If the world’'s currencies be based on gold, a new
inflow of gold will be necessary to supplement the existing re-
serves on which credit is based. It would seem that if new gold
did not keep pace with trade and other factors the price level
would tend downward.

Cassell has estimated the average increase in world produe-
tion and trade at about 39 per annum. A parallel demand for
monetary gold, 1.e., 3% of the total world’s monetary gold stocks
of about £2,500 million, wonld require about £75m. of extra
gold annually. Annual gold production during the last few
years has been about £30m. If half of this be taken for non-
monetary purposes, as in the past, and the balanee (less than 2%
of existing monetary stocks) be used as before, there will not
be enough to finance the increased trade and production. Hence,
the importance of considering reforms which aim at greater
eeonomy in the use of gold for monetary purposes,

II

Post-war changes in the funectioning of the gold standard
and in banking technique have helped to economize gold. A
feature has been the development of central banking. In many
eountries the issue of notes has been concentrated in one bank,
The Bank for International Settlements has been established,
and gradually ecentral banks have tended to co-operate, though
leas than was hoped by the Genoa Conference. Central banks
increased their gold holdings considerably compared with the
pre-war position, on account of withdrawal of gold coin from
circnlation. Circulation of gold coin was a luxury, and its
withdrawal was an important method of economizing gold.

Centrai banks were no longer obliged to convert their notes
into gold coin, and gold bars became standard, solely for pay-
ment of international balances. The gold bullion standard sup-
planted the gold specie standard. But this subsiantial economy
in gold was offset {0 some extent by increases in legal minimum
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ratios of gold to be held by many central banks. In many cases
reserves had to be held against sight liabilities, as well as againat
the note issne. Banks have to keep a greater reserve than the
minimum in order to provide against possible drains of gold;
thus the demand for reserves was considerably inereased by post-
war legiglation,

Another feature of this period was the adoption of the gold
exchange standard by many countries. This system consists in
ineluding foreign exchange in the reserves, and redeeming notes
in foreign exchange instead of in gold. This development had
both good and bad effects on the monetary situation. It resulted
in absolute economy of gold in the countries holding foreign
exchange; but eentiral banks in countries in which these assets
were held had to increase their holdings of gold, for they had .
to meet the demands of any country wishing to convert its
holdings of foreign exchange into gold. It was impossible to dis-
tinguish between foreign exchange held as reserves and ordinary
trade holdings, and the central banks had, therefore, to hold
lerger gold reserves than were actually necessary.

The gold exchange standard increased the complication of
the international bapking system. It disturbed, in certain cases,
the reciprocal effect of reserve movements. Gold exports from
one country augmented the circulation of another; but inter-
nationgl movement of foreign exchange is nothing more than a
transfer of rights from one bank to another.

At the same time, the amount of lignid eapital grestly in-
creased. Keynes estimated that there was between £600m. and
£800m. of short-term money on the London money market. This
was prevented from being absorbed as long-term capital. Com-
mercial banks inereased in power. Money markets became more
and more international. Discount policy became more compli-
eated, and banks introduced open market dealings to reinforce
their control.

These developments weakened the connection between gold
movements and changes in price-levels. Before the war, large
gold movements caused by a favourable or unfavourable balance
of payments brought about corrective changes in relative price-
levels, To-day alterations in discount rates, due to gold move-
ments, cause such a rapid and considerable shifting of inter-
national liquid funds that the direction of a movement of gold
may change before any alteration in the price-level can take
place. This relaxation of correlation between movements of gold
and changes in price-levels means that stability of a currency
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ean now be more easily regulated. A high diseount rate attracts
foreign capital, improving the rate of exchange; gold may flow
in independently of the level of prices. Further, eco-cperation
. is needed between central barks to equate non-monetary factors,
such as tariffs. Formerly, movements of gold levelled out exces-
give differences between loeal price levels, Now, when movements
are not parallel with price movements, central bank co-operation
is required to determine levels of prices.

I

The present position of gold is marked by an incresse in
supply, due mezinly tc lower prices. Cost of production is
reduced, and the price of gold has riser so much that mines
which eonld formerly be worked only at a loss now show a profit.
This has attracted capital, and outpuat has increazed about 12%
since 1928. Depreciation of the rupee and the high price of gold
have eansed a withdrawal of large quantities from hoards in
India. By the end of Mareh, 1932, India had surrendered gold
amounting to $180m. At lower world prices, industrial demand
for gold has greatly decreased. While trade is at lower prices,
central banks may require less gold for reserves. But their lia-
bilities have been less affected by the fall in prices than might
be expected, and the assumption that monetary requirements
have greatly contracted up to the present is incorrect.

The demand for gold bullion has materially increased with
the failure of mations to observe completely the gold exchange
standard. Central banks’ foreign exehange holdings have been
liable to depreciation, and as a result rapid demands for con-
version into gold have arisen. This distrust of foreign currency
assets may absorb the recent inerease in available stoeks of
monetary gold.

Maldistribution and sterilization of gold stocks have greatly
complicated the monetary position of the world to-day. War
disruption of normal trade relations and economic and mone-
tary policies of some countries have caused maldistribution of
gold. Reparations and war debts conflicting with tariff barriers
have transferred the gold to the creditor nations. Cessation
of foreign lending and increased gold reserves in gold exchange
centres have increased this tendency. At the end of June, 1931,
the United States of America and France held over 60% of the

world’s central gold reserves. Changes since thén are shown
in the following table:-—
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Ceniral Gold Beserves.

($mm.)

Changse, June to March

. s/em 30/3/32 Amount Parcentage
Prance .. .. .. .. .. 2211 3,010 799 36-1
Sw1tzerland ee e 162 471 309 190-7
Netherlands .. . .. 200 353 158 76-b
Belgiom .. .. .. .. 200 350 150 750
Total .. .. .. .. 2773 4,184 1,411 50.9
USA. .. .. . .. 4,598 3,985 —608 —13.2

Rest of world ex-

eluding U.S. SR. . 4,756 3,067 -G89 —18.8
12,122 11,286 114 1.0

Qold aceumulated in France, Switzerland, the Netherlands
and Belgium, from the inflow of foreign balances, repatriated
bank capital and foreign capital secking safety. In recent years
France and U.8.A. trade absorbed gold, but failed to increase
credit proportionately. U.8.A. issued gold certificates requiring
100% eaver ; the Bank of France can only issue frane for franc
in notes against new gold. By its ‘‘reflation’’ policy, and the
(Hlass Steagle Act, the United States has partly remedied the
sterilization of reserves, but in France no such steps have been
taken. Dr. Felix Mlynarski maintains that gold sterilization by
the Bank of France was a passive and not an active policy.
With the Treasury embargo on capitai exports, France acenmau-
lated liguid eapital that could not be used for credit expansion,
for the market was not ready to absorb new credit.

Iv

With the rigid gold supply, stability of gold prices will
depend upon steps taken to regulate demand. At a higher price-
level, gold production wili decline. Demand for gold for indus-
try and non-monetary purposes will increase. Appreciation of
the rupee may lead to renewed demand by India. Unless the
risk of exchange depreciation is reduced or a new system devised
in place of the post-war gold exchange standard, demand for gold
reserves will inerease if the gold standard be readopted.

Increased demands can be offset by enforced measures
economizing gold. Strain on gold would be relieved by concen-
tration of reserves in the central bank in each country. Smaller
bank notes may replace subsidiary coin. Use of cheques in
place of notes would kelp.
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More effective, however, wonld be far-seeing central bank
policies. Close co-operation between central banks and the Bank
for International Settlements would effeet a reduction in per-
centage reserve ratios. Adequate economies here will depeand
on the size of the reserves which countries congider necessary,
upon conditions under which the gold standard is restored, and
upon the aceeptance of the old gold exchange standard. Return
to gold on a devalued basis would greatly lessen the demand for
gold, and if this be combined with reduction in percentage
reserve ratios, & more optimistic ontlook for the future of gold
may be adopted.

Currencies must be managed so that monetary and eco-
nortic equilibrium is attained and maintained. In additiom,
atability, confidence and free movements of goods and eapital
are essential. International movement of gold cannot proceed
smoothly when the movement of other economie values is ham-
pered by artificial impediments. !
BERYL A. ROUCH.
SBydney.



POLITICAL OBSTACLES TO WORLD
RECOVERY

I. Introduction: The two fundamental assumptions of any discus-
sion of world recovery.

II. The distinction between economic and political factors.. The
three main political factors.

III. The political obstacles to-day.
{1) Domestic turmoil in Germany.

{2) The lack of unity between public opinion and democratic
government on internationa! affairs.

{3) Nationalist policies (a) Protection;
(b) Armaments.
IV. Conclusion.

I

A discussion of world recovery is meaningless nnless we
make two initial assumptions of a purely economic kind. The
first is that the recovery of each nation depends upon the
stimulation of international trade, though the degree of this
dependence may vary, since some nations are naturally more
self-contained than others. To emphasise the international
factor is not to deprecate the importance of internal organisa-
tion, but simply to point ont that however efficient the exploita-
tion of domestic resources may be, it cannot, in the ahsence of
healthy international trade, produce enduring prosperity. The
second assumption is closely related to the first, though not a
necessary deduction from it. It is that there can be no ultimate
conflict between the economie interests of nations. The recovery
of one nation will ultimately help, and not hinder, the recovery
of others; and the collapse of one will damage the interests of
all.

If nations are not interdependent, there is no world prob-
lem, but only separate and unrelated national problems, and if
trade between nations is mot mutally advantageous, the ques-
tion is not how the world may recover, but how certain nations
may recover at the expense of others. These are simple, and
perhaps obvious principles, but in a Protectionist world there
is a constant tendency to ignore them.

The motives of human behaviour are so mixed, and
the consequences so entangled, that it is impossible to dis-
tinguish between the political and economie factors with any
logical exactness, We must be satisfied with aseful working
distinctions. The principal way in which political factors

76
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impinge upon economic processes is through the destruction of
confidence. International trade rests on credit, eredit on con-
fidence, and confidence on stability. In stating that stability
is the condition of confidence, I do not imply that the world
need remsin statie and rigid, but simply that the process of
change, however continuous and far-reaching, shall not be such
a8 to destroy economic expectations.

II

There are three main ways in which political factors
obstruct economic recovery.

(1) When domestic dissensions between political parties
become s0 acute as to threaten the framework of national order,
the fear of civil war paralyses a nation’s productive power. The
nationals hoard their money or attempt to expatriate it, and
foreigners refuse further eredits. These actions intensify the
economic difficulties, and the deepening depression sharpens the
political animosities. At the moment of writing this is the
condition of Germany.

(2) In democratic countries, the governments tend to lack
the moral authority necessary for the continuous pursuit of a
coherent international policy. In countries with a multiple
party system, many governments live daily in the shadow of
defeat, and even where there are only two major parties, a
divergence of opinion between government and people is espe-
cially likely to develop in the sphere of international affairs.
Hence when the French Premier goes to Geneva or Lausanne,
he must always keep one ear aitoned to the whisperings in the
lobbies at home, and one eye for the division lists of the
Chambre. He must not only think of how the permanent in-
terests of France can best be served, but of how his decisions
will react upon the prospects of his party. When the American
Administration makes & pronouncement upon war debts it must
think not only of the long-term effect on American economy, but
of the short-term effect on the voter in the Middle West. This
instability in the relation between the electorate and the states-
man responsible for international policy is a chronic camse of
equivocation and postponement. The Lausanne Conference was
postponed for six months, until after the Prussian and French
elections, but who can sey if Herr von Papen represented the
will of Germany, or M. Herriot the will of France?

(3) A Government may pursue either a political or econ-
omic policy in the international sphere. In so far as it directs
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its efforts to an increase of the national wealth, it pursnes an
economic policy. In so far as it is concerned with the achieve.
ment of national prestige, influence, or independence, it pursues
a politieal policy. This is the most important distinetion of all,
‘Whether a policy is political or economic depends upon the
motives and the consequences, not upon the means nsed. The
French occupation of the Ruhr in 1923, and the Japanese inva-
aion of Manchuria this year, are examples of the use of the
crudest and most powerful of political methods for economie
ends. The erection of tariff barriers is a milder method of
uging political authority for economic purposes. Conversely,
economic methods may be used for political ends, as when
Indians strive {o force Britain to grant political autonomy by
the use of the trade boycott, or when France grants a loan to .
Austria on condition that she renounces the Anschluss. 1t is the
nature of the end and not the means used which divides the two
kinds of policy.

Admittedly it is not always easy 1o know whether economic
or political motives dominate the minds of the responsible states-
men. When the allied representatives assemble to discuss repar-
ations, it is not always easy to discern whether they are most
coneerned to formulate an agreement which will bring a suitable
retribution upon Germany, and reduce her political strength,
ar one which will be economieally profitable to themselves. Some-
times they do not seem to be aware that these two intentions may
be incompatible. Yet even if the statesmen conecerned never
quite disentangle the two groups of motives in their own minds,
it is highly important that they should make the attempt. For
if the primary purpose of reparations is economie, it i8 necessary
to examine carefully their likely economic consequences, whereas
if they are chiefly of a political character, their economic effects
can presumahly be lightly treated. 'When a nation puts politieal
prestige before economic prosperity, its policy is commonly,
though loosely, described as nationalistic. .

111
To restate the argument so far. There are three main types
of political factor, the first two internal and third external,
which are likely to obstruct economic recovery.
I. Domestic political tarmoil.
II. The instability of democratie government in relation to
international policy.
II1. Nationalism,
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(1) Political Turmoil in Germany

The outstanding case of domestic turmoil to-day is the
situation in Germany. FEvents are crowding so thick upon one
another’s heels, that it is unseless to attempt a detailed deserip-
tion of the balanee of political forces at the moment of writing.
I shall restrict myself to three points; first, to illustrate the very
intimate interactions of economic and political factors; second,
to indicate the nature of the central political issue; and third,
to suggest the way in whieh other nations might help to relieve
the domestic tension.

The political confusion has been primarily caused by the
economic depression into which the whole world has been
plunged since 1930. There were, of course, certain special fae-
tors, such as the reliance on foreign loans, and the increasing
burden of reparations, which have deepened the German diffi-
culty. But in the political sphere it has been the spectacular
rise of the Nazi party in 1930, that has upset the balance of
democratic government, and it is the economic suffering which
has given point and vigour to Hitler’s appeal. The political
uncertainty has quickly reacted upon economic affairs. Take,
for example, the condition of German agriculture. Until the
banking crisis in July, 1931, the interest rate on agrieultural
mortgages was 93-10%, and the banks refused to lend on more
than 40% of the property value. Since then it has been impos-
gible to raise loans to all. If this is compared with American agri-
eultural conditions where the Federal Land Banks lend to 50%
of value at 5-54% interest—the handicap under which German
agriculture operates will be obvious.! It is trne that interest
was reduced 25% by the Emergency Decree of December 8th,
1931, but this canwot affeet future borrowings. The essential
feature of the high interest rates under which German industry
labours is that they represent not simply economie but political
risk. They are controlled by the fear that political upheavals
may prevent repayment altogether. This constant interaction
between politics and economics is pushing the nation down a
vicious spiral.

There is party instability in countries other than Germany.
M. Herriot has had difficulty in constructing a government and
his majority is not very secure, and the approaching Presidential
elections make the future American policy very uncertain. But
the party divisions in these countries do not involve the same
fundamental cleavage, the same deep opposition of attitude to

1. Article by Max Sering in Ecornomic Stale of Germany. ‘
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the method and end of government as now exists in Germany.
The vital political issue in the Reich, is whether demoeracy is
to survive, or, more aceurately, whether it can be recovered.
The von Papen Government has never met the Reichstag, for the
very good reason that if it had, it wonld have been immediately
overthrown. The only direct road to stability is by the re-es-
tablishment of democratic rule. This is not becanse democraey
is, in itself, necessarily more stable than dietatorship, but because
it seems certain that a dictatorship by the Right ean only be
made permanent through civil war. For the Communists, the
Social Demoerats, and the Centre Catholie Party are all violently
opposed to a Nazi tyranny, and if there is to be a dictatorship,
Hitler’s party is the only one strong enough to maintain it. A
further danger of a Nazi dictatorship is that it wounld increase
France's sense of insecurity and persuade her of the need for
more armaments.

In the interests, then, of internal stability and international
eonfidence it iz to be hoped that the Centre parties, which are
committed to democratic methods at home and conciliatory
methods abroad, will be able to regain power. Alternatively, if
the Nazis are returned in an absolute majority at the forth-
eoming Reick elections, it is to be hoped that they will be ready
to soften their extremism, and g0 do something to placate foreign
fears and domestic resentments.

It is here that the internal situatiom is elosely related to
the policy of Germany's neighbours. For a great part of the
extremism which Hitler represents is a response to what Ger-
many regards as the unjust penalties the Allies have imposed
upon her gince the Peace. In removing the foreign causes of
German resentment, the Allies would at the same time be rob-
bing extremism of its most moving appeal.

It may be argued that the Lausanne decision on repara-
tions, together with the private Standstill Agreements, lifts the
foreign economic burden from Germany’s shoulders. It is trme
that Lausanne relieves Germany of immediate payments, and
that if the agreement is ratified, it will represent a satisfactory
settlement of the purely economic side of Germany’s foreign
difficulties. But it does not touch the political resentments.
France refused to delete the war guilt clanse from the Treaty,
and the Disarmament Conference has done nothing to satisfy
the German claim to equality in armaments. These are the two
pegs upon which German nationalists now hang their claims.
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In comparison with the economie burden of reparationms,
these political gquestions may seem slender pretexts for aggres-
sive nationalism. And in 1928 they would have been. Nothing
so surely heals old political wounds as economic welfare, but
when depression brings suffering and exhaustion, old wounds
are prodded into active ulcers.

Allied reparation policy shows curious oscillations from a
political to an economic emphasis, The 1919 gzettlement was
eompletely dominated by political motives, and blind to economic
possibilities. The Dawes Plan in 1924 marked a genuine attempt
to give economic factors due consideration, by making provision
for a change in the value of gold, an index to prosperity, and
transfer protection. The Young Plan, formulated in 1929, was
much more completely dominated by politieal considerations.?
It was not based upon an examination of what Germany could
pay, but upon what she could be made promise to pay. The re-
introduction of the sanctions clause at the second Hague Con-
ference was, in the German view, a complete denial of the
supposition that the Plan was a free contract. With the Hoover
Moratorium in July, 1931, the economic factors again asserted
themselves. And the Lausanne decision, if ratified, would mean
the triumph of economic realism. TUnhappily, the psychological
atmosphere in (lermany has become so thick with nnecertainty
and impatience, that it is now too late to treat reparations as a
purely economic question, unrelated to armaments and war
guilt. In the German view all three factors are now aspeets of
a single problem. Since there is considerable donbt whether
the Lausanne agreement will ever be ratified, either because of
politieal complications in European countries, or the unwilling-
ness of America to play her part in debt revision, the economic
uncertainty has not been removed. Until the Lausanne Apgree-
ment is ratified, and until the war gnilt and armament griev-
ances have been met, the foreign causes of political instability
in Germany will retain their potency.

(2) The Instabidity of Democratic Governmeni
‘When President Hoover proposed a year’s moratorium
Italy accepted immediately and unreservedly. France hesitated
for seventeen days and then accepted with political reservations,
thereby preventing the proposal from produeing its psycho-
logical effect,. "When Awmerica jolted the Disarmament Confer-
ence out of the somnelence produced by the droning of figures by
2. Bee “Reparations”, John Fischer Williams, International Affairs, Mazch, 1932,
r
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experts, it only took Italy a few hours to accept unreservedly
again, Other governments, dependent uwpon party support,
eonld not dare so drastic a step. They reserved their decisions
while they examined the scheme for objections, and from that
moment the Conference was dead. And the Lausanne Confer-
ence was deprived of its one big opportunity to win American
support.

The speed and decisiveness of the Italian policy stand in
gharp contrast to the vacillation and equivecation which com-
monly mark the attitude of democratic governments to a new
international situation. For democratic statesmen, unlike Mus-
solini, must always be anxiously alert to the way their decision
may effect domestie polities. Judging by the memoirs which
the statesmen who played a prominent part in drawing up the
Treaty of Versailles have since written, the Treaty itself was a
eompromise between what its authors regarded as sound policy
and what they felt the war fevered public opinion in their
countries would stand. And ever since 1919 the same process
has been going on. At the present time we find that M. Herriot,
after pledging himself to the Lausanne Agreement, fears that
he may have alienated the support of some of the Right groups
on which he relies and so hastens to make public statementa cal-
culated to whittle down the value of the French concessions, by
emphasising their conditional nature.

There are three main reasons why divergencies between a
government opinion and public opinion are likely to arise? First,
because the plain man lacks knowledge of the outside world.
‘World problems may affect him in the most fundamental way,
but they do not impinge upon his consciousness in the vivid and
concrete form which domestic issues assume. The members of
a government, on the other hand, are well tutored by their
Foreign Office and their Board of Trade on significant trends
in foreign affairs. When there is such disparity of knowledge,
it is inevitable that there should be differences of opinion.
Second, public opinion on foreign affairs changes slowly, more '
particularly when it is deeply entrenched in the channels of
nationalist sentiment. Throuphout the nineteenth century the
citizens of western nations were being educated in their separate
nationalisms, and the four years of war was & period of inten-
sive training along the same lines. It is now fourteen years
since the Armistice, but that is too short a time in which to
uproot the convictions in which people have been schooled for a

3. COf. A. Zimmern: “The Influence of FPublic Opinion on Forelgn Policy™,
Problems of Peace, 8rd series, 1929,
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century, especially when Protection keeps alive the national
jealousies. Third, the traditional separation between domestie
and foreign politics means that a government taking part in
delicate international negotiations, of which its electorate ap-
proves, may be overturned on a domestic issue. So long as home
and foreign affairs are regarded as two distinet fields, instead
of the same field looked at from different ends, and so long as
the domestic side of policy is regarded as more important than
the foreign, there can be no guarantee of a close rapport between
public opinion and governments on international guestions.

The remedy lies with educators and politicians. In schools
and universities, historical, political and economic subjects
should be taught in a way which illustrates the dwindling im-
portance of nationality in the twentieth century world. ‘‘The
diviston of the worid into nations, except on cultural grounds,’’
writes Sir Andrew MacFadyean, ‘‘is now unreal, and largely
meaningless.’’* That is the lesson that must be taught, not as a
separate lesson, but as the inevitable implication of the study
of concrete problems. _

And in a time of world depression, surely the politicians
have a splendid opportunity to educate their electorate on world
issues. When times are good, and budget surpluses the rule,
it is too much to expect & government to impress upon the publie
that this prosperity has been due to world factors, and not to
their own virtues and skill, but when times are bad, an emphasis
on international affairs wounld not only be valuable educational
* work, but would at the same time provide good reasons for
governmental failures.

(3a) Protective Toriffs

It is not my purpose to discuss the direct economie effects
of Protection, but to draw attention to those less tangible politi- -
cal consequences which tend to be overlooked in iariff discus-
gions. I want to urge that these political consequences are likely,
in the long run, to have imporiant economic repercussions.

If we analyse the motives for Protection, we find that they
are only in part economic. In the past perhaps the most com-
mon political purpose of tariff-making has been to make a nation
a8 nearly as possible self-supporting in case of war. More
recently the emphasis has been shifted to internal political issues.
It has been felt that if the state is to regulate the economie
process in the interests of social justice; if, for example, it is to
fix wages, that such & policy can only operate effectively if the

4. “The State and Ecovomic Life”, Interngltionasl Affgirs, Jan., 1932,
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domestic economy ean be insulated from the shocks of unpre-
dictable changes in the economie policy of foreign nations.

In democratic countries it is necessary to persuade the
general public of the advantages of a Protective policy and the
arguments presented on the platform and in the press are always
calculated to make a direct emotional appeal. The popular case
for Protection always tends to execite strong nationalist feelings.
Since competition is regarded as beneficial in one’s own country,
it is necessary to point out that foreign competition is in a dif-
ferent class, that it is ‘“‘unfair’’, No serious attempt is made to
define what constitutes unfairness, but in time the constant
association of the two words encourages the belief that foreign-
ness is itself unfairness. This means that the foreigner has a
lower moral standard in business than one’s own countrymen.
For example, a recent advertisement for British produects, refers
with moral indignation to the ‘‘ingidious propaganda of foreign
competitors, which seeks to undermine the reputation of
British workmanship’”. 'What counld be a clearer invita-
. tion to examine an economic issue, not from an economic stand-
point, but from the emotional bias of an injured national pride?
Further, if home products are to be protected it can only be
because they are worth protecting. And it may be claimed they
are worth protecting for two reasons, because they are intrin-
sieally superior though lacking the meretricious appeal of foreign
products, or because the home industries, being more civilised,
pay higher wages. In the first ease one’s own country is tech-
nically superior, in the second morally superior. When this
gecond argument is developed a tariff issue becomes doubly em-
bittered by being represented as a contest between different
cultures, different attitudes to life. The tariff becomes not only
the champion of prosperity but of civilisation.

The outcome of such propaganda, which seeks to reinforce
economic motives with political loyalties, is to intensify inter-
national resentment and bitterness. It is to develop the psy-
chology of war. It is to destroy the capacity to judge the interests
of different nations by a common moral standard. For when the
British producer urges his customers to ‘‘Buy British’’, the
logical corollary is that the producers of other countries should
urge their countrymen not to buy British. But that, presumably,
wonld be unfair competition in the field of propaganda. From
whatever aspect we view it, the intensification of national rival-
ries is the immediate political consequence of Protectionist
propaganda.
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There is another political econsequence not so immediately
perceptible. 'War is the greatest enemy of international trade,
and we have assumed that an inerease in international trade is
the condition of world economic recovery. There already exist
institutions—such as the League and the Permanent Court—
for the peaceful settlement of disputes. The smecess of such
organs must ultimately depend, not on any supernational sane-
tions which they may control, but on the degree to which the will
to peace among the nations is more potent than the will to war.
These institutions are not machines for the manufacture of
peace ; they are machines which world opinion may use to articu-
late and define its desire for peace. To complain that the League
has failed to settle this or that dispute is as unreasonable as to
complain that one’s motor car does not run when there is no
fuel in the tank. Now if the motive power to drive the machine
of peace is the will to peace, the strength of that will depends
in turn upon the degree to which men feel that the interests
which nnite nations are greater than the interests that divide.
The assumption, in short, on which the League is built, is that
the eeonomic and cultural interdependence of nations should
triumph over their political independence. But if the logiec of
a Protectionist world is aceepted, nations are divided in their
economic as well as in their politieal interests. The foundations
of the Lieague are smashed into as many pieces as there are Pro-
tectionist nations in the world. To expeet any international
organ of peace to unite gronps who are divided not only by
political traditions, but by vital economic antagonisms, is to ask
for the impossible. “Ip eny future that we can foresee,”’ writes
Sir Arthur Salter, ‘“the main occupation and concern of man-
kind will be the economic struggle; eompetition between indi-
viduals and between groups, whether of the same or different
countries, will remain a basic element in human life. The forces
so engendered are potentially the strongest in the world, and if
they are so developed and directed that their collective might
comes in confliet with any human institntion, it is difficult to
conceive the institution that can withstand the strain.’’® Every
time a tariff wall is strengthened the League of Nations iy weak-
ened. Yet surely the prevention of war is the primary political
condition of world prosperity.

(3b) Armamenis

The growth of national armaments, despite disarmament
conferences, goes far to substantiate Professor de Madariga’s
B. *“The Economic Causes of War,” In The Causss of War, 1982,
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argument that in existing conditions every disarmament con-
ference must become an armament eonference.®

Armaments, moreover, are the natural accompaniment of
Protection, for military force is the ultimate sanetion of tariffs.
If the State is to be made the sustainer and protector of its
citizens’ economic interests, ags well as their pelitieal interests,
it is inevitable logic that such execlugive economic interests should
be grimly defended. Where there is no overriding common in-
terest, the only appeal of the special interest is to foree.

I am not primarily concerned with the direct economic
expense of armaments, though it is tempting to visualise the
increase in economic welfare which a couniry like Britain could
promote, if instead of spending £115,000,000 a year on arma-
ments, she were to devote it to social serviees. Competition in
armaments has more far-reaching economic eonsequences, since
it is perhaps the most potent source of world distrust. This
political suspieion is the obverse of the lack of economic confi-
dence. The point is suceinctly stated by The Economist. ‘It is
just because the problem of disarmament remaing so long un-
solved that there is a world-wide sense of insecurity, and a sense
of insecurity is the exact analogue, in the political and military
sphere, of a restriction of eredit in the economic and financial
sphere—the two disorders clearly spring from one and the same
psychological root; from that general failure of nerve from
which the world is suffering. It is evident that the world’s
present nervous breakdown must be treated as a whole. We
cannot hope to deal effectively with this or that symptom piece-
meal.’™

v

I have tried to make & working distinetion between economie
and political factors, but fully recognise that such a distinction
is not logieally ultimate. I believe that if we attempt a thorough
psychological analysis of the motives behind the two kinds of
policy, political and economic, we will find that in the world
to-day, those policies which we call political, which are eon-
sciously directed to a non-economic end, will generally, though
not always, be fraceable to a deeper economic motive. Men's
motives do not just spring up spontanecusly ; they are a response
to their environment. Human environment is made up of many
factors, but the basie factor is always economie, for it is this that

6. Bee “The Dificulty of Disarming’’, Problems of Feacs, 5th series.

7. The Economist, Decqmber B5th, 1931, quoted by W. G. Moore, Froncs end
Germany, page 11, 1982,
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makes life possible at all. The importance of the economic
motive, relative to others, always depends on the urgency of
primary economic needs. These needs have seldom clamoured
80 urgently for satisfaction as to-day. This means that the
nationalism which expresses itself in tariffs and armaments
wonld lose much of its vitality if it were not based on the con-
viction, perhaps not clearly formulated, that the fight between
nations is not simply for honour or independence, but for bread.
It is due, in other words, to the refusal of both popular and
official opinion to accept the two assumptions with which I began
this paper, that the injury of one nation is the injury of ali, and
that the recovery of one will aid the recovery of all. We know
that politicians, while paying lip-service to these propositions,
do not reslly believe them, or they could not go on building
tariffs and armaments. But do the economists believe that they
are wholly, or only haif, truet That seems the first question to
be settled in any discussion of world recovery.

W. MacMAHON BAILL.
The University of Hdbaum._



FUNDAMENTAL PRESUPPOSITION FOR
SUCCESSFUL ECONOMIC PLANNING

1. Introduetion.

II. Essentials of a Successful Plan and the Purpose of Economie
Organization,

III. Unconscious Planning in Modern Capitalism.
TV. Planning and Individual Freedom.

I

It is not surprising that, faced with the paradox of wide.’
gpread poverty in a world of plenty, or at least of potential
plenty, many people should be looking for a solution of our
present economic disorders along the lines of consecious plan-
ning. The observations to be outlined here are not put forward
in any spirit of hostility to the idea of planning, my own bias,
indeed, 8o far as T am able to interpret it, being in favour of
that idea. Even if it is not quite so disorderly and chaotic as
is sometimes alleged, even the most enthusiastic admirers of our
present economic organization can scarcely affirm that at the
present time it is developing with just that smoothness and ease
of movement which we might expect if it were based upon &
well-conceived and properly administered plan. The growth of
a sentiment in favour of planning is quite a good thing. Even
if we confine our atitention to the simpler problems of everyday
life, experience shows clearly that we are more likely to get
what we want, without the waste of unnecessary time and effort,
if we plan beforehand the sncceswive steps which are needed to
achieve our objective. It is seldom wise, indeed, to have an
absolutely rigid plan which cannot be modified and moulded to
meet changing circumstances. Even if we can forecast fairly
accurately the future trend of events, there will always be
some nnforeseen or unforeseeable changes which will demaund
some changes, at least, in the details of our plan. Even the most
orderly household routine will be upset in face of fire, earth-
quake or flood, and though provision for such catastrophes need
not normally be made, the wise domestic planner will aliow for
some measure of adaptation to changing eireumstances.

If we leave the simple affairs of the household, and eon-
sider the more complex situations of business and general soeial

"life, the advantages of planning are still quite obvicus. The
folly of the man who went to war without counting the cost was

83
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pointed out nearly two thousand years ago, and it is still true
that the general who plans best is most likely to win battles.
A gporting tour is not likely to prove very successfnl unless it
ig carefully planned beforehand, and the success of a scheme of
study depends elso largely on similar conditions. Sucecessful
business men endeavour to adapt their production programmes
to their anticipations of changes in conditions in the future,
and their smecess in business corresponds fairly closely to the
thoroughness of their plans and their skill in anticipating the
future. In all these cases, {00, there must, of course, be some
elasticity. A business man must always remain master of his
plan, ingtead of allowing it to master him. But insistence on
the evils of undue rigidity is quite a Qifferent thing from throw-
ing doubts upon the value of the idea of planning. A bad plan
or an excessively rigid plan may lead to disappointment, but it
is certain that the man who has no plan whatever will lead us
nowhere.

It must also be agreed that the fundamental idea of apply-
ing the concept of conscious planning to our economic life is a
valuable one. One important reason for the recurrent economie
dislocations which- afflict the world is the absence of any clearly-
defined social plan in certain, at least, of the outstanding depart-
ments of economic activity. Lacking s clearly-defined and gener-
ally-accepted plan, it is not surpriging that the economic machine
often runs heavily, and sometimes seems to threaten to break
down and stop saltogether. But the very advantages which
might reasonably be anticipated to follow from a successiul
eccnomic plan make it all the more important that before im-
mersing ourselves in the construction of a detailed programme,
- we should first consider certain essential preconditions without
which no plan, economie or otherwise, can possibly sncceed. One
important reason why planning has sometimes ended in dis-
appointment is the fact that these essential preconditions have
not always been properly understood. Most of them, it will be
seen, are obvions enough-—some, indeed, are almost platitudi-
nous—but history shows clearly that the logical barriers which
ought to prevent thinking men from ignoring obvious first prin-
ciples are often not nearly high enongh to make possible the
performanee of their proper function :

‘ i ] .
First, then, will be attempted a brief analysia of the con-
ditions which make possible the success of the simpler kinds of
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plan to which reference has already been made. These con-
ditions do not ensure suceess; that depends on the nature of the
plan itself, and the extent to which it takes proper account of
the objeetive limits and facts of the situation; but unless these
eonditions are in a large mesasure fuifilled, even the most cun-
ningly-devised plan is likely to fail. The first obvions essential |
for a suceessful plan is that it must have a purpose, and further,”
that the purpose shall be known and understood; the extent
to which this eondition is realized will also, at the same time,
determine to a large extent the suceess with which the plan can
be adapted and varied to meet the exigenecies of changing con-
ditions. Changes are mueh more likely to be made intelligently
and in the right direction if they are made in the light of some
clearly-understood general purpose. Otherwise we shall be apt
to mistake mere means for ends in themselves, and in endeavour-
ing to follow the letter of the law which we have Iaid down for
ourselves we msay entirely saerifice its spirit. Much domestic
planning, indeed, fails precisely cn that aceount. The planners
forget the ultimate purpose of their plan, and fix their atten-
tion too narrowly on the means selected for the realization of
the plan, forgeiting the wider objective which the plan was
designed to serve. And in general, 3 is obviously true that
suceessful planners must know the purpose of their plan, and
shall further be successful in getting those who are to eo-operate
in earrying out the plan to understand its purpose, too, though
not necessarily in ezhaustive detail. The general aims at de-
feating the enemy, or putting their army out of action; the
management of a sporting tour aims at playing a given number
of games with a certain level of skill, and in such a way as to
arouse public interest and enthusiasm; the student aims at the
accumulating of a body of kmowledge, or at the attainment for
himszelf of a position in which he will feel confident in expressing
opinions about eurrent problems of a particular kind; the busi-
ness man aims, in the first place, at selling a certain volume
of goods &t remunerative prices, and secondly, at securing an
adequate profit.

Curions though it may seem, in view of the enormons
amount of discussion which has been devoted to economic prob-
lems, there is still no universally-accepted answer to the ques-
tion, What is the proper purpose for a general economic plant
Most economists would say that the purpose of an economie ,
organization, whether planned or not, must be the provision of
the maximum average level of economic welfare for the com-
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munity as a whole, paying due regard, at the same time, to
the advantages of diminishing inequalities in the distribution of
income. This, too, no doubt, sounds obvious enough, but, even
if we leave out the question of income distribution, abont which
there are wide differences of opinion, this purpese for economie
organization is certainly not universally acecepted. Two or three
years ago, when it was widely maintained that France was the
most prosperous eountry in the world, the people who took this
view clearly had in their minds some objective for an economie
organization other than the maximum average level of economic
welfare ; for, judged by that test, France at that time was defi-
nitely poorer than Great, Britain and some of the Seandinavian
countries. Probably steadiness of employment wae the ideal~
which people had in mind when they envied the alleged pros-
perity of France, but this was never clearly or definitely enun-
ciated. Steadiness of employment is certainly desirable, but it
is clearly & matter of degree how far we should be willing to
sacrifico steadiness if as a resalt we could enjoy other economic
advantages. Few people would prefer to our present fluctua-
tions a state of affairs in which everybody was regularly em-
ployed, with an average income of only, say, one-tenth of that
which is available to-day, but we have seldom faced the question
how we should balance the relative importance of fluctuations in »
the regularity of employment and of a high average level of
productivity. Many people in New Zealand talk, indeed, as if
the object of our economic organization were the maintenance
of a certain number of people employed in farming work, or
the encouragement of exports, and the maintenance of a favour-
able balance of trade; in other countries people are concerned
" about economic domination, whatever that may mean, and in
neither case is there any eclear realization that the extent to
which these things are important—if, indeed, they are important
—must be subordinate to some wider, more fundamental pur-
pose. The clash of ideals involved in deeciding whether France
or, say, the United States has been the most prosperous country
in the world in recent years can be made still more obvious if
we consider the difficulties which M. Siegfried, in hig brilliant
books on the United States and Great Britain, experienced in
his endeavours to get inside the American and the British
points of view. It is an exaggeration, but a pardonable exag-
geration, to say that on the whole the French are not much
interested in economic progress. That is one reason why the
argumenta which to most of the rest of the world appeared
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jrresigtible in favour of & liberal revision of the financial clauses
of the Peace Treaties failed for so long to aronse any approving
echoes in France. The French were mueh more interested in
other things. More important still is the difficulty arising in
regard to income distribntion, This, as will be seen later, brings
us close to another essential preeondition in planning, but it
may be noted here that the character of our plan will depend in
imporiant respects on the character of the income distribution
at which we think it proper to aim. Or the position might be
-even more serions if it were found that in order to be successful
‘our plan must impose upoen people who to-day oceupy privileged
positions a lowering of their standards, either absolute or rela”
tive, such as they would not voluntarily agree to accept. It is,
of course, the essential communist thesis that effective economie
reconstruction inevitably involves such sacrifices on the part
of privileged groups as they will never accepl unless under
violent compulsion. Whether this view is correet or not, we
need not here pause to consider, but it is elear that our thinking
about planming will remain muddled unless we take inio account
not only questions of eo-ordination of prodmction, but also of
income distribution. If our planning involves, for example, as it
very well may do, a broader foundation of education for the
whole population, we must be prepared to tolerate a consider-
able shrinkage in the income differenees to which many people
have become s0 aceustomed that they now regard them as
natural.

So long as this confusion as te the purpose of our economic
organization exists, it will be immensely difficult to devise any
satisfactory general economic plan. In the absence of general
agreement on this question, people will waste much time and
temper argning at cross purposes; there will be great diffienlty
in making the changes and adaptations in the plan which will be
demanded by changing circumstances, and the attempts made
to carry out the plan will be less intelligent and effective be-
eguse people generally will not sufficiently understand the objee-
tive at which the plan is aiming,

Successful planning, however, demands mueh more than a
clearly-defined and generally-realized purpose. It also presup-
poses, in relation to the uniis whose activities are destined to
make the plan effective, a considerable measure of conirol in
80 far as their actions impinge upon the plan. Each of us ean
to a large extent plan kis own daily work, becanse we ean econ-
trol our own movements. A general of a well-disciplined army
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has absolute control of his officers and men; the planners of a
spaorting tour have almost complete control over the members
of the team, in 80 far as their actions affect the progress of the
tour. The business man does not wield snch complete control
over the activities of his employees, but in nmormal times, if he
acts with reasonable care, he can count on being able to deter-
mine fairly exactly what each of them is to do. The people who
are going to carry out these plans are not perfectly free agents,
or, at any rate, they have agreed beforehand to limit their free-
dom to such an extent that they may safely be considered for
the purposes of the plan as being under eontrol.

And further, the successful planner can usually eount on

a reasonable measure of continuity in the methods of production’

or activity which he and those under his control will be required -

to practise. The manager of a football team will not suddenly
be called upon in the middle of the tour to stage a ericket match
or to play fcotball under entirely new rules. The successful
general 18 usually fairly confident that his adversaries will not
be springing any surprises upon him in the way of entirely new
methods of attack. The business man cannot be so sure that
production methods will not change, but certainly the task of
planning is made much easier if such changes as occur are rela-

tively small and gradual. Unechanging production methods are .

not an essential condition for the suceess of a plan, but the plan

will have a much greater chance of meceess if this condition is
realized.

Even in the simplest cases, then, we see that there are three
general eonditions which are either essential to the sunccess of a
plan or at least make success much more probable: first, a clearly-

- formulated and understood cbjective; second, a high degree of
eontrol over those aetions of the people who are going to carry ,
out the plan which are likely to affect its progress; and third,
the absence of violent change in tha methods of work which the
plan is likely to call for. The eonfusion arigsing from lack of
agreement abont the purpose of economie organization has
already been mentioned. Our next task is that of examining
how far the other two fundamental conditions are likely to be
realized in a general plan for economic development, either
national or world-wide, or, what is, in effect, the same thing, we
shall examine the difficulties which hamper the suceessful realiza-
tion of the plans whieh are, in fact, implicit, though not always
clearly expressed or understood in our existing economic
organization.
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For onr present economic¢ organization, obviously faulty as
it is, is far from being a planless chacs. It does provide a
machinery for the adaptation of the organization of production
to changes in the demands of consumers and arn examination of
the conditions which make it difficult for this machinery to fune-
tion with perfect smoothness and precision will, at the same
time, throw light on the conditions which must, at any rate, be
partially fulfilled if any comprehensive plan of economic
reconstruction is to be successful, Adaptation of the economie
organization to changes in the demands of consumers, on the
one side, and to ehanges in production methods, on the other, /
is constantly taking place through the operation of variations
in relative prices, causing changes in the activities of producers
throngh the medium of variations in profits. If consumers
generally demand more of a certain commodity, it is desirable
that more of the community’s productive forces should be
directed towards the production of that commodity. Similarly,
if a new invention makes it possible to produce some other com-
modity more easily than before, it is desirable that rather less
than before of the comrunity’s productive foreces should be
directed towards the production of that commodity, the produe-
tive forces thus liberated being then available for use in other
directions, formerly explored only imperfeetly, if at all. These
desirable redirections of productive energy are likely fo be~/
brought about, though often after mueh delay and frietion,
through movements upwards and downwards of the prices of
the commodities concerned, these movements serving as signals
to producers, indicating when more or less of a certain com-
modity should be produced. In practice, this system of signals
often works very badly. Its indicators are constantly being dis-
torted by defects in our currency system, which in times like
the present, for example, have the effect of setting npearly all
the signals at danger, so that nearly all producers are indueed
to believe that it is desirable that they should contract their
output. Such a belief may be correct for certain industries,
but for industry as a whole it is obviously absurd. The effi-
ciency of the signalling system is also affected by monopolistic
interferences and other upsetting infiluences. It is, however,.
more important to emphasize the fact that the response of
producers to relative price changes is in reality the central d
kernel, so to speak, of our economic organization, and that, quite
apart from all the defects of the mechanism itself, there are
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certain difficulties of a still more fundamental natare, which
make it unlikely that the machinery will work perfectly
smoothly.

These fundamental difficulties are the failure to realize the
conditions which were formulated earlier as essential precondi-
tions for successful planning in any field of human aetivity, Our
aetions impinge upon the progress of an economic plan in two
important departments of our life: first, in the way in which we
spend our incomes; and second, in the way in which we choose
and carry out our work. A successful economic plan demands
a considerable degree of control over our actions in both depart-
ments, and it is largely on account of the absenee of control of
either kind that the organization based upon changes in rela-
tive prices and profits has failed to bring satisfactory results
in recent years. At the same {ime, economic planners, so far
from being able to count upon a reasonable measure of con-
tinuity in methods of prodmetion, have been compelled com-
stantly to face the consequences of sudden and violent changes,
requiring that the old game should be played according te en-
tirely new rules. These facts must also be considered by anyone
attempting to devise an alternative and more effective method
of planning.

1v

] Obviously, it is much eagier to plan for the future if the

future is going to be the same as, or very similar to, the past.
But when the future changes rapidly, it is difficult to anticipate,
firstly, what people .are going to demand, and secondly, what
will be the most effective way of meeting their demands. The
basic facts which make any planning under modern conditions
tmmensely difficult are the instability and variability of demand
and the numerous and rapid improvements which have taken
place, and are still taking place, in produective technique. The
two are, of course, closely associated. Instability of demand
means that people switeh over their demands suddenly and
unpredictably from one class of goods to another. There is no
longer, for example, such a need as there was for the produe-
tion of wool, as people now for many purposes prefer artificial
silk; but the transfer of sheep-farmers into the artificial silk
industry is by no means an easy matter, especially if the arti-
ficial silk indusiry happens to be developing in some distant
country on the other side of the world. Such changes may
occur at any time, but their number and importance are not
likely to be great except in communities where the standard
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of wealth is already fairly high, and especially where it is
rigsing rapidly, both of which conditions were fulfilled in most
industrial countries during the last quarter of a century, in
spite of the losses inflicted by the war. The successful business
man in recent years has had to anticipate how people whoee
wealth was increasing would spend their inereased incomes. It
is not surprising that many mistakes were made, for often the
people whose wealth was increasing conld not themselves have
predieted how they were going to spend it. Business men have
endeavoured, by means of large-scale advertising, to check the
instability of demand, but though many of us apparently do
not object to the pressure of advertisement, we still like, at’
least, to feel that we are free to buy as we choose. We do not
like even to feel bound to buy systematically from the same
shops, a factor which makes it diffienlt to eliminate the wastes
involved in unco-ordinated retail business, and in particular
hampers the development of the co-operative system of retailing.
It panders to our sense of power, illusory though, no doubt, it
largely is, to feel that we are free to sack our grocer or our
butcher. Economic planning would be a much easier thing
if we did mot insist so strenuously on freedom of choice in the
expenditure of our incomes.

The efficiency of economic planning is also diminished by
the fact that we like to decide what work we are going to do,
and what sort of business, if any, we are going to experiment
with. This sort of freedom may be even more illusory than
the other, especially in times of depression, but, nevertheless,
we cherish our illusions, and like to preiend to ourselves that
we are masters of our fate, free agents, and not merely deing
what we have been ordered to do. Much of the ill-feeling which
gornetimes arises in connection with nnemployment relief works
is undoubtedly traceable to this fact. If a planning authority
could tell people exactly what they were to buy, and could
order them to do whatever work was regarded as necessary by
the planning authority, then the task of planning would be
much easier than, in faet, it is, and this is 2 eentral and funda-
mental fact, whether we are thinking in terms of the present
economic order or of some substitute for it.

The gdifficulty of controlling producers arises in its moet
acute form, indeed, when we begin to think of co-ordinating the
economic activities of {wo or more states. It is the essence of
a progressive econcmic organization that there should be eon-
stant fluctuations in the relative distribution of our productive
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forees, both of capital and of labour, as between different indus-
tries, but public opinion in most countries dislikes such changes,
especially when they seem to imply a relative decline in the
importance of industries which have been regarded in the past
as ihe main sources of employment. If progress throughout
the world, or, to take smaller geographical units, in the British
Emnpire, or in the Pacific Basin, demands such changes, every
eountry is convinced that the changes should be made somewhere
else, that within its own borders the sfeiws quo in this respect
should be maintained. Each part of the British Empire is
willing to make concessions to the others, but only on condition
that none of the industries which it regards as important are
disturbed. Such a state of mind obviously stands in the way of
any really systematie economie planning, which must inevitably
involve some disturbance of vested interests. Similar diffieul-
ties would inevitably stand in the way of an economic plan for
the Pacific. Vested interests in unegqual income distribution
further illustrate the same point.

The difficulties of rapid shifts in demand Lhave undoubtedly -
been much intensified in recent years by the quite unprece-
‘dented improvements whick have been made in methods of
production, in agriculture and transport, as well as in manu-
facturing. The net resnlt of these improvements has been two-
fold: first, & great increase in average productivity per head,”
which in itself has made possible much wider fluctuations in
demand; and second, & need much more intense than we have
ever known before for rapid transfers of labour and capital”
from industries which are now overmanned to industries which
hitherto have been almost unknown. And the difficulty of de-
" ciding which are the new industries to be developed is the same
as the difficulty of deciding how people with large incomes are
going to spend those larger incomes. We do not need so many
coslminers, because oil fuel is chezper and more efficient, but
in what direction the people who profit from the cheaper oil
are going to spend their increased incomes, and how to get the
coalminers into the industries which are going to meet these
increased demands, are problems not to be solved by faeile
references to economic planning.

It is not, of eourse, suggested that these changes are not
good. It would be very undesirable to discourage them, but it
is important to realize that they raise serious difficulties for
the economic planner, which people who are enthusiastic about
planning must be prepared to face, Nor is it desirable to

G
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exaggerate the importance of the ‘‘freedom’’ which we appar-
ently enjoy in the expenditure of our income, and the inconveni-
ence which would be caused if this ‘‘freedom’ were to be
limited. Freedom, indeed, is one of the numerous words which
are used in such widely-varying contexts that it is often difficnlt
to attach any elearly-defined meaning to it. It may well be’
that saeriflee of freedom in this sense is the essential pre-requni-
gite for the exercise of freedom in other and much more funda-
mental senses, In some directions, indeed, control of demand
would mean merely the exercise of rather more common sense
than is at present usnally displayed. Similarly, the reluctance
of national groups to admit the necessity for a readjustment in
the relative importanee of the industries which have grown up
in the past does not as a rule, in fact, protect them from that
necessity. The adjustments must, in any case, be made sooner
or later; if they are made unwillingly and under pressure, their
consequences are likely to be more unpleasant than if they are
carried out deliberately in aceordance with a well-devised plan.
Certainly, if we approve of planning, we must be prepared to
discover that the plan cannot succeed unless we are willing to
impose upon ourselves restrictions of a kind which on super.
ficial consideration would appear irksome to some people. Such
restrictions may, indeed, turn out to be the price which must
be paid for the benefita of economic progress. We may be able
to ensure an undisturbed enjoyment of the fruits of increased
productivity only if we are willing to take out part of our
increased dividends in such ways as are prescribed to us by a
eentral planning anthority. Many of the jolts which are atill
shaking the economic structure of the world are the result of
the general reluctance to admit the fact that planning means
inecreased control of individual and group action. Peopie have
attempted to carry out various partial plans, but, at the same
time, they have insisted upon exercising the same degree of ~
economic freedom as they enjoyed in the past; these two things
were incompatible, and the plans broke down., Economic plan-
ning may be desirable or even inevitable, but the first lesson
to be learned by enthusiastic planners is that we canmot at
the same time enjoy the benefits of conscions planning and the
fine feelings that go with complete economic freedom.

ALLAN G. B. FISHER.
Umiversity of Olago. ‘



THE RATIONALISATION MOVEMENT AND
AUSTRALIAN INDUSTRY

I. The Major Purposes of Rationalisation Abroad.

II. Resultant Competitive Pressure upon Australian Industries.

(i) On Australian Home Market.
(ii) On Australian Overseas Markets,

II. Structural Tendencies in Australian Industrieg in General.
(i) Statistical Measures,
(ii) Evidence of Elements of Rationalisation.

IV. Structural Tendencies in Particular Australian Industries.

(i) Statistical Measures.
(ii} Evidence of Elements of Rationalisation.

(&) Primary and Secondary Concentration of P!.a t
Operation.

(b) Concentration of Financial and Administrative
Control.

{(¢) Improvements in Technical Processes.

(d) Scope for Fuller Rationalization.

I

In a discussion of the ways in which the progress of ration-
alisation in other countries may be expected to influence Aus-
tralian industries, it is important to emphasise the uncertainty
of meaning which bas gathered around the term rationalisation
itself. Are we to consider it merely as minor though multi-
tudinouns manifestations of the attempt to achieve technical and
operative efficiency in industry, pr are we to think of it as a
doctrine of comprehensive change in the structure of whole
industries? )

Most of the current discussion of rationalisation stresses
the first rather than the second of these viewpoinis, This has
at least the merit of being realistic. Much more progress, as
might be expected, has been achieved in what might be called
the lower than in the higher stages of rationalisation in Europe
and America. That is to say, there has been more progress in
the drive for waste-eliminating organisation, administration and
operation within the business unit than within industries or
groups of industries as a whole, But rationalisation is a process
with large social purposes. It presses towards a goal of more
conscious, c¢o-ordinated national and international planning of
economic life. Coherency and unity of purpose may be said to
be the keynotes of its more ultimate aims for industry. Neither
the one nor the other may yet be a marked feature of the

99
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rationalisation movement in eountries outside Germany. None
the less, wherever effort is being put forth to secure technical
rather than monopolistic advantages by centralised control of
production and marketing, combined with a standardising, sim-
plifying and mechanising of processes, we may look for evidence
of rationalisation at work. '

It is the purpose of this paper to examine some aspects of
the influence which the rationalisation movement in other coun-
tries is likely to exercise en our own industries. Imitation and
suggestion may be expected to be one medinm of such influence.
But influence will come most powerfully through the pressure
felt by our producers, either on the home or export markets;
consequent on any competitive advantages gained through
rationalisation by industries abroad. It becomes of inferest,
therefore, to ask which of our existing industries are most open
to these inflzences.

It is possible to urge that this gunestion has only an academic
interest because sufficient protection or shelter either is already
afforded to our industries or will be as the menace of stiffer
competition from imports increases, But is this not preeisely
the kind of false argument of escape to which Anstralians are
all too ready to resort? It is at least the duty of economists
to be eternally protesting against reasoning of this sort. We
must assume that, in so far as rationalisation abroad does
realise progressive economies for overseas producers, it is exer-
cising an inflnence tempting our own producers to a misuse of
the tariff, unless they, too, by their own advance in efficiency,
are achieving progressive lowering of costs.

II

In view of the progressive rationalisation of industries in
countries abroad—in Germany, the United Kingdom, the United
States, France, Belgium, Italy, Holland, Switzerland, and
Czecho-Slovakia—a selection, for the purposes of this inquiry,
may be made of those Australian industries which are subject
to some present degree of competition on onr home market from
the corresponding indusiries undergeoing rationalisation overseas.
This selection is given in Table II. Table IIX presents in like
manner a selection of Australian industries which, for similar
reasons, may expect intensified competition on their export
markets. Because of the high degree of protection or shelter
enjoyed by most of the industries in question, it may be assumed
that they command the bulk of the home market for those types



1982 MAULDON: RATIONALISATION MOVEMENT 101

of product for which there is the most considerable demand.
The portion of the market served by overseas producers, exeept
where the produets are raw or proeessed materials required for
Australian manufacture, will be represented in the demand for
a wide variety of specialised produects. The demand for these
tends to split up into small lots. The varied, specialised and
parcel nature of this demand constitutes the main unfettered
opportunity for the overseas manufacturer on the Australian
market, because it does offer gsomething like an effective bar
against Australian manufacturers entering these fields of pro-
duction. Nevertheless, as will be shown later, there has been a
strong disposition, and a rather unwise one, for Aunstralian pro-
ducers to engross this minor portion of the total home market
at a cost in overhead disabilities which were not anticipated. .

These considerations of existing and potential command of
the Australian market raise fundamental questions. Can further
rationalisation of Australian indusiries enable ocur producers
not only to keep their hold of the major part of the Australian
market without resorting to the heights of protection which
cancel out protection, but also to appropriate a greater share
of the remaining market now served by specialised overseas
products? Is it desirable that our producers should pursue this
double aim? We may put the question another way by asking
whether there are desirable limits to ecomomic autarchy for
Australia. The gquestion was given practical and immediate
significance at Ottawa. Britain urged upon thé Dominions that
their tariff rates ‘‘should be so graduated as to give British
products a reasonable chance of competing on even terms; also
that the duties against British produects should be fixed for -
protective purposes no higher than is necessary to give a fair
chance to reasonably efficient Dominion industries.”’® The em-
bodiment of this principle in the Ottawa Agreement may be
interpreted as a very desirable brake upon excessive economic
nationalism in the Dominions.

Answers to questions of this kind will shape themselves, at
least partially, by inquiring whether our industries, severally
or as a whole, exhibit ‘‘reasonable efficiency’’; or, if that fask
be too difficult because ‘‘reasonable efficiency’’ in a Dominion
industry is to be gauged by opinion rather than by an objective
standard, by asking what conditions in our industries either
favour or deter the adoption of those measures of rationalisa-
tion which are claimed to increase efficiency elsewhere. It is a

1. Statement of Mr. Stanley Baldwin, lemder of the Britith delagation to the
Ottaws Imperial FEconomic Conference, at Ottaws, July 28, 1932,
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preliminary and tentative inquiry of the second kind which is
attempted here. It will focus, as far as possible, upon those
structural aspeets of our industries which reveal the degree of
concentration of plant operation, and which may be suspected
of having revealed or of being in the way of revealing the
optimum magnitude for the umit of operation or eontrol, and
upon discernible tendencies towards greater mechanization and
improvements in processes,

. III

It is desirable in analysing the structure of any industry
to distinguish the degree of concentration represented in the
growth of the number of larger-scale units from the growth in
scale of the largest units. These distingunishable though obvi-
ously related forms of concentration we shall call respectively,
for the purpose of deseription, primary and secondary eoncen-
tration. A further distinction should be drawn between concen-
tration of or within productive units or plants and coneentra-
tion in the business control of related plants, These several
distinctions are relevant to the question how far forces are
working for or against greater rationalisation of production and
marketing in Australian industries.

For a generalised picture of these structural differences in
our industries, as well as for time series which might reveal the
tendencies in mechanisation and improvements in processes, the
published statistical aids are lamentably inadequate. Such rele-
vant aggregate figures as are available are shown in Table 1.2
The table presents a better pieture in outline of the growth of
our manufacturing industries (mining, agricultural and other
primary industries are not included) than of the faetors with
which we are here concerned. By comparison of percentage
differences as between the earliest and a late year in the period
covered, there is certainly suggested (i) a movement away from
rather than towards greater primary concentration, as measured
by the disparity in the growth of ‘‘factories’’ and employees;
(ii) a considerable growth in mechanisation, as measured by the
increase of value of plant and machinery and increase of horse-
power msed; (ili) a very uncertain tendency in ‘‘reasonable
efficiency’’, a8 measured in production values. But the com-
parison of aggregate ‘‘factory’” and aggregate employee figures
is a highly misleading indicator of trends in concentration. This
is 8o partly because the real degree of concentration is certain

2. Drawn from dats in Commonwealth Production Bulletin.



TABLE I
Growth of Ausivelian Manufacturing Indusiries, 1919-20 2o 1980-81
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Percentage Increass or De- i
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to be obscured by the presence in almost every industry of s
eluster of very small units statistically deseribed as though in
no realistic sense factories as ordinarily understood; partly be-
eause official figures of ““factory’’ returns refer to separate in-
dustrial processes, even though they contribute in the same
premises to the production of a single finished commodity; and
partly because, with the substitution of mechanical for manual
operations, the disparity between the growths of aggregate capi-
tal, aggregate output and aggregate employees can of itself tell
nothing reliable about change in the magnitude of the unit.

If the influence of the growth in mumbers of the very
smallest units be eliminated from the fizures of ‘‘factories’’ a¥
a whole?® and if the secondary trends be examined in those
industries which give the most considerable weighting to total
production values, it will be discovered that, from 1919-20 to
1928-29, there has been a definite tendency to emlargemeni of
the bigger units, a fact apparently belied by the decreasing
figure of average number of employees per factory. We may
conclude that there has been more concentration, both primary
and secondary, of factories responsible for substantial cutput
during the post-war period than is indieated in the official
statistics. The accentuated falling off in the average number
of employees per factory for the depression years 1929-30 and
1930-31 certainly has special significance, not becanse it spells
any marked contraction in the capacity magnitude of the larger
units, but mainly because of the drastic but temporary laying-
off of employees in these units. It will be observed that for
1930-31 the writing down of plant and machinery and of land
and building values has been slight compared with the fall in
production and output values. This slight recession may, as sug-
gested by the Aeting Commonwealth Statistician,® be partly
accounted for by the probability that book valnes had in earlier
years been written down by many concerns below their market
value. What is more significant, however, is the impossibility
of writing down interest commitments on that portion of the
inereasing values in recemt years for these items represented
in entirely new equipment. The same diffieulty applies to the
new installations made in the depression period by establish-
ments which have tried to retain their competitive position by
the offer to consumers of new-style products or of lower-priced

3. The proportion of small concerns has been given an adventitious increase in
Tecent years by the inclusion, from 1927-28 onwards, of bakeries, hitherto omitted.

4. Prelimivary summary of statistics of manofacturing industries for year
ending June, 1931, ixsved 25th May, 1982, !



TABLE II
Concentration in Australian Indusiries Subject to Competitive Influence of Overseas Rationalised Indusiries

(Neglecting Counter-influences of Protective Tariffs and Bounties.
Pp = Protected for Part of Output; 8 = Sheltered; U = Unsheltered)

Selling on Australion Home Market, 1929.30
P = Protected for Full Output;
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TABLE III

Selling on Australian Overseas Markets, 1929-30

in Australian Indusiries Subject o Competitive Influence of Overseas Rationalised Industries
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commodities produced by new machinery or more massive opera-
tions. There has been some tendency thus te counter the in-
creasing ratio of overhead charges by a larger output, and to
depend upon such advantages as may acerne from greater turn-
over at lower selling prices as a snbstitute for disappearing
normal profits on lower output.

Iv.

We may now turn to a more particnlarised picture of the
structure of our industries. Tables II and III are intended to
show the degree of concentration in Australian industries likely
to be affected on their home and export markets respectively by
stronger competitive power aceruing to similar industries already
gtrongly under the influence of the rationalisation movement
overseas. Again, we meet with the limitations of statistical aids.
Little significance, for inatance, is to be attached to the absolute
number of units of production or ‘““plants’’ or to the absolute
number of employees in each industry, exeept in so far as the
latter figure suggests the relative importance of the industry
as a source of employment in the national economy. Nor is
much importance to be given to the average number of employees
per unit, save as a very uncertain index by which to compare
indunstries by average size of unit, and as an aid in conjunction
with the modal interval in the distribution series of unita
arranged according to number of workers employed. Our official
publications do not show the spread of units, in terms of em-
ployees, in the interval ‘101 and over’’. In the absence of this
subdivision of the interval, it is difficult to get an adeguate
picture of the degree of secondary concentration. Only a rough

" measure may be made by the percentage columns in the tables.

If we relied solely on these fizures, it would be inferred
that only five of the industries concerned—woollen and tweed
textiles, matches, chemical fertilisers, metals and tinned meats—
have as their most represeniative plants those which employ
over 100 workers. With no industries having a modal interval
of from 51 to 100 employees, and only four of from 21 to 50, it
might be thought that the fypicel unit in the majority of the
industries is a small one employing under 20 people {about half
of them with between five and ten employees), whilst at the other
extreme the typical unit in less than half & dozen is relatively
large. Whatever degree of truth is in these inferences is made
less sure by the classification of widely different types of com-
modity production in the same group, an arrangement which
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ohseures the importance of some units of large scale in certain
industries. Thus the figures are particularly misleading for
the group ‘‘Ironworks and Foundries’’, which inciudes the great
iron and steel enterprises at Newcastle and Port Kemble, with
about 4000 and 1000 employees respectively; for ‘‘ Agricultural
¥mplements’’, in which the predominant enterprigse employs
approximately 2000 people; for ‘‘Rubber Goods’’, with one fae-
tory alone employing over 1000; and for *“Coal’’,® in which one
N.S.W. mine, in normal conditions, has 1165 employees, and 36
others, each with a working staff ranging from 200 to 800. Much

the same assertion may be made of all the remaining groups §
Despite the imperfections of the statistical aids, they may—
and, indeed, must—be used in conjunction with general observa-
“tion and inquiry in appraising the factors here being discussed.
Statistics suggest, and observation confirme, a considerable
though somewhat lessening degree of primary concentration, t.e.,
percentage of all units in the larger employment intervals, at
the present stage, as compared with the immediate post-war
years, in the development of our economy in (i) woollen and
tweed mills, (ii) match factories, (jii) tinned meat works, (iv)
coal mines, (v) metal extraction works, (vi} chemical fertiliser
works, (vii) boot and shoe factories, (vili) bisenit factories, and
(ix) canned fruit and jam factories. There i3 suggested also
a considerable degree of secondary eoneentration, f.e., percentage
of all workers concentrated in the largest units in (i) tinned
meat works, (ii) metal extraction works, (iii) woollen and tweed
mills, (iv) eosl mines, (v) mateh factories, (vi) rubber goods
factories, (vii) biscuit factories, (viii) canned fruit and jam
faetores, (ix) confectionery factories, (x) soap and candle fac-
tories, (xi) chemical fertiliser works, (xii) knitting factories,
(xiii) agricultural implement works, (xiv) cotton mills, and
{xv) iron and steel works. In all of thege instances more than
half the employees of the industry are concentrated in plants
.employing over 100 people. The nature of the production of an
industry will, of course, determine whether a given number of
workers employed makes a unit large, medium size or small.
Thus a coal mine with 100 employees would not be large in the
present stage of the development of the coal industry, whereas
5. The modal intervals for Coal Mining were worked oot from the dats contajned

in the Mining Inspectors’ district reports included in the Annual Report of the Mines
Department of N.S.W. for 1920,

6. Other interesting examples: At least half a doxen woollen and tweed mills
bave working forces ranging from 400 to 800; at Jeast three knitting factories with
from 560 to 900; ome cotton mill with nearly 600; one confectionery factory with
nearly 300, snother with nearly 600, angther with over 700, and the largest with
nearly 2,000 ; one galvanized iron working plant with over 450, another with gver B70.



1932 MAULDON: RATIONALISATION MOVEMENT 109

a flour mill or a dried fruits packing factory with a similar
pumber wounld be very large.

Rationaligation, a8 4 movement towards elimination of
redundant productive capacity within industries, implies in-
creased and more deliberate concentration, both primary and
secondary. The possibility of inereased concentration and con-
trol of productive capacity will be conditioned by factors
peculiar to each industry. In Australia further primary concen-
tration in &ll the industries which have exhibited it already in
considerable degree will first be comntered by gecgraphical
requirements. In most cases there is the desirability of having
plants, in view of transport costs, at points most convenient for
the distribution of the product throughout several metropolitan
or large fown centres, and the territory most readily served by
them. This will apply more particularly to woollen and tweed
millg, chemical fertilizer works, and, to a lesser extent, to boot
and shoe factories, biseunit factories, match factories and jam
factories. Other induatries will find themselves obliged to have
plants at separated sources of their raw materials. This will
apply particularly to coal mines, metal extraction works, tinned
meat and meat freezing works, canned fruit factories, timber
mills, butter and cheese factories, dried fruit grading, process-
ing and packing sheds and factories, and other industries of like
nature., Yet, despite these geographical requirements, there is
evident scope for elimination of redundant wnits, particularly
with boot and shoe factories, coal mines, timber mills, butter
factories, and dried fruit packing sheds.

Another factor countering the tendency to primary concen-
tration will be the extent to which the tendeney has already gone,

. a8 indicated by the absolute number of units in the industry
and the proportion represented by the larger size. Thus there is
little scope in the mateh industry, in which there are only seven
factories, one of very large scale with about 650 employees, and
two others with about 100 each. On the other hand, there is
apparently plenty of scope yet for an increase of larger umits,
with displacement of smaller, in woollen and tweed mills, and in
many industries tempting to the smail would-be producer, such
as the making of confectionery, knitted goods, wearing apparel
of all kinds, and some rubber produects.

As to secondary concentration, which may arise from the
expansion of already substantially big units or from the
amalgamation of a number, both big and little, a faetor of im-
portance likely o hinder further development will be the uncer-
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tainty how far the initial costs of serapping some plants, or the
transfer of their equipment to one eentre, or the installation of
.. larger-scale new equipment in one centre, will lead to the
appropriating of a larger share of the markef, permit the sub-
stitution of mass for ‘‘ jobbing’’ methods of production, and not
create conditions for the emergenice of those overhead costs
peculiar to great size. The uncertainty is a very real factor in
Anstralian conditions of manufacturing, because the wide
variety of consumption which marks our high siandard of living
tempts the producer secking to enlarge the scale of his operations
to widen their range at the same time. That is to say, whilst
seeking on the one hand to achieve the economies of larger out-
put, he tends, on the other hand, to spread his capital resources
over equipment for the production of a variety of articles. If he
does not sueceed in relatively short time in appropriating a
larger share of the demand for most of these varieties, he finds
himself loaded with a costly equipment suited probably for
mass production but uvsed only for the ‘*jobbing'' work of small
and perhaps intermittent orders. In these conditions overhead
costs become a menace which smaller units, with a narrower
range of operatione and output, may escape.

There ¢an be no doubt that the contraction of demand which
has been a feature of business in the last two and a half years
has sharpened difficulties of this kind for the largest enterprises
in many of our industries. 0ld doubis have become new certain-
ties. One of these has been concerned with the wisdom of build-
ing up businesses to a size which, even in palmier times,
threatens to be unmanageable, or at least which induces wastes
of either inadequate co-ordination or its opposite expressed in
excesgive supervision, record-keeping, accounting systems, and
the like. In other words, it has been found possible to carry
secondary coneentration too far in Australia. This is because
overhead may grow to proportions difficult fo adjust not only
to these recent conditions of sharp falling off in demand and
price, but also to a demand ordinarily so split geographicaily
and in variety as to give better opportunities in many industries
to producers of small and middling size.

These considerations will not apply to all industries in equal
degree. In the iron and steel industry, for instance, the require-
ments of technigue have driven organisation very far in second-
ary concentration, but wisdom has dictated a narrowing of the
range of the products of the steel rolling mills to a limited num-
ber of ‘‘bread and butter’’ lines. This limitation or range has



1982 MAULDON: RATIONALISATION MOVEMENT 111

not been noticeable, nor perhaps so possible in view of the
dominance of style changes, in the rubber industry, where like.
wise secondary concentration has proceeded very far.. Agrieul-
tural implement making occupies a position somewhere between
the iron and steel industry on the one hand and the rubber
industry on the other. The tendency to enlargement of the
very few big kmitting factories possibly carries with it dangers
in view of the low overheads poasible to the numerous small
‘‘family’’ factories which have been springing up rapidly. The
same note may be sounded about the confectiomery industry.
The larger engineering and foundry establishments appear also
to be facing the dilemma of monnting overhead, with inability
to make an industry ill-fitted for large output of standardised
products narrow its range of jobbing operations.

The discussion so far has been concerned with the question
of concentration of plant operation rather than with concentra-
tion of financial and administrative control. These two sorts
of concentration are distingnishable, for the reason that the
former may be an internal adjustment of several proeesses in the
one enterprise, whereas the latter implies the unifying of con-
trol of processes of two or more separate enterprises. In recent
years there has been a noticeable movement towards organic
fusion of industrial undertakings in Australia. The industries
in which this tendency has been most noticeable have been rub-
ber, iron and steel, fertilisers, coal, cement, salt, textiles, distil-
leries, glue and gelatine, electrical goods, gypsum produets, and
newspapers. Prime objectives of these mergers have been the
reduction of over-capacity, more even distribution of the work
of nnits, machinery and employees, a consequent reduction of

_overhead, and s stabilising of the market. The amalgamations
in most of these gromps have been too recent to permit ecom-
elugions as to their effect upon over-capacity, particularly as
the depression has augmented eapacity in almost every indnstry.
The chief result so far has probably been to strengthen the com-
petitive position of the ecombined concerns. But this advan-
tage has not been attained to the degree of expectations in some
cases because the agreement binding members of the conibine has
permitted a measure of internal competition between units, and
in cthers the agreement has obliged the uneconomical buying of
raw materials by one unit from another unit in the same organ-
isation. Furthermore, in several of the industries concerned
new independents have not refrained from entering the field,
even though several of the formidable combinations are able to
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elaim that their plants could, in their respective spheres, meet
the whole of the requirements of the Commonwealth.

The amalgamations of recent years cannot be said to have
gained an overwhelming ceonvietion that large-scale industrial
structure in Anstralia makes easy the path to conquest of the
market, The diffienlties which have surrounded the manage-
ment of the largest concerns in the present period of abnormal
business conditions have revealed certain weaknesses of large-
scale strugture as sach. In so far as the appreeiation of these
weaknesses becomes more widespread, it is likely that the general
movement towards larger-scale will become more discriminating,
and perhaps less rapid, in any period of general recovery which
may lie ahead.

It is dounbtful how far the inereases of ﬁgures of horse-
power used or of value of plant and machinery in Australian
manufacturing during the post-war period (see Table I) may be
read as evidence of rationalisation, Growth of machinery which
takes over manual operations and gradually alters the ratio of
mechaniecal and manual factors has become a normal accompamni-
paniment of the changes in twentieth century technique. What,
then, among these changes can be said to be distinetively evidence
of rationalisation? It is very diffienlt to give a convincing
answer. All one may venture to say is that, in so far as rational-
isation means a more conscious, deliberate and aggressive
attempt to eliminate wasteful methods, involving a new spirit
of scientific initiative, any marked improvement in technical
processes in a short period may suggest evidence of its existence
in an industry.

Judged by such a test, Australian industries present a
mixed picture. A large range of our industries have, gince the
war, shown no marked changes in the ratio of mechanical equip-
ment and labour employed. Amongst these are to be found those
industries in which the scope for mechanical processes or their
extension is not great—such as the processing of dried fruits,
the canning of fresh fruits and meats, and the manufacture of
biscuits, chemicals and drugs, soap and candles, and leather
goods. The range also covers such industries as boots and shoes,
eonfectionery, flour, fertilisers, paper, matches and engineering.
The mechanical operations in some of these industries are fairly
extensive, and in some instances intricate, but they have not
undergone, or have not needed to undergo, much adaptation,
even, as in the case of boots and shoes, in the face of frequent
style changes. Amongst the industries, on the other hand, which
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have shown considerable technical change over a short period
gre first the textile group—woollens and tweeds, and cotton and
knitted goods—which, together with rubber shoe manufactare,
have had to make constant and costly adjustments in machine
equipment. Here, 88 in certain sections of the boot and shoe
industry, competitive opportunities have lain in following and
fostering rapid style changes, but at greater equipment expense
because of the nature of the processes, New and costly installa-
tions have also been a feature of the larger iron and steel enter-
prises which have sought to keep abreast of the latest develop-
ments in blast-furnaces, coke-ovens and the like in Enrope and
Ameriea. And there has, within recent years, been a marked
progress in other metal extraction industries—new engineering
developments at Broken Hill, including a combined electrieal
power installation based on the newest European uses of the
Diesel engine, new technical methods on the Mt. Isa lead-zine-
silver ore field, and new ways of handling copper ores in Tas-
mania. A few of the largest N.8.W. coal mines have shown &
gimilar tendency, thongh coal mining generally in Australia has
tended to become less rather than more mechanised. Finally,
there deserve  mention the noticeable development in techmical
refinements in butter manufacture and the successful progress
in kiln seasoning by some enterprises in saw milling. The im-
provements in buatier manufacture have not involved much
expensive mechanisation; those in saw milling have done so.
Both industries, however, may fairly be credited with showing
something of the rationalising spirit,
Another, and perhaps even more signifieant evidence, of
rationalising procedure in the Commonwealth in the post-war
~ years is to be found in the steady but nnobtrusive work of the
Standards Association of Australia. The problem of evolving
standards and more simplified practice for general acceptance
in Australian industries has proved a very stubborn one; but
progress, though unequal as between different industries, has
been substantial in some directions, notably, in steel rails and
stroctural sections, cement and electrical equipment. The engi-
neering industry is at a foecal point in this movement, but, as
the general service nature of the industry in Australia imposes
natural limits to specialigation, the adoption of standardisation
and simplification may be expected to be slow and gradual. The
engineering industry in Germany, it may be remarked, by adapt-
ing its technique to provide other industries with the technical
means for rationalisation, has been of fundamental importance
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to the movement in -that country. Most of the advanced
mechanical equipment required by industries in Australia is
imported, and to that degree the engineering industry in thia
eountry need not be expeeted in any advance of rationalisation
to play quite the important role of its counterpart in the older
industrial eountries; but its importance in this respeet may be
expected to increase rather than diminish.

Certain tentative conclusions may be drawn from the fore-
going discussion. The first is that competitive pressure from
overseas has in Australia prodaced a discernible movement
towards greater concentration and improvements in technieal
processes in unequal degree in different industries. In some,
however, there has in both or either of these respects been a
noticeable lag, not always justified by necessity. In some, the
effort by leading enterprises to build wp large units in order
to achieve larger output has been frustrated by too wide a spread
in the range of operation. This has been as much a result of
mutnal competition between Awstralian producers as a result
of competition from abroad. It does throw considerable doubt
on the policy of attempting {o appropriate too much, whether
‘by a few Australian producers as against the rest. or by all
Australian producers as against those overseas. It may further
be concluded that the rationalisation movement in other coun-
tries will continue to exercise a competitive pressure on our
industries, and that this, on the whole, is a desirable thing from
the national standpoint, because it presses towards ‘‘reasonable
efficiency’’. The fundamental conclugion, however, is that indus-
trial rationalisation for Australia needs to be concerned as much
about the optimum distribution of overseas and loeal service
of our internal market as it does about structural and technical
questions.

F. R. E. MAULDON.
University of Melbourne.



THE CRISIS IN NEW ZEALAND*

The Situation prior to the Crisis.

The Onset of Depression.

Internal Aggravating Factors.

Measures of Readjustment taken prior to 1932
The Economic Report,

Readjustment still Incomplete.

S<<98pn.

1

The situation in New Zealand prior to the depression was

eharacterized by the following conditions :—

(1) A national income of £186 millions in 1925-26 and
£150 millions in 1928-29, or about £100 per head of
population. This figure is equal to the corresponding
Australian figure,

(2) Annual overseas interest obligations inereasing from
about £5 millions in 1921.22 to £84 millions in 1929-30,
on account of general government and loeal body in-
debtedness; or an average of £53 per head. One-sixth
of the total figure iz accounted for by local body debt.
The eorresponding Australian figure was £41 per head,
one-twentieth being accounted for by local body interest
obligations.

(3) Annual net new overseas borrowings of about £6 mil-
lions, or £4 per head. The corresponding Australian
figore was about £5 per head. These borrowings kept
business on a high level, helped to sustain prices, and
augmented the nationzl income.

(4) The difference between external eredits and debits was
in the case of New Zealand met by an annual excess
of exports over imports averaging some £3 millions,
though this difference was subject to fluctuations (due
to the greater sensitiveness of export prices) within the
normal limits of about plus £11 millions and minus
£4 millions annnally.

(5) Snch a state of balance in the New Zealand Consoli-
dated Fund that on only one occasion since the late
‘eighties did the published figures show an excess of

The figures quoted in this article are drawn from official information ; notably
mmwmﬁmﬂvmzmmwt&mw
Economic Committee, 1982, The writer is indebted to Professor H. Belshaw, Aucklund
Univarsity College, for a number of helpful suggestions.

116
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payments over receipts up till the year ended 3lst
March, 1929. In Australia, on the other hand, the
national aceounts had been showing & tendeney not to
balance for some time past.

I
On this pituation there impinged the following influences,
moetly originating overseas:—
(1) A sharp fall in commodity prices, increasing the resl
burden of fixed money indebtedness and other con-
tractnal obligations expressed in terms of money.

(2) A greater fall in the prices of exportable goods than
in the prices of imports:—

Index Number (Wholesals)
(1909-13 = 1000)

Yo e . Eegorise
1924 .. .. .. .. 1634 1534 1788
1925 .. .. .. .. 1627 15168 1893
1926 .. .. .. .. 1663 1437 1640
1927 .. .. .. .. 1478 1876 - 1626
1928 .. .. .. .. 1492 13846 1683
1929 .. .. .. .. 1488 1342 1628
1980 .. .. .. .. 1449 1382 1288
1981 .. .. - 1838 1309 584
1982 (J'une) . 1299 1288 849

These dropa over the last two years wonld kave been abont
10% greater but for the exchange movement, whereby £110 New
Zealand roughly equal £100 (sterling) fo-day. The drop in
the prices of imported goods has been retarded also nearly a
forther 100 points becanse of the enormous increases in the
tariff on petrol, wheat, flour, and smaller increases in respect
of practically the whole range of imported goods.

The fall in prices of New Zealand exports was not, how-
_ever, as great as the corresponding fall in Australia, the fall
to first quarter, 1932, since 1926-27 being 42% in the case of
Australia (in Australian currency) and 40% in the case of
New Zealand (New Zealand currency). In terms of sterling,
the falls have been 63% Australia and 46% New Zealand.

This maladjustment led to:—

(1) Berious finaneial difficulties for the producers for ex-
port, who, to the estent of some 95% of the exports, are
farmers.
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The following figures (base 1914 = 1000), if anything, -
paint the picture of the farmer a little too rosily, as there is
reason to suppose the returns to the farmer have fallen more
sharply than the index number of export prices beeanse of the
gluggishness of costs of processing and transporting farm pro-
doce between the time the poods leave the farmer and the time
they are shipped for export. It is unfortunate that fuller de-
tails are not available as regards these latter costs.

Index Number of [2d9¢x of Expart

Calendar Pricm of all Mals Adult Ratail
Yoar. m";’ Pustorsl and = Money Wage. Prices.
1924 1536 1649 1533 1567
1925 1682 1747 1556 1599
1926 1655 1407 1579 1808
1927 1674 1396 1604 16594
1928 1642 1548 1656 1602
1929 1836 1492 1668 1599
1930 1628 1168 1665 1562
1931 T 1490 881 1542 1447

The fundamental cause of the depression in New Zealand
is stated in the Economic Report® to be the ‘““fall in export
prices, combined with the failure of other prices, inclnding in-
terest, rents, wages, fees, taxes, and other payments for services,
to fall in sympathy. These differences in price movements are
due, in the main, to the retarding inflnence on some prices of
eontract, agreement or custom.’’ Thus the farmer or business
man whose products are falling in price is faced with interest
payments which are fixed for a considerable period, while
changea in the wages and salaries paid to his employees tend
to lag behind changes in the prices of his goods. ‘‘Hence,
profit margins shrink rapidly, and may disappear. This leads
. 10 a further curtailment of demand, so that a further fall in
prices is necessary if output is to find a market. Since profit
is the mainspring of enterprise and produnetive effort, prodaction
must fall off and nnemployment inerease. Hence, the only way
in which economic recovery can take place is to cause the profits
of enterprise to emerge or increase. Practically this means that
a readjustment must oceur between selling prices and costs.”’

There has been & consequnent weakening of the security of
mortgages and embarrassment of the stock and station agents
and other institutions bound up with rural finance.

It is clear that the depression fell with greatesi severity
on the pastoral farmers and the wage-earners who Jost their
jobe, and to a leaser degree on the recipients of business profits

2. Econamic Repart, par. 9.
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(especially in the lnxury trades); while (exeept where substan-
tial concessions were made to debtors, and except {o the extent
that the creditor class has been loaded with extra taxation to
meet budget deficits and unemployment charges), until the pass-
ing of the National Expenditure Adjustment Aet, 1932, making
further cuts in wages, interest and rents, the recipients of fixed
ineomes have actually benefited from the eircumstances which
brought ruin to others. The wheat farmers have also been in
a favoured position, becaunse the price of their product has been
substantially maintained by the sliding scale of import duties,
while their costs have declined fairly sharply.

(b) A temporary depletion of the London balances of the
six commercial banks operating in New Zealand, leading to a
raiging of the exchange rates and other devices to adjust the
volume of imports to the altered conditions. Ineidental effects
have also ensued. There has been an increase in the money
burden in New Zealand of fixed money interest and capital
obligations abroad, accompanied by some relief to export pro-
ducers. There has, however, been an increase in the cost in
New Zealand currency of imports into New Zealand .

(¢) An almost complete drying up in London during 1981
of the sources of loan funds. This elosing of the London market
to new loans came much later than in the case of Australia.

(d) A sharp fall in national inecome.

(¢) Emergence of Government deficits, despite strenuous
efforts towards economy. In the year ended 31st March, 1930,
there was recorded an excess of receipts over expenditure
amounting to ‘15 millions. In the next year there was an
excess of expenditure amounting to 1:63 millions, and in the
year ended 31st March, 1932, an excess of expenditure amount-.
ing to 2-14 millicuns.

(2) Other evidences of acute depression are as follow:—



1924 1925 1928 1927 1928 1920 1930 1931
Unemployed on Registers, mid-June .. . 580 493 2,247 2,462 3,313 3,431 5,448 44,5210
Building permita mﬂnclpa! towna, ErQ .. d d 97 -0 8-6 -9 6-0 2-5
Mortgages registe e | 4141 471 40+0 3.2 336 39-8 30-6 13-4
Mortgages dlachargedb £m .. . o . 20-7 340 28-2 2440 25.-3 28-3 20-6 10-1
Land Transfers, £m e .. .. . 34-0 358 33-3 2p-8 30-8 32-1 25-3 13.8
Totalizator Investmentsc. tm .. .. .. - 7-7 8-4 8-8 78 7-8 7-2 7-6 5-3
Percentage of free to filxed Deposits, Dec. quarter, 9 124 121 110 88 75 74 57 47
Bank dehits, weekly average, .e d d d d 18+1e 22-0 20-1 15-8
Average of 26 share bpnees in Jnnuary (par=100} .. 109 205 204 213 231 106 152
Vealue of production . . o | 118-1 111-7 112-1 1189 125-3 118-2 070 0037
Estimated national income, tm’ . 142.0 138-0 138:0 14410 150-0 142-0 120-0 110-0

a The 1982 Agure was B4,140.
« Last nine months only.

b Year ended 318t March following.
1 Preliminary estimats.

¢ Year onded 31st July.

d Not available.
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There have also been the following amongst other internal
obatacles to recovery :—

1. Past borrowing, notably for transport services?® for
hydro-elecirie development, and for advances on real estate in
excess of the real requirementa of the Dominion. FLocal body
indebtedness in New Zealand increased from £26-19 millions on
31/3/21 to £65-69 millions on 31/3/31; while general Govern-
ment indebtednesy increased in the same decade from £206
millions to £276 miilions. Thig condition will be remedied gradu-
ally as population inereases, but it adds appreeiably to the
problem of readjustment on account of the additional burden
of debt and maintenance involved.

2. Over-capitalization of many industries (notably farm-
ing) on the basis of the high price-levels prevailing a decade
back,

3. Virtual exhaunstion of froitfnl avenues of capital expen-
diture, due to a failure in the post-war period to realize the
merits of a (admittedly difficult} policy of saving uwp ecapital
works in times of general prosperity, to be prosecuted with
exceptional vigour in times of general depression. For some
years prior to the depression it had been recognized that there
must be a gradual ‘‘tapering off’’ of horrowing. A problem of
transferring labour from eapital works would therefore have
arisen sooner or later, even if the price fall had not supervened.

4, Rigidity of interest rates, rents, and other long-period
contractual charges, °‘‘Over recent years the burden of interest
payments on the taxpayer has been increasing in four separate
ways, which are eumulative in their effects. This burden has
inereased :—

(i) By the rapid increase of debts.

(ii) By the renewals of debt at higher rates of interesat

not wholly offset by other renewals at lower rates.

(iii) By tbe declining interest-earning capacity of publie

works, due in part to the recent expenditure of heavy
sums on new works which fail to meet their interest
bill.

(iv) By the fall in prices, which means that more produee

- mmust be sold to meet the interest bill.4

3. Bes N Evonomis Eecord, May. 1931, pages T1-81. See Tocker, Econemis
anm.m-umi.na Smith, Ecosomis Eecord, May, 1508, papes

4. Economic Report, par. 56
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5. Rigidity of wage rates and working econditions. In
1930, adult male wages were 661% and retail prices only 56%
above 1914 levels. The Economic Report says:—

“In some cases working conditions exert a more powerful
influence in keeping up costs than does the level of money wages.

At a time when all sections of the community are revising stan-

dards that were economically possible only in the peried of high

export pricea and heavy overseas borrowing, a revision of regu-
lations governing working conditions in industry is appropriate.

It is not suggested that free competition without any inter-

mediary regulating authority should be restored. What is re-

quired iz a relaxation of the rigid conditions that the community

could afford in the days of prosperity, but cannot afford now.”s
~ 6. Protection of uneconomic industries. At one {ime,
wheat and flour were receiving a tariff protection of the order
of 100%, and the present figure is not far below this. Recent
offieial investigations of certain manufacturing industries have
also caused some uneasiness as to whether the community is not
paying too dearly for the protection it affords certain secondary
industries.®

It is not, of course, suggested that the whele of the pro-
tective tariff should be abolished overnight, as that would doubt-
less involve serious unemployment. Many protected industries
are, however, beyond doubt a national incubus, and the policy
of treating the assistance of immigration as a capital expendi-
ture in the past has simply meant that a liability hss been
treated as an asset.

7. Increase in unemployment (and consequent necessity
for relief taxation) due to:

(a) Depletion of certain natural resources, e.g., timber,

kauri gum.

(b) Technological changes.

{¢) Petering out of loan expenditure, due to causes (1)

and (3) above.

{d) The depressing effect of falling prices.

With a view to evolving a plan of actior, the Government
called a joint conference of representatives of the three main
politieal parties in August, 1931, No report resulted, the sole
outcome being the formation of a Coalition Government of the
Reform and United Parties, whose position was confirmed at
the general election of December, 1931, with Labour as the
official Opposition.

B. [Ibidem, par. 101.

6. Bes tor ezamypls Report of the Committes of Inquiry intoe the Footwear Indus-
wy. (1929, B.4A).
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The end of 1931 marks a convenient dividing line, since
it was early in 1932 that the ‘‘Eeconomic Committee’’ and the
National Expenditure Adjustment Commission were set up. Up
till the end of 1931 the following measures of readjustment
(some of them automatic) had been effected sinee 1928 .—

(1)
(i3)
(iid)

(iv)

A fall in internal prices and in the eost of living of
the order of 10%.

A rige in the exchange rate to 10%, bringing relief
fo export producers.

A contraction of imports from £45 m. to £24 m., under
the influence of (a) banking policy as regards mterut
and exchange rates, (b) increased tariffs.

A genersl reduetion in wages of 10%, ordered by the
Arbitration Court on 29/5/31 under Part II of the
Pinance Act (No. 1), 19381. Previously most awards
had had a currency of some three years or more.

(v) A reduetion of 10% in wages and salaries in the

Public Service, and other economies in public expen-
diture, under the Finance Acts, 1931,

{vi) The passage of legislation to enable mortgagors to

(vit)

(viii)

(ix)

secure relief from both interest and principal under
certain eonditions, and special consideration to mort-
gagors by all State lending departments. These pro-
visions were extended by the Mortgagors’ and
Tenants’ Relief Act, 1932,

Taxation relief and increased subeidies to the farming
industry,

A reduction, Iate in 1931, of interest on Government
and local-body loans for new issues, and on bank over-
draft and deposit rates.

Special taxation on gilt-edged income.

(x) Increased land development and settlement, and un-

employment relief.

(xi) Legislation for a co-ordination of transport to limit

(xii)

(xiii)

unnecessary and wasteful competition, and the placing
of the railways urider a non-political board. (Cf. Foot-
note 3, p. 121.)

The utilization of reserve funds and raids on certain
special funds, e.g., the Main Highways Fund, built
up largely from the ear-marked proeeeds of motorists’
taxation.

The raising of special taxation for wunemployment
relief. :
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In December, 1931, the Government found itself faced with
some difficulty in the matter of meeting its loan obligations in
London. The more rapid fall of export prices than of import
prices, in the face of the relative inertia of the volume of
exports and of imports, had depleted the London balances of
the banks that operate in New Zealand, and the gap could not
be filled by new borrowings. The position was complicated by
the fact that a considerable amount of exchange business was
passing not through the banks but through the ‘‘outside mar-
ket’”. And s0, on lst January, 1932, a system of exchange con-
trol was brought into operation, all exports being effected under
licence, and the proceeds realized in London being rationed by
the banks, who were during the six months the pool lasted
accorded a monopoly of exchange business. This amonnted to
a virtual pegging down of the New Zealand-London exchange at
the existing level of 10%.

In the meantime, early in February, 1932, a committee of
four economists and the Secretary of the Treasury had been set
up to inquire into certain aspects of the economic and budgetary
gituation in New Zealand. The Economic Committee presented
a comptrehensive report on the 24th February, twelve days after
appointment, The report considered that the measurea of read-
justment so far adopted were inadequate, assuming (as the
members, not without reason, believed they were justified in
doing) that export prices would not rise, a resumption of over-
seas borrowing was not likely, and any substantial inerease in
production per head was not to be looked for.?

The recommendstions of the report may be considered under
gix main heads:— '

A, Compulsory ‘“‘ents’’ in internal interest and vents of
20% and/or special taxation of investment incomes, this finding
being based mainly on the injustice cansed by the change in
the purchasing power of money affecting all anmodified credi-
tor-debtor relations that had not subsisted for at least fifteen
years, on the danger of wholesale insolvencies if some relief was
not given io debtors, on the intolerable, growing, real (as dis-
tinet from money) burden of fixed charges on industry gener-
ally, and on the impracticability of making any further ‘‘cuts’’
in wages 50 long as the wage-earner knew that one class in the
community (people with titles to fixed money amounts) was
actually benefiting from the circumstances which were spelling
disaster to many. A somewhat similar recommendation was

7. Economic Report, par. 48
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made by a majority of the members of the National Expenditure
Commission in their Interim Report:—

“Private compositions affecting both principal and interest
are being arranged daily, but, in our view, & general change
such aax is contemplated cannot be left altogether to natural
econcmic forces to bring about, as such a policy may under pre-
sent conditions be too slow in operation, and msay not result in
an equa! all-round adjustment. Mortgagees and others whose
incomes are derived from fixed investments cannot hope to
escape a comparable and equitable contribution to the general
sacrifice,”

The urgency of these considerations was deemed to ontweigh
any adverse effects that might arise incidentally through impair-
ment of confidence in the ‘‘sanctity of contract’’®

The Economic Committee, however, omitted to consider the
alternative of a eut in capital obligations without a cut in in-
terest rates, nor did it consider adequately the inequities involved
in cutting internal bui not external interest rates. The Com-
mittee’s contention, moreover, that the positions of the mort-
gagee and the debenture holder are identical with that of the
landlord ignores one or two quite important differences, e.g.,
the landlord’s investment depreciates in money value along with
the fal! in prices, while the other creditor’s investments {apart
from defanlt) remain steady in money value, and therefore
appreciate in real valne.?

Such cuts, to the extent that they had not already been
voluntarily conceded, were virtually made compulsory by the
National Expenditure Adjustment Act passed during the 1932
Emergency Session of the New Zealand Parliament. Under this
Act a standard rate of reduction of interest and rents is to
operate until the 1st April, 1935; also on dividends on prefer-
ence shares (during the three financial years commenecing with
that beginning during 1932). The following exemptions are,
however, provided -—

(a) Rents payable under lease or.licence of Crown lands
or of other lands administered by a Land Board, if
such rent is fixed by reference to the capital value of
the lands, and does not exceed 5% thereof.

(b) Interest on coniracts entered into after 1st April, 1932.

(¢) Interest on deposits or advances repayable on demand.

8. Economic Report, Section X; National Expenditure Commiselon’s Interim
Report (1932, B-4), pages 18 and 17.
9. Economic Report, par. §5.
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This standard rate of cut is 20% of the rate prescribed by
the contract if entered into within the five years ended on
1st Japunary, 1930, and in other cases 20% of what the rate
would have been had the contract been entered intc on that
date. Power exists for any aggrieved ecreditors to apply to the
Court for exemption cn the grounds of hardship, ete. Neo cut is
to be made that reduces ground rents below 5% per annum of
the unimproved value of the land. No cut is in general to be
made that brings the net interest below:—

(a) Six-and-a-half per cent. on chattel mortgages.

(b) Four-and-a-half per cent. on income tax free company

debentures.

(¢) Five per cent. on other mortgages and on preference

ghares,

‘Why these gmalifications were introduced was probably on
the assumption’ that if such low rates were preseribed by the
contract already a substantial concession existed in favour of
the debtor. But this reasoning overlooks that sometimes other
considerations affecting the contract may render such g low
rate no concession at all, e.g., where the debtor has submitted
to an unduly high eapitatization in the case of vendors’ mort-
gages or some other onerous conditions.

The inclusion of preference shares was an afterthonght,
and aroused some opposition. Clearly, they are on the border
line between debentures (subject to the cut) and ordinary
shares (smbject to no cut except automatically in so far as there
has been a decline in industrial profits). To have maintained
cumulative preference dividends while debenture interest was

ent and ordinary dividends had more or less vanished would
have created an anomaly. Yet the effect in those relatively few
cages that exist where profits have been maintained has cer-
tainly been to pemalize the preference shareholders in favour
of the ordinary shareholders, unless the aggrieved shareholders
heve been able to secure exemption from the Court under the
“‘hardship’’ clause. In good times, when the ordinary share-
holders may be receiving from 10% to 15% dividend, there is
1o suggestion of increasing the preference shareholder’s return;
he received a limited return in good times so as to be assured
of a reasonable return in bad times. There is the further point
that the capital valne of a mortgage remains nearly the same
because it will eventually fall due at par, whereas a reduction
in the rate of interest on preference shares amounts to partial
confiseation of eapital through reduction in value, a preference
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share being at no time redeemable at par. Here, agsain, the
point seems to emerge that an all-round sealing down of capital
abligations would probsbly have been more equitable than in-
terest ‘‘cuts’’, A hint of this problem is eontained in Seetion
166 of the National Expenditure Commission’s Interim Report
{1932 B-4), which states infer alig:—

“Cognizance must be taken of the fact that the burden im-
posed by mortgage charges based on infiated values is impos-
mible. A reduction of interest, necessary as it may be in the
meantime, is merely a palliative, and in many cases will prove
futile. The all-important question of capital velues iz involved.
A reduction in the rate of interest from (say) 7 to even 4 per
cent. is not going to help a borrower who has a mortgage of
£10,000 on 8 property which to-day will not produce sufficient
to enable him to pay the reduced rate on £5,000, or even lesa.”
The Governcr-General has also by Order-in-Counci} anthor-

ised by the Act preseribed low maximum rates of interest om
income payable on deposits with savings banks, with buildings
and investment societies, and with {rading companies, Without
gsuch a provision, the difficulties in the way of making reduced
rates of interest effective would have been very great. Even so,
difficulties exist in that the bank rates of interest were left
unaffected, as, indeed (being mostly at call), they needs muat
have beer. The commercial banks have, however, voluntarily
reduced their rates by $% per annum, following a previous $%
reduction a year or so back.

By way of further exception, on virtnally all receipts for
interest payable in New Zealand derived from current deben-
tures or other securities issued by the Government, the State
Advances Department, the Rural Intermediate Credit Board, or
any local authority, there is imposed a special stamp duty of
10%. Loesl authorities, after the deduetion of 5% of the pro-
ceeds for administrative expenses, are entitled to receive the
net proeeeds of this new stamp duty. Where this stamp duty
.18 imposed, the previous 2d. flat rate duty on receipts for
interest is abolished.

Why a 10% cut rather than a 20% cut was imposed in
this case has not been satisfactorily explained. ,

The position of tenants and mortgagors was further alle-
viated by the Mortgagors and Tenants’ Relief Aect, 1932, This
Act extends the previous year's provisions for postponement of
action against (and other relief of) mortgagors in the following
respecis, infer alig—
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(i) By enabling a mortgagor to apply to the Court for
relief, notwithstanding that the mortgagee may not
have given notice of intention to exercise power of
sale, ete.

(ii) By extending to all elasses of morigage last year’s
‘apecial provisions relating to farm mortgages in re-
apect of postponements, reductions and remissions of
interest payments and postponement of principal
repayments. '

(iii) By extending the powers to give relief on table
mortgages.

(iv) By enabling the Court in its diseretion to release
mortgagors of land from their obligations under the
“‘personal covenant’’,

The Act also grants relief to lessees by way of remission
or reduction of rent, and in a number of other ways amends
the previons legislation in connection with the relief of debtors.

The Jegislation, while assisting the position of existing
debtors, and imposing on the creditor class a measare of sacri-
fice comparable with that made by other classes, has undoubtedly
made it more difficult for new mortgages, ete., to be raised.

B. Further cuts in wages of 10%, 50 as to bring about a
reduction in real income received by the wage and salary-earn-
ing class, thus making it bear some proportion of the real fall
in national income, estimated to be between 10% and 15%.1°

Pursuant to this recommendation, the National Expenditnre
Adjostment Act, 1932, made a cut in public servants’, ete.,
wages and salaries, in addition to the 1931 cut, such that the

majority of such employees sustained an aggregate eut of 19%
" (slightly less in the case of the lower-paid ranks, slightly more
in the case of very highly-paid officers). Although an Act of
1931 gave power for general reductions in wages to be amended
by the Arbitration Court not more frequently than onee in six
months, and although the possibility of reducing award wages
is facilitated by the more elastic provisions of the Industrial
Conciliation and Arbitration Aet, 1932 [see {c) below], this
second ‘“‘cut’’ has not been applied to award wages or to more
than a section of other wage and satary earners in the less pros-
perous industries. A further cot in award wages of some 6%
(this will be increased when the full effects of the rent, ete.,
cuts manifest themselves) is already justified by the recent falls
in retail prices, assuming that the emergency unemployment

19. See Coeker, Ecomomic Record, Muy, 1032, pages 110-112.
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charge of 5% on wages and other income is a fair charge for the
worker to bear personally, and the absence of such a further
general cut is undoubtedly hindering in many industries a
solution of the problem of getting production costs down to a
level mone commensurate with the fall in wholesale prices, and
eontains elements of irritation and danger to industrial peace, as
‘under the new conditions wage reductions are likely to be
‘effected in piecemeal fashion, in accordance not so much with
economic neads as with the relative bargaining strengths of the
-parties. Against this must be set the fact that many concerns
are not working full time; also cases of wages being paid in
. execess of award rates are much less numerons now than two
'or three years ago.

C. Relaxation of the past rigid working conditions.’! Boe
point IIT (5) above.

This position was met (though perhaps not in a manner
that would earn the universal approval of the members of the
‘Beonomie Committee) by the Industrial Conciliation and Arbi-
tration Amendment Aect, 1932, In the past, generally speaking,
every dispute has had to be referred to a Conciiiation Couneil
before going to the Arbitration Conrt; but, in practice, settle-
ment by the Court has been the rule, for, if no settlement is
arrived at by the Conciliation Council, the dispute previously
went sutomatically to the Court for settlement. Now, however,
reference to the Court in the event of failure of the Conciliation
Couneil to reach a settlement is to take place only if the asses-
sors are virtually unanimous that the dispute should be so
referred; in any other case where settlement is not arrived at,
existing awards or industrial agreements affecting the parties
to the dispute antomatically lapse in most cases after a stated
period of time. In other words, conciliation and compulsory
arbitration is replaced by compulsory conciliation and voluntary
arbitration.

The Court is now given power, if it thinks fit, to grant an
application for exemption from the terms of a settlement if the
application is filed by or on behalf of an employer, union, or
association affected at anmy time within & month of the dispute
being settled before a conciliation couneil. .

Power is given for the provisions of any existing awards or
sgreements to be reviewed, provided that they have been in force
at the date of application for not less than six months, and that
they have an unexpired term of not less than three momths.

11. Economic Eeport, Section XI.
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Previously it was virtually impossible to vary an award during
its eurrency exeept in so far as 1931 legislation had permitted
general ‘‘cuts’’ in wages to be applied nat more frequently than
onece in six months. .

A further provision of the 1932 Act is that unless the Court
considers eircumstances are inappropriate it is in every future
award to provide for the establishment by mutual arrangement
between the parties of ‘“‘Industrial Committees’ representative
of employers and workers in the industry throughout the dis-
triet covered by the award, with the object of promoting har-
monious working of the award or agreement, assisting in settle-
ment of any dispute (rates of pay and hours excepted) that
might’arise thereunder, and of dealing with any new matters
arising from time to time that are not covered by the award
or agreement. .

It is too soon to say yet how far the adoption of (a) to (o
has affected retail price levels and production costs.

D. Bridging the gap between the Consolidated Fund re-
ceipts and payments'? within the next year or so by some or all
of the following devices:—

(1) Modification and extension of exigting tax rates.

(2) Exploration of new forms of taxation—the ‘‘sales’’ tax

is especially mentioned, not withont some misgivings.
The Government has, however, announced that it will
call a halt in taxation increases for the noncs.

{3) Treasury Bills.

(4) Additional ‘‘economies’’, some of which are snggested
in the Report, but which field has been more fully ex-
plored by the National Expenditure Commission, many
of the recommendations of whose interim report found
expression in the legislation of the 1932 Emergency
Session, notably curtailments of pensions, raising the
school age from five to six, raids on special funds, ete.
Other recommendations of the Interim Report have not
yet been fully adopted, notably, thoese in favour of
reducing the number and curtailing the privileges of
members of Parliament, closer scrutiny of permanent
appropriations, ete.

E. As regards local body matters, the Economic Report!?

expects that much would result from a Commission set up to

12. Economic Report, Bection XIL
13. Eeconomic Beport, Seetion XIII

)
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examine such questions as compulsory mergers of small, eon-
tiguous local districts, other economies, ete., ete. So far, how-
ever, the Government has made no move to set up snch a
'‘Commission. -

. F. Raiging exchange ratea from the present 10% to an
unspecified higher level; thus maintaining the money value of
securities and other assets, scaling down the real burden of
internal fixed money indebtedness, reducing without industrial
friction real wiges and other costs, thus incidentally tending to
glleviate the unemployment problem), shifting part of the bur-
den from the pastoral farmers and the stock and station agents
to other classes in the community, and checking the fufther
prospective fall (by repercussion) in the incomes of the rest
of the community.'* Mr. Park (Secretary to the Treasury)
dissented from this particular recommendation, and it has been
freely criticized in other directions, notably, on the following
grounds:—

(1) The danger of using currency maripulation as an in-
strument of political policy.

{2) The beneficial results of the higher exchange in so far
as they affect the budget are lesas immediate and certain
than the adverse effects, and in the transition period
the Treasury might be serioualy embarrassed. Pro-
fessor Murphy writes on this point:—1%

“The additional expense to the public authorities
would begin at once, whereas the increased direct taxa-
tion would not begin to bring in a return until about
a year after the exchange bonus materializes at a higher
income level. And in any case there can be no proof
other than that of experience that aggregate national
income would be increased by such & policy, especially
when the indirect reactions of depreciation in damaging
import and other business activities are taken into
account.”

There can be no doubt, however, that a rise of the
exchanges would give some check to the loss in national
income by repercussion that is otherwise inevitable,

(3) If the exchanges were pegged at a high level, the inevit-
able effect would be to create, at least temporarily, an-
other problem in the shape of an undue building up of
the London funds of the banks, These could only be
used to pay off some of New Zealand’s overseas debt

14. Economic Report, Bections VIII and IX.
1. N.Z. Financial Times, July, 1332, pages 1 and 2.
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(but that would entail a certain ampunt of antedating
of internal taxation in New Zealand), to fransfer to
New Zealand some of the loans at present domiciled
abroad, or if a bad season supervened in Awustralis -
might be used to expand advanees in Aunstraliz to an
extent not possible if Australian and New Zealand
banking were entirely independent.

The Report perhaps does not sufficiently recognize the
facts that unless the exchanges were permanently
stabilized at a high level:

(a) Importing houses would have to set ap substantial
reserves in their books against exchange apprecia-
tion.

(b} The uncertainty of the situation would tend to
hamper trade,

(e) After a certain point is reached, a rmmg of the
exchanges tends to increase more than proportion-
ately the danger of our goods meeting exchange
dumping duties abroad. It might be contended
that as Britain buys some 80% of New Zealand’s
exports, and as Britain’s policy in the past has
been opposed fo duties, thiz objection is of little
practical importance; but against this must be set
the fact that Britain’s tariff policy is now in the
melting pot.

{d) Secondary industries wonld acquire a vested in-
terest in the high rate.

Several of these objections would, however, disappear

if the New Zealand currency were permanently de-

valuated in terms of sterling.
The recommendations of the Economic Report in
relation to the exchanges have not been adopted.

The Report did not foresee the easing of the situation

that took place later through the raising of a £5 m. loan

on the London market.

Vi

Under the following heads action seems, however, etill to
be called for:—

(1)

Further lightening the burden on the pastoral farmers.
Farm produets are, however, notoriously subject to wide
price fluctustions, and 'a ease can be made out for
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relieving the farmer, not of the whole burden, but only
such portion thereof as he could not have been by
reasonable foresight expected to provide against.
{2) Balancing the budget. This point is fully covered in
Mr. Holt’s paper, and I shall not weary you with
traversing similar ground. It remains' to be seen
whether the final report of the ‘‘ Economy Commission’’
will sngzgest real economies to bridge the gap, and at
the same time not aggravate the unemployment prob-
lem. The question of economies in local body adminis-
tration will also have to be tackled.
{8) Removing the burden of uneconomic industries, both
primary and secondary.
(4) Finding a solution of the unemployment problem.1®
In the last few years unemployment in New Zealand, in com.
mon with other conntries, has assumed serious proportions. A
committee was set up in 1928 to investigate the problem, and,
following on the presentation of its report, an Unemployment
Act was placed on the statute-book during the 1930 session of
Parliament 37
Most of the schemes are of the nature of palliatives rather
than direct attacks on the unemployment problem, and many of
the jobs have become increasingly wasteful as the passage of
time has made the finding of really economic work more and
"more difficult. The Unemployment Amendment Act of 1932,
however, provides for the taking over by the Government of
suitable land for the settlement of unemployed workers and
their families, the intention being to erect cottages and small
buildings on areas from two acres upward, sustenance allow-
ances being paid while the settlers are sstablishing themselves,

E. P. NEALE.
Auckland,

Ecomomic Record, to which reference is made in footnote 17 below. To save spece,
this part of Dr. Nule'l paper has been greatly abridged (Editor).

17. See Fisher, Eoconomic Record, November, 1920, pages 3680-37Z; Paisley,
Eoconomic Record, November. 1930, pagea 288.200; Lawn, Econamic ic Record, Novem.
bar, 1931, pages 304-207; Campbell, Mld Bcurd, lu 1952, pages 101-104.



SOME PROBLEMS OF DAIRY MARKETING®

Introduction.

Seasonal Price Fluctuations.

Seasonal Flow of Supplies from New Zealand.

Trends in Dairy Produce Prices.

Origin of Dairy Produce imported into the United Kingdom.
Potential Supplies of Butter and Cheese.
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I

In the present paper it is intended to examine some of the
factors which are eperating at present, and which are likely to
operate in the future, on the markets for dairy produce. It
will be obvious by the nature of the snbject that it will be impos-
sible to do more than deal briefly with such topics as are dis-
cussed, and further, that the method of attack will be selective
rather than exhaustive, While incidental reference will be made
to world conditions as such, the main purpose of the paper is
to analyse New Zealand conditions in the light of world con-
ditions, and to make some comments on the practical policies
adopted with reference to marketing of New Zealand butter and
cheese. One further comment is needed with reference to the
method adopted herein before attacking the subject proper.
Criticism may be levelled at the importance which is attached
to conditions in the English market, but it iz submitted that
with prohibitive tariffs in Canada, the United States of America
and Germany (although in the last country the tariff may be
temporary), the sole available market of any size is England.
. Consequently, any major effects arising out of conditions of
supply will be observed in that market. As far as Ausiralia
and New Zealand are concerned, England is practically the sole
market of any importance. Any changes which are to react on
the conditions in these two countries will be traced in the Eng-
lish market. '

II

It is not the whole truth to say that the prices of butier
and cheese on the London market determine the profitableness
of the New Zealand dairy farm. Nevertheless, since there is a
very counsiderable lag in internal costs of dairy farming, the
effects of price changes are magnified considerably in the ulti-

I In_ecollecting or th.h paper the writer has received valued assistance

data fi
from Bir William Hunt and Mr. McKellar, of Wrizht, Stephenson & Co, and fyom
Masers, Brasch and Pottinger, ofthc New Zealand Duiry Board

133.
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mate net income of the farmer. Further, since New Zealand
has very considerable interest obligations overseas, approximat-
ing to 30% of the value of exports in 1931, and sinee butter
and cheese represent 32:3%, 86-4%, 40-7% and 43-0% of the
total exports in 1928, 1929, 1930 and 1931 respectively, the
importance of butter and cheese prices in the financial position
of New Zealand is very great.

It is proposed to examine, in the first place, the seasonal
changes in price. The following table shows the average monthly
prices of butter and cheese for the ten years 1922 to 1931.—

TABLE I

Seasonal Variaisons in Price
Table showing the monthly average prices for the ten years
192231 of New Zealand butier and cheese on the
London market

(In shillings per cwt.)

Month Butter Chesss
January .- 166- 9. 94-3
February as 166-6 93-7
March .. .s 1863-7 92-4
Aprit .. .. 1574 878
May .. . 157-2 840
June .. .. 164-2 87-2
Juy .. .. 170-7 90-3
August .. . 172:9 91-2
September .o 177-7 40
October - 176-3 o8-8
November .. 171-1 95-0
December ‘e 168-2 82-1

The ahove table is illusirated in graphical form in Graphs
1 and 2. The figures show unmistakable seasonal trends. In
each case the lowest month is May, with a marked tendency to
rise to September in the case of butier, and October in the case
of cheese.

It should be noted that the general trends of the seasonal
price curves are similar whatever the country of origin of the
produce, with the following exceptions-—Some Northern Hemi-
gphere butter, particularly Danish, tends to approximate the
price of colonial frozen butter in May, June and July progres-
pively, and to diverge therefrom till Janusry. From which
month to May the divergence tends to grow smaller. A similar
fact is observable with regard to Canadian Cheese. Both these
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cages indicate 2 wider seasonal swing in the pricea of the com-
modities of these countries than in the prices of Southern Hemi-
sphere products. This divergence probably reflecta a demand
factor. Fresh, spre_a.dable Danish butter is always in demand in
certain areas, and during the northern winter the supply is
insafficient to satisfy the demand at the prices necessary to

CHART 1

MONTHLY PRICES OF BUTTER AND IMPORTS,
GREAT BRITAIN
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elear the product in the flush months. The fact of the divergence
of Canadian cheese suggests also a qualitative difference from
the New Zealand product.?

It will be seen from Graph No. 1 that there is a very dis-
tinet inverse correlation between the price curve of New Zealand
butter and that of the total supply of butter. 'This is what

2, New Zeunland cheess fs of the cheddar variety and bence does not compeis
with the hard cheese of the Continent. Its main eompetitors are the Canadian and
choddars, Anstralisn while potentinily important competitors, are

not st present of such a volume ma to wwrrant special mention. . .
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might be expected. Despite distinet preferences by certain eon-
sumptive areas or classes, butter from each country does com-
pete with butter from all other countries. When compared with -
the curve of New Zealand supply, the fact that there is some
positive correlation between January and May suggesta that there
are countervailing factors operating. There are, of course, the
increasing supplies of new season’s butter from the Northern
Hemisphere. The more negative correlation from June to De-

CHART II

MONTHLY PRICES OF CHEESE AND IMPORTS,
GREAT BRITAIN
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The following curves are represented:—
1. Percentage of annual import of cheese from New Zealand emter-
ing each month. ’
Il. Percentage of annual import from New Zealand and Canada
entering each month.
IIi. Monthly prices.

cember is a reflection of the decline of Northern Hemisphere
butter, and of the fact that till October Sonthern Hemisphere
gupplies are at their lowest ebb, the new season’s supplies com-
ing on the market in October. There seems little connection
between the total supply of cheddar cheeses from New Zealand
and Canada and the price level of New Zealand cheddars, but
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there is evidence of inverse correlation between the supply and
price of New Zealand cheddara.

The above diseussion has shown that the seasonal swing
in prices is definitely connected with the relative plenty and
relative scarcity of the products on the market. The time
required for Southern Hemisphere butter to reach the market
results in a temporary glut in the months of May, June
and July, and a temporary scarcity in Avgust, September and
October. This whole discussion raises the important question
of the flow of supplies on to the English market,

m
The following table shows the monthly distribution of the
prodnetion of butter and cheese in New Zealand. The figures
for 1922 to 1331 only are given, as the general eurve of produe-
tion has been practically identical over the past ten years.—

Tamy 1T

Monthly Production of Dairy Produce in New Zealond
Table showing the montkly production of bulter and cheese as
a percentage of annual supply for the decade 1922-31

Butter Cheese

January .. 13-4 14-8
February 168 12-1
March .. 9-2 10-8
April e 8-& 8-5
a8y .- £-1 5-8
June 1-4 2.0
July -8 4
August .. 3.0 -7
September 7-2 4-2
October .. 12-0 9-8
November 15-1 J 14-2
December 168-6 16-7

Allowing for a lag of two months necessary for the produee
to arrive in England, the production curve and the imports
carve follow almost identical contours in the periods 1922-25.
However, the curve of imports into England for the period
1928-31, while agreeing with that of the period 1922-25 for the
months of December to March, the flush months of the year
as far as New Zealand supplies are concerned, is much flatter
than that of the earlier period from April to November. In the
years 1922.25, only 11-7% of the annual butter supply and
17-0% of the annual cheese supply was available in the period
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from July to October. In these years only 6-3% of the annual
butter supplies were available over the months of Aungust, Sep-
tember and Qetober, and 5-5% of the annual cheese supply
during the months of September, October and November. Now
this smallness in supply coincides with the period when there
is a marked reduction in the quantity of Northern Hemisphere
butter. Consequently there is always a rise in price during
these months.

The Dairy Control Board of New Zealand, recognizing the
seasonal nature of the price variations, have endeavoured to
smooth out the supply curve during the months indicated above,
The results of their policy from 1928 to 1931 are shown in the
foliowing table:—

Tamk III
Bhowing the change in supply of New Zealand butler and cheese
on the English market at particular pertods during 1922-25 and
1928-31
(The figures quoted show the percentage of annual supply
avaidable in the monihs indicated)

Butter

1922-1925 1928-1931

June to October .. .. 11-79% 10-0%,
August to October .. 6-39, 13-4%

Cheess

1922-1925 1928-1931

June to October .. .e 17-0%, 18-99%,
SBeptember to November .. 5-59%, 10:1%,

Note.—~Total cheese is total Canada and New Zealand.

Any policy which aims at the orderly marketing of New
Zealand butter and cheese must aim not merely at smoothing
the New Zealand supply curve, but also at some smoothing
of the total supply carve. To do 8o involves some reduction
of New Zealand supplies in the flush months of imports, namely,
December to March, and an increase in the imports from July
to October. This, of course, involves many factors of practical
detail, the merits of whieh it is not proposed to discuss fuily
here. For example, it would invalve not only increased storage
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capacity in New Zealand, but also considerable finance for the
period of storing. Fuarther, it wonld involve greater co-ordina-
tion of marketing policy than is apparent to-day.

It is extremely difficnlt to state the extent to whiech the
policy of the New Zealand Dairy Control Board has resulted in
a smoothing out of seasonal price fluctuations. When eom-
pared with the seasonal fluctuations between 1922 and 1925,
there was some smoothing between 1925 and 1929 in the case of

CHART III

THIRTEEN MONTHLY MOVING AVERAGES OF LONDON PRICES
OF BUTTER AND CHEESE—MAY, 1922-DECEMRBER, 1931
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butter, and between 1925 and 1930 in the case of cheese. How-
ever, it is difficult to say whether the fluctuations in the earlier
period were due to a marketing policy (or to a lack of policy) or
to general uncertainty on the market. It is probable that the
smoothing out of New Zealand supplies as described above has
bad some smoothing tendency on prices.
. &
. W M -

Long-term price trends are important in adequate survey

of the market for butter and cheese. Tke accompanying graph

e
' ]
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(No. 3) shows the trends of butter and cheese prices over the
past ten years. They are constructed on a thirteen-monthly
moving average of prices. A very interesting faet, for which
adequate details are not at present available, is that the prices
of butter and cheese tended to move in opposite direction
between 1922 and 1925. This probably refiects a supply factor.
The following table gives index numbers of total imporis, and
of imports of New Zesland butter and cheese into Great Britain
during the period 192231 :—

TaprLe IV
Indsz Numbers of Imporis of Butier and Cheese to England,
1922-31
{Base: Annual Average for 1922.31 = 100)
Butter
Year
Total Imports | N.Z. Imports
1922 .a .o 72 86
1923 .e .a 85 . 87
‘1924 . . 89 83
1925 .o . o8 96
1926 .. .e ' e 88
1927 .. .. 98 07
1928 ‘e e | 103 98
1929 ve .e 17 101
1930 .e .. 113 120
1931 . ‘e 135 148
Choeee
Yoar
Total Importa | N.Z. Imports
1922 . 00 a2
1923 i) 88
1924 ] o4
1926 .e .. 105 87
1928 . .- 102 98
1927 - .. . 100 103
1928 . . 102 99
1929 .. .. 102 114
1930 . .- 118 125
1931 .. .. 98 109

" It will be noted that cheese imports have been relatively
stable over the past ten years. There is some evidence of a rise
in the standard of living in the immediate post-war years, with
a consequent inereass in the demand for butter. Relative to
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this increased demand, batter tended to be in short supply till
1925. Butter consumption, on the other hand, inereased eom-
siderably between 1922 and 1925, after which the rate of pro-
gress was much less rapid. The inereased supply would natur-
ally offset any tendency to riging prices in 1923. In 1924, since
the imports {(excluding Irish butter, which is included as
an import for the first time in 1924) are considerably lower than
in 1923, the decreased supply would tend to cause 2 smaller fall
in butter prices than would otherwise have taken place. Cheese
tended to be more profitable in 1922 and 1923 than butter, and
butter than cheese in 1924. This is associated, as noted above,
with a steadiness in the supply of cheese and a falling off in
the supply of butter in this latter year. The above deductions
are admittedly meagre, but sare sufficient for our present
purpaose.

From 1925 the contonr of the curves of butter and cheese
is practically identical. Early 1927 witnessed a low level, while
1928 showed the highest price in recent years. However, it is
noticeable that while cheese rose in 1928 to the price received
in 1925, butter did not reach to within 10s. per cwt. of the price
of 1925. (Discussion is, of course, on the basis of the thirteen-
monthly moving average of prices.) It is also rather significant
that this upset the normal ratio between butter and cheese
prices, and provided a stimulus to cheese making in the 1929-30
season. Cheese then fell at a greater rate than butter, and
hence the reverse tendency was noticeable, namely, a change to
butter making. Since New Zealand provides the major portion
of the cheddar cheese sapply of Great Britain, the effect of
these changes can be best studied in New Zealand.

However, while dual plant factories, the majority of which
are situated in Taranaki, do endeavour to manufacture the
product which at the time is more profitable, a fairly detailed
statigtical investigation failed to give any really definite resulis
as to the amount of change in price relationship between butter
and cheese, which has proved necessary to cause a change from
butter to cheese making or vice versa.

v
It is next proposed to analyse briefly the origin of the butter
and cheese imports to Great Britain. Tables V and VI show
the percentage distribution of butter and cheese imports from
1903 to 1931, '
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It must be remembered that while cheese imports have
increased by about 18% since 1913, and by about 11% since
1923, butter imports have increased by 60% since 1913 and by
about 48% since 1923. Further, there has been little fluctua-
tion in the quantity of cheese imported over the past twenty-
nine years, if we exclude the war years. On the other hand,
butter imports have very steadily increased, the average in-
erease being about 5% per annum. (N.B.: Throughout this
paper, unless expressly stated, cheese refers to New Zealand
and Canadian cheese.}

As far aa butter is concerned, increased supplies have been
received from all countries. Table V, showing the percentage
distribution of butter supplies, revesals several interesting facts:

1. The steady increase in Australian supply since 1927,
reflecting a movement in Aunstralia towards dairying.

2. The decline in the relative importance of Danish sup-
ply in post-war years.

3. Omitting Russia, the steadiness of the proportion of
about 45% of Baltic butter arriving on the English
market since 1924,

4 'The slow but steady inerease of the percentage of New
Zealand butter imported.

‘With reference to cheese (see Table VI), the fact that Con-
tinental cheese does not directly compete with Canadian and
New Zealand cheddars makes any general statement difficult.
The relative decline in Canadian cheese, and the relatively great
jnerease in the proportion of New Zealand cheese, are the out-
standing features. However, the cessation of the export of fresh
milk from Canzada to the United States, consequent on the rais-
ing of the U.8.A. tariff, has already resuited in an increase in
factory prodmetion ; and though this increase has mainly affected
butter making, it is bound ultimately to affect cheese produe-
tion. Hence the predominance of New Zealand in the London
- market i3 bound to be challenged in the near future if con-
ditions remain unaltered. While it would be incorrect to say
that Canada can immediately increase the supply of 62,695 tons
which she provided in 1925, the fact that between 1924 and
1928 she supplied on an average about 45,000 tons, while the
supply was about 10,000 tons less in 1930 and 1931, suggests
potentialities of immense importance when dmcummg the prae-
tical operations of dmry marketing.
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. VI

It seems fitting at this stage to analyze the potential sup-
plies of butter and cheese to the English market. Criticism
may be levelled at this eontinued eoncentration on the English
market, but, as before pointed ont, the United Kingdom market
forms by far the largest market for the world’s surplus dairy
produce in normal times, while to-day it is practically the sole
" important market. The only other large market in normal times
is Germany. While the present restrictions on imports through
- prohibitive tariffs may be only temporary, it still remains a
faet that European countries cannot compete with the new world
in arable farming, but they can effectively compete in dairy
marketing. Further, it has alwaye heen the poliey of Germany
to stimulate her agricultursl production, and it is fzir to sor-
mise that the stimulus to expansion given by the tariff, coupled
with the increase due to greater attention to grassland farming
and artificial fertilizers, will result in a very great increase in
. home-produced dairy produce in Germany in the near future.
Hence it is maintained that conditions in the United Kingdom
are the vital considerations when discussing the future of the
world’s dairy produects.

The first fact of importance is the tremendous increase in
the butter marketed and consumed in the United Kingdom over
the past ten years. The Empire Marketing Board in a recent
weekly eirenlar indicated that, though the increase in the con-
sumption of butter was about 1 1b. per head of the population
between 1907 and 1925, reaching abount 15§ 1b. per head in the
latter year, the fall in price since 1925 has stimulated eonsump-
tion till it is in 1931 20§ 1b. per head of the population of Great
Britain. There has been concurrent with this a decrease in
margarine consumption, suggesting that the increase in butter
consumption is largely a price factor. Consequently, it seems
reasonable to assume that, failing a very substantial rise in the
general price level, the present quantities can be consumed only
at prices ranging from 95s. to 110s. per hundredweight.

Recent reports of the Empire Marketing Board indieate
considerable development in practically all the countries export-
. ing dairy produce. Though the total quantity imported has
increased, most countries have maintained their share of the
import market. The above remarks apply chiefly to butter.
Norway, Sweden, Finland, Estonia and Latvia have all devofed
much attention to dairying. Some of these countries appear as
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exporting couniries for the first time in the last year or two,
and in every case there has been a marked expangion of export
surplus. Russia, according to a recent Empire Marketing Board
report, expected in 1929 to have 1,845 additional creameries in
operation within the next year or two. Danish potential pro-
duction is by no means lessened. This development of dairying
iz largely becamse of the inereasing inability to compete with
the new world in the produetion of arable products. Further,
there i a greater time lag in a ehange from dairying to arable
than from arable to dairying. This is largely due to the fact
that dairying involves mueh more fixed capital, not only on the
farm in the way of milking and other machinery and buildings,
dairying ecattle, and so on, but also in the manufacturing plants
necessary to process the raw material, and also to the tnnp
pecessary to raise dairy steek,

The extent of the investment of capital in fixed plant is
sueh that change from dairying to arable requires a much more
prolonged and more deeided movement of prices in favour of
the latter than a2 movement in the oppesite direction. Hence
the conclusion is that in the immediate future—and such a
period would emhrace the next decade at least—definitely-in-
ereased produetion of butter ean be expected in the northern
European countries. This is more likely in view of the faet
that recent development in the technique of grassland farming
and of fertilizing have resulted in the postponement of the point
of diminishing returns to investment of capital in dairying,
Henee, as these northern European countries develop, they are
bound to be influencéd by these improvements in technique.

Australia, too, 1§ an important consideration. Large areas
- are being devoted to dairying, and the inerease from 47,000 tons
in 1930 to 77,000 tons in 1931, and to 100,000 tons (aceording to
an official estimate) in 1932, with every indication of a centinu-
anee of the lncrease, suggests that Australian butter will be a
very serious competitor on the English market in the future.

It has already been indicated that Canada, because of the
prohibitive tariff on fresh milk and cream imported into the
U.8.A, bas kad to concentrate ¢on dairy manufacture. The
tariff poliey of Canada itself has also aimed at stimulating
dairying. These factors have been felt chiefly in the Maritime
and Upper St. Lawrenee areas. Further, the increased expan.
sion of dairying areas in the Middle West has been so important
that for some considerable period in the last two years the
weekly ecirculars of the Empire Marketing Board have given

K _
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details of the expansion of output in these areas. Again, the
Prairie Provinces, under the urge of low prices for arable pro-
duets, althongh not partieularly suited to dairying, are devoting
considerable attention to dairy ferming as a sideline to arable
farming. That is to say, mixed farming is inereasing. This
iast development may, of course, be temporary. The develop-
ment in the Middle West and the Prairie Provinees is chiefly in
butter production, and Canada appeared as an' exporter of
butter last year for the first fime for many years.

Again, Arpentine production is increasing, and it is rather
significant that some of the other South American republies,
which have not previously appeared as exporters of butter, ex-
ported small but significant amounts last year. Finally, the
increasing supplies fr¢gm South Africa and Rhodesia, and the
countries have recently instituted Dairy
Control Boards, is ifdicative of trends of development in the
butter industry. The Kenya Colony, although at present ex-
porting very small amounts of butter, is said to have good
prospects in this ine of preduetion.

As far az Mew Zealand is eoncerned, ghe production of
butter was 87,000, 98,000 and 101,000 tonz|in 1929, 1930 and
1931 respectivgly, despite a steady fall ih production per cow
(due largely fo a temporary reductionp’in the use of fertilizers
on account of the depression). This suggests that with a return
to normal gonditiona the output of butter|will inerease enor-
moualy in f few years time.

inereased eonsumption of
her markets fof butter.

Even assuming a
impqrted into the Ulited !Kingdém, it appears that this will
not ckuse any very great fa%;y p quantity of butter imported.
In fadf, the p 10% duty on, Danish butter has not been
borne By the Exglish consumer at all. The Danes have so far
borne al] the %ty ves, : ‘
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Soumming up the above arguments, it is very likely that
the quantities of butter on the English market will very materi-
ally increase within the next few years. This inereased import
can be consumed only &t a very substantial reduetion in price.
Such a reduction in price will cause considerable hardship on
account of the very large amounts of eapital invested in the
dairy industry, and the consequent reduced capacity of farmers
to change to more remunerative branches of farming.

As to cheese, the position is different. New Zealand and
Canada, though capable of expansion, and with the probable
increasing competition from Australia, are supplying all the
demands. However, the very small increase in cheddar cheesa
consumption in the last decade suggests that the demand for
cheese is much more elastic than the demand for butter, and
that inereasing quantities of supply will involve a more than
proportionate fall in price.

It remains to indicate why butter rather than cheese has
inereased in supply. Cheese making involves (1) a supply of
whole milk, necessitating the situation of factories near the
source of supply, and (2) an efficient transport system to con-
vey the whole milk to the factory. In other words, cheese making
involves a fairly well-developed area and a large number of
factories. Hence the ultimate capital cost of cheese making is
higher than butter making, in which, with the development of
the ecream separator, the factory can be situated much further
from the source of supply. Consequently, fewer factories are
needed, the size of the factory can be much greater, the economies
of large-seale production are possible, and the coat per unit of
output is therefore less. Further, because of the smaller bulk
. of the raw material, butter making does not involve sach a
. development of transport facilities and roading as cheese mak-
ing. It is for the above reasons that butter making has beem
undertaken rather than cheese making in the lesser-developed .
eountries. -

F. B. STEPHENS,
Auckland University College.



INTERNATIONAL RESEARCHES INTO
RELATIVE COSTS OF MAINTENANCE
OF DIFFERENT FAMILIES

1. Relative Food Requirements,
IL. Relative Housing Requirements.
HL Relative Clothing Requirementa,

TV. Relative Requirements of Fuel and Lighting, Furniture and
Furnishings, and Miscellancous Itema.
¥. Relative General Requiremenrts,

| :
Most of the anthoritative scales of the relative food require-
ments of men, women and children of various ages are shown in
the writer’s pamphlet entitled Food, published in 1920. Por-
tions of this table were reproduced in the Federal Bavic Wage
Commission Report of 19201 For example, the requirements of
man and wife only a8 a percentage of the requmirementa of the
domestic unit used by the Basic Wage Commission of 1920, viz,,
man, wife, boy aged 3} years, girl aged 7 years and boy aged
. 10} years, are caleulated from the above-mentioned table as
follows :—

Engel .. .. .. .. .. ... .. oL L 57% .
Rubner .. .. .. .. .. .. .. .. .. .. 61%
Atwater .. .. .. .. .. oo .. .. .. 55%
Zantz .. .. h e e e e e 52%
American Household .. .. .. .. .. 54%
Langworthy .. .. .. .. .. .. .. .. 55%
Knibbs .. .. .. .. oo oo v v vl . 55%2
T 17%

Modern British opinion seems to be wall represented by the
writings of Professor Starling, whe was one of the representa-
tives of the United Kingdom on the Inter-Allied Food Commis-
sion sdt np during the Great War. ‘‘There is no doubt,’’ said
Starling, ‘‘that the allowance for -children by Atwster was too
low, but if we exclude the well-fed and over-exercised school-
boys of the wealthier classes the values given by Lusk may be
accepted as sufficient to secure full health and deve]opment in
the great masses of the population.’’s

See also The National Diet, by D, T. Slwldnl, Govt. Printer, Syduey, 1922
'.'l'lhle YII, p. 21.

2. Eaxpenditure on Living in the Commonwesith, Nov. 1918, by G. H. Kuibls
Meboyrne, 1918, p. 28.

3. Ths Feuding of Nations, by E. H, Starling, Longmans, 1919.
148
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But it xrast be admitted that although the American Honse-
Rold scale, used by the United States Buresu of Labour Statis-
ties, is at least tweaty-five, and that of Profemor Lusk, of Coe
nell University, U.S.A., more than tem years old, there is still
ao consensus on this question. BEngel’s ‘‘quet?’ scale was nsed
im the analysis of budget inquiries made in Switzerland in
1912, in Hangary in 1917, and in Belgium in 1921. Atwater's
was used by Mr. Rowntree for his investigations in York im
1901, and in a Japanese inquiry in 1920-21. Losk’s was adopted
by the Inter-Allied Scientific Food Cemmission of 1918, on which
Professor Lusk was one of the Ameriean representatives, for
vonverting the populations of different commtriesto *‘ equival
adult males,

It was pointed eut in 1922, in The National Diet, that the
" finding of the Committee of the Royal Society of Great Britain
in 1917 as to the awerage gross ration of the British population
before the war, viz, 4009 calories per man, would have fallen
to 3700 ealories per man had Lmsk’s cocfficients been nsedt A
parallel observation is made in the report of the Swedish Family
Budget Inquiry of 1923:—‘ . . . the nutritive value of the
foodstuffs eonsumed by the working-ciass households covered was
3410 net calories per day per unit of consumption (i.e., average
adult male’s consnmption) on the American scale. If the so-
called German scale had been used instead, the resnlt would
have been 4370 net calories.’”® The author of this report, how-
ever, did not thus make fair use of the so-called German scale,
which is a scale based on the relative requirements of other
groups of commodities as well as food. The range of scientifie
results .28 regards food requirements which can be derived by
using the different scales is, therefore, less than he esuggests.
But it remains considerable.

The American Household scale was .again used in the U.8.
budget inguiry of 1918-19, in some eight inquiries in Sweden,
Denmark, and Norway between 1915 and 1923, in the South
African inguiry of 1925, and in the inquiry into the standard of
living of employees of the Ford Motor Co. in 1929.3* The German
scale mentioned above, modified, has been applied in some seven
European inquiries carried out between 1907 and 1922.

It is, therefore, clear that no scale has world-wide accept-
ance, If it be canceded, as held by fhe Basic Wage ‘Commission

4. Op. ait., p. 10,

5. Intermational Laboxr Review, October, 1028, p. 500,

Sa. International Inguivy ‘foto ‘Cests of Living, 1.L.D., -Germva, 1981 [Heries N
{Statistien) No. 17.]
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of 1920, that the Lmsk coefficients used by the Inter-Allied Food
Commisgion are rather high for Australian children under five
years of age, and if we take Atwater’s or Langworthy’s coeffi-
eient of 40 instead of Lusk’s 50 for the child aged 3% years,
while retaining the Lusk figures for children of five years and
upwards, we find 49% as the percentage to be applied to the
requirements of the five-membered family, with children of the
specified ages, in order to reach the requirements of man and
wife only. :

This seems to be about the lowest percentage applicable
under Australian eonditions. Rubner’s scale gives 61%. At-
water’s, Iavoured by the Basic Wage Commission, gives a mid-
way figure, viz.,, 55%. We thus have three percentages, viz.,
49%, 55%, 61%, which may be taken as fairly representing
the range of reasonable adaptation of the cost of food for the
Australian five-membered family nsed by the Basic Wage Com-
mission to the cost for man and wife only. Ranges may be cal-
culated in like manner for families of other sizes and ages of
children,

i |

A report entitled Methods of Conducting Famidy Budgel
Inquiriss, published by the International Labour Office in 1926,
states that ‘‘very few attempts have been made to construet
scales of housing requirements’’, and quotes only one—and that
without recommendation—viz., the seale used by Professor Bow-
ley in his book Eivelihood and Poverily, the figures being :—

Adults .. .. .. .. .. .. .. o it el .. .. 100
Boys, 1418 .. .. .. .. .. .. .. ..o ... 75
CQGrls, 14-36 .. .. .. .. L. bl e e e 5
Children, 514 .. .. .. oo ov ve vn v ou s 50
Childrenunder 5 .. .. .. .. .. .. .. .. .. 25

It may be noted that while using this scale in a more recent
book for the purpose of providing ‘‘a mechanical test’’® of the
average number of persons per house and per room, the anthors
gtate that they omit certain derived percentages ‘‘because an
oggregate of equivalents adults in many households is a con-
ception whose usefulness is debatable’’

Setting out a standard budget in 1919 for a family of five
persons, the United States Bureau of Labour Statisties took one

§. Has Poverty Dimimizhed?, by Bowiey and Hogg, Lomiden, 1925, p. §5.
7. Has Poverty Diminighed?, by Bowley sud Hogg, London, 1925, ». 40.
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room per person as the minimum allowance. The Basic Wage
Commiggion in 1920 and the N.8S'W. Industrial Commission in
1926 allowed a five-roomed house to a five-membered family,
i.6., an average of one room per person. Mr. Justice Heydon,
of N.S.W,, in his judgment of February, 1914, said :—*“With a
family of, say, two children, there should be, as they begin to
grow up, a sitting room, one sleeping room for the parents and
one for the children.’’ The qualification ‘‘as they begin to grow
up’’ may perhaps be regarded as implying that before they
begin to grow up a sleeping room for the children would be
gaperflnons, The allowance for man and wife only would then
be three rooms, including the kitchen. On the other hand, the
N.8.W. Industrial Commission in 1929 retained the four-roomed
house for two smaller domestie units, viz.,, man and wife only,
and s little later, man, wife and one child.

The average usage of the community is important here, as
in connection with other elements of the cost of living. A table
introdueed in the report of the Commonwealth Census of 1921
shows the distribution of houses of various sizes according to
the number of inmates.® It appears that, in New South Wales
a8 a whole, dwellings with one inmate had on an average 3-1
rooms ; dwellings with two inmates had on an average 4-4 rooms;
with three inmates, 48 rooms; with four inmates, 5 rooms;
with five inmates, 5-2 rooms; with six inmates, 5'4 rooms; with
seven inmates, 5-5 rooms; with eight inmates, 57 rooms; ete.

Thus, after reaching 48 rooms for three inmates, each addi-
tional inmate was- associated with an average addition of about
one-fifth of a room. " This sequence was followed very closely up
to twelve inmates, who occupied dwellings contairing on an
average 6'6 rooms, After this point, the average rises rapidly,
but it becomes increasingly unreliable, becaunse of the small num-
bers from which it is calculated.

The average number of inmates per dwelling in N.S.W. was
4'52, and the average number of rooms per dwelling was 4-97;
50 on a general average ten persons ecenpied very approximately
eleven rooms.

The foregoing figures furnish two ways of looking at the
question of the proper housing allowance for a family. Working
from the general average, six persons might be allowed 6-6
rooms, five persons 55 rooms, and so on. On the other hand,
the actunal distribution of dwellings according to inmates shows
households of six persons occupying dwellings of various sizes

8. Cowsws of the Commonwealth, 1811, p. 1736,
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averaging 5-4 yooms esth, households of five persens in dwellings -
averaging 5-2 rooms esch, and so on.

Comparing the allowaneea for smaller households, we have
for two inmsates, by the gemeral average 2-2 rooms, by actual
ueage predominantly 4 and 5 rooms, with an average of 4'4
vooms ; for three inmates, by the genersl average 3-3 rooms, by
aetual usage predominantly 5 and 4 rooms, with an average of
4-8 rooms; for four inmates, by the general average 4-4 rooms,
by actual nsage predominantly 5 and 4 rooms, with anr average
of 5-0 rooms.

Relatively to the general average regarded as a standard
there is a good deal of overerowding on the one hand, and sparse
oecupation on the other. If we caleulate either a ecefficient or a
factor of correlation between the number of inmaies and ibe
number of rooms occupied by them, both the coeificient and the
factor of correlation work out at about 0-4 (rather less than
more). As a general rule, coefficients above 0'7 give almost
certain evidence of correlation, and those sbove -5 are
wsually significant, while coefficients under 0-3 are wusually
regarded as giving very little indication of any definite
conneetion between the variable quantities eonsidered. Statis-
tical theory thus suggests that there is no marked degree of
earrelation, at any rate, over the whole field, between the num-
ber of mmates and the nuanber of rooms in the dwellings ocen-
pied by the population.

In an important section of the field, however, as has already
been noticed, it appears that an Increase or decrease of one in
the number of inmates is associated with an increase or decrease
of about onefifth of a room in the aversge number of rooms

The gap between this variation of one-fifth or 0-2 of a
room and the general average of 1'1 room per immate shows
how the community departs from what may, perbaps, be re-

~ garded as a communistic allowance. Constraints elearly exist.
In every group of dwellings with a given number of inmates,
either the four-roomed (for one inmate), or the five-roomed
(for two to ten inmates), or the six-roomed (fon eleven or mere
inmates) dwelling predominates; indeed, 72% of the oseupied
private dwellings in New South Wales in 1921 were of one or
other of these sizea.

This predominanee of the.house of about five rooms, and
lack of marked ecorrelation between number of inmates and
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number of rooms, is a phenomenon which is not peculiar to New
South Wales or Australia, Has Poverty Diminished?, by
Bowley and Hogg, already quoted, includes a series of double
tabulations of houses oceupied by working.class families in
several English towns in the year 1924. In Northampton, 76%
of the houses covered by the author’s inquiry had 5 rooms; in
Warrington 68% had either 4 or 5 rooms; in Reading 62%
had 5 rooms.- In Bolton conditions were not so satisfactory.
There 53% of the houses contained 3 rooms, and those of 4
and 5 rooms formed 44% of the total. Stanley, in the centre of
& busy coalfield, was a comparatively poor specimen. Nearly
20% of the houses covered by the inguiry had 2 rooms, 40%
kad 3 rooms, 309% had 4 rooms, and those of 5 rooms and more
formed rather less than 10% of the total,

In all these towns, however, the size which was predomi-
nant generally was also in almost every case predominant what-
ever the number of inmates, And both the coefficient and
faetor of correlation were less, if anything, than the correspond-
ing quantities given above for the case of New South Wales.

Knowledge of these comstraints and usages of the com-
munity, and of the difficulty of applying in the case of the
housing allowance for man and wife only, a general average
allowanece, or, indeed, any set of theoretical coefficients of hous-
ing requirements according to age and sex, has, perhaps, been
an important factor in recent decisions of industrial anthori-
ties who have had to award housing allowances for smaller
domestic units,

It may be worth while to pursue the calculation by the
theoretical method in order to perceive its effects. Using Pro-
fessor Bowley's scale of housing reguirements, the Board of
Trade’s family of four becomes approximately 2'8 ‘‘equivalent
adults’’ as against 2 ‘‘equivalent adults’’ for man and wife
only. The old allowance of 4 rooms for the Board of Trade's
family, thus adapted to the smaller domestic unit, reduces to-
2-9 rooms. Similarly, the Industrial Commission’s 1926 family
of 5 becomes 3-25 ‘‘equivalent adults’’ by Professor Bowley’s
scale, and the result of adapting the corresponding allowance
of § rooms is, for man and wife, 3-1 rooms. Both these resulis
were rejected. Alternatively, the general average allowance of
1'1 room per inmate was also rejected. '

L
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There arve greater difficulties in the way of ‘establishing a
scale for clothing than for food. In the case of food there is
the quantitative test of physiological requirements according
to sex and age, the result of researches by scientists from Quetelet
onwards, But in the case of clothing no attempt has been made
to construct a test of physioclogical requirements. Science gives
no clear lead as to relative merits, quantitatively set out, of, for
" example, undergarments of wool, wool and eotton, or cotton,
under specified meteorological eonditions for a specified type
of population. The only method of approach to this problem
so far available is that of discovering the existing usages of the
eommunity.

The discovery of nsages has been atiempted in two ways:
first, by oral evidence; secondly, by systematic household budget
inquiries. That the results obtained by the way of oral evidence
are apt not to be generally acceptable is made clear by the
following critieism of the Report of the Basic Wage Commission
of 1920. In delivering judgment in the (Gas Employees’ case,
September, 1921, Mr. Justice Powers, President of the Com-
. monwealth Arbitration Court, said: ‘‘It is difficult to know why
the Commission proposed £8 suits for basic wage men, when
workers and men in banks and elsewhere can get smits much
cheaper.”” The learned judge then guoted advertisements of
cheaper suiis ‘“by a leading tailoring establishment and by one
of the largest business establishments in Melbourne”’.?

The second method, that of systematiec budget inquiry, has
not been much exploited in Australia. The Commonwealth
Statistician’s amall budget inquiries of 1911 and 1913 were not
analysed so as to show any seale of relative consumption of
clothing by individuals. A very limited budget inquiry in
Western Australia in 1917 gave an average cost for a women
exceeding that of a man by 67 per cent.,, and the average cost
far a child as little more than one-fifth of the cost for a woman.
On the basis of the results of these very doubtful Western Aus-
tralian collections (made during the holiday seasen round about
Christmas), a family of man, wife and three average children
would reduce to about 3-4 ‘“equivalent adult males’’; man, wife
and two children to about 3-0; and man and wife only to nearly
27 of the same wunit. .

9. CAR., Vol 15, p. 354,
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The only seale based on actual budget inquiries which was
considered worth mentioning by the International Labour Office
in its recent Report on Methods of Conducting Budget In-
quiries'® was that derived by the United States Bureau of
Labour Statisties from the inquiry of 1918-19, which included
nearly 13,000 American families. The yearly expenditure and
relative fignres were as follows: —

Average Expendvture on Clothing in U.8.A., 1918-19

H.n]n Females
Statos and Agw Yearly i
. - Erpe‘:;imu Fl.nn-u Emme m
. $ $

Parents .. .. 71-4 100 63-6 89
Children 15 years and over 81-8 115 86-6 136
»” 12 and under 16 47-1 66 49-9 70

” 8 , ” 12 39-4 bb 39-3 55

o 4 ., " 8 31.8 44 82-b 46

" under 4 .. .. .. 22-1 81 287 33

These figures include the average saving effected by such
passing on of clothing as occurred in the whole group of families
reviewed. Some correction would be needed if the figures were
compounded for the ease of a family of different size. Neglect-
ing such correction, we find for two parents and three average

_children under 14 years of age the coefficient 3-33; for two
parents and two average children, 2-85; and for two parents
only, 1:89, the cost for the average male parent being taken
as the unit. The average expenditure per individual is shown
to be greatest in'the case of female children aged 15 and over,
being then 52 per cent. greater than that of the mother, and
the average expenditure, even of male children over the age of
15, execeeds that of either the father or the mother.

At first sight, the expenditure of children over 15 years of
age may seem irrelevant to the problem which faces industrial
authorities, for the limiting age of the average dependent child
has nsually been put at about 14 years in determining the living
and basic wages. But on closer consideration it would appear
that the high expenditure of the youth of both sexes must at
some stage begin to decline, and must oltimately reach the lower
level of parents’ expenditure. The question, then, is at what
age above 15 years the actual maximum is reached; and, further,
how many years after that maximum point the lower parents’
level is resched.

10. Studies and Reports, Series N, No, 9, Geneva, 1924.
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8o concerned with this aspect was the Osaka Municipal
Bureau of Labour Research in 1919-20 that while they accepted
in a modified form the food scale of the United States Bureau of
Labour Statistics, as well as the American seales for other -
expenditure, they rejected the Ameriean elothing scale, They
constructed a special scale as follows :—

Japanese Scale of Relative Clothing Regusrements, 191920

Age Iast Birthday in Years Males Females
1-10 .. .. .. .. 20 30
11-16 .. .¢ ou . 30 60
16-20 .. .. .. .. 60 20+

-3 I © 70 80
26-30 .. .. .. .. 100*
81-45 .. .. .. .. 70 40
46-60 .. .. .. .. 60 40
61-7% .. .. .. .. 40 40

T5-90 .. .. .o .. 30 ‘ 10
slaxima at these ages.

One might be inclined to reject this seale offhand on the
ground that it is Oriental. But its parallelism in certain re-
spects with the American scale is most interesting. For
example, the female over 16 and under 21 has a coefficient of
90, and, taking a rough average for females of higher ages,
it appears that to the ages of probable parenthood there corre-
sponds an average coefficient of about 60. Thus, as in the
American scale, female children over 16 years of age regquire
50 per cent. more than the mother.

The more closely the Japanese seale is scanned the more
clearly it appears as a scale constructed by rational human
beings. It seems undeniable that the advance to and the descent
from the maximum clothing requirement are on these lines, both
for males and females. It may be that some modifications are
needed—possibly for ages 21-25, as compared with ages 26-30—
to adjust the Japanese table to Australian usage. Broadiy
viewed, however, this scale seems to represent better than any
other scale hitherto constructed the relative requirements of
clothing by human beings according to age and sex.

If the Japanese table be applied to the family of two parents
and three children, we may for illustration take the case of the
age of the father being between 31 and 45, and that of the
mother between 26 and 30. With three average children under
age 14 the total coefficient would be, roundly, 230; with two
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children, about 200. As regard man and wife only, the recently-
constituted unit of this type might have a coefficient of 180 or
. 190, i.¢., nearly as much as man, wife and two children. On
the other hand, if the marriage were of long duration, so that
all the children had passed the age of dependence, the coefficient
might be 100 or 110. If the marriage had been sterile, involun-
tarily or voluntarily, the ecoefficient might range from 100 to
190.
For an industrial tribunal seeking the coet of requirements
of man and wife only, the choice for basic-wage purposes be-
tween what might appear to be the two main types, viz,, the
lately-married couple and the Darby and Joan type, would seem
to be mainly a matter of sociological attitude, The relative
proportions of varions types are roughly ascertasinable. At the
Census of 1921 about 22 per cent. of Australian wives had been
married for less than five years, and about 5 per cent. had been
married for less than a year. On the other hand, 34 per cent. of
families in which both parents were living had no children under
the age of 14. So it seems that at least 80 per cenmt. of the
married couples having no dependent children belonged either
to the voluntarily or involuntarily sterile class, or to the class
with superannuated children. Put the other way, the conclu-
gion is that not so many as 20 per cent. of the married couples
having no dependent children can be set down as recently-
married people who are able and willing to fulfil the funetion
of parenthood.

The Japanese elothing table, guoted above, forms a first-
class effort to comprehend from one point of view the changes
in the standard of living of a human being during the progress
of life. While the mind of the inquirer has been set upomn -
finding workable statistical averages, little thought has been
taken in budget inquiries of the eontinual flux in the standard
of living of a family during the various stages of its develop-
ment. And when the budget inquiries have been limited to
families containing children, it has beem impossible to derive
therefrom information as to the change in the young people’s
standard of living, and in the correlated standards of value
which they sett for themselves, in the beginning and early years

of the married state.
' The dynamic development comprises a series of phases which
the static average either obliterates or ignores. The most reput-
able clothing scale based on Western usage so far construeted,
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the American elothing scale, suffers from this defeet. A statio
average of $71 per annum is set down for 2 male parent and a
static average of $64 per annum for a female parent. These
“‘parents’’ are not mere husbands and wives. In every budget
from which this scale waa calculated they were parenta of
exactly three children, no more, no less, alihough the ages of
the children varied from family to family. ‘‘In erder that the
data presented might be as uniform as possible, families having
three children under 15 years of age were selected, and in order
to show enough cases to make the figures authoritative, data
from a mumber of cities have beem combined.’’’* Thus runs
the published preface to the tables of elothing expenditure. Ne
gimilar sorting and exclusion of data was regarded as pecessary
" in the case of food. But if the precaution of excluding the
clothing budgets of all families but those with three children
had not been taken, the objection could have been raised that
the resulting average costs were not neecessarily applicable either
absolutely or relatively to the individuals of the family of man,
wife and three children. As the family of five was the standard
family for which ‘‘minimum gquantity budgets’’ were then being
eonstructed in America, it was important that this objection
should be avoided.!?

Under the same apprehension, it would be important to
treat only the budgets of families consisting of man, wife and
two children, if the objective were a standard clothing scale for
a family of that size, Similarly for the case of man, wife and
one child and the case of man and wife only. A series of static
averages of clothing costs for the male parent or husband would
thus be derived, and a corresponding series for the other parent
or wife. The final term of the series would be the cost for the
bachelor in the one series and the spinster in the other, and
the quantities might be expected to show an orderly decrease as
the number of children increased, although age would possibly
be s disturbing factor in the transition from bachelor to mar-
ried man without children. .

The following figures, extracted. from three quantity and
cost budgets prepared by the United States Bureau of Labour
Statistics, may serve to illustrate the suggested movements of
the static averages. These budgets were designed for the main-

u MoniMy Labowr Review, U.S. Bureau of Statistics, Nov., 1919, p. 1.

Menihly Labour Esview, United States Bureau of Labour
“l’,p.ﬂ Jume, 1920, p. 1, etc. Statletics, Des-
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tenance at a level of health and deceney of employees of the
game class, viz, Government employees at ‘Washington, on
approximately the same price basis. Omne budget was for a
married employee having a wife and three children aged 2, 5
and 11 years, the middle child being a female. The other two
were for a single man and a single woman respectively. The
annual clothing allowances to the nearest dollar were as follow:

¢
Singleman .. .. .. .. .. .. ..-.. .. 158
Single woman .. .. .. ., .. .. .. 240
Family—
Husband .. .. .. .. .. .. .. 121
Wife .. .. o0 o0 il ol L, e 166
Boy, 11 years .. .. .. .. .. .. 97
Girl, 5 , .. .. .. ... . 83
Boy, 2 , .. . ... ... 47
Total for family .. .. .. 51418

The sum of the allowanees for a gingle man and a single
woman is $398, as against a total of $287 for husband and wife
in a family of five. This difference of $111 can hardly be
rationalised except by some principle of orderly decrease of
requirements as the married state ls reached and the children
come into being,

Whatever the sizes of the suceessive steps in this downward

-movement, it seems that the doubts felt by Professor Bowley and
Miss Hogg, the anthors of Has Poverty Diminished?, of the
applicability of scales or coefficients to the case of housing, may
be extended to the case of elothing. As they put it in regard to
housing, ‘‘an aggregate of equivalent adults in many households
i8 a conception whose usefulness is debatable’’.l* Similarly, it
may be doubted whether a really useful clothing seale can be
econstructed on the basis of the requirement according to usage
of an adult male, or of an adult female, for both these require-
- ments appear to be not single-valued, but many-valued quanti-
ties, which vary, in any chosen class, not only according to the
eonjugal condition of the adult, but also gccording to the num-
ber of children in the family or ‘‘domestic unit’’ in which the
adult is a parent,

18, Hmuru,bcwm u-mmm-uoxmnn.nu.
22-2%; Jan., 1920, pp. 35-44.

14. Has Poverty Diminished?, by Bowlsy and Hogg, Loodos, 1925,
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In an attempt to choose a typical family of a given size,
wage authorities and budget inquirers have sometimes specified
sex and age for the children. The inquiry into Government
employees’ costs at Washington just mentioned is an example,
Of great interest to Australians is the choice of the Federal
Basic Wage Commission of 1920, who took the children as a
boy aged 81 years, a girl aged 7 and a boy aged 10%.

Is this a typiecal family of three children? To include a
child aged 10} years, the duration of marriage of the parents -
would usually be little less than sbout 11} years, and one of
the late Sir George Enibbs’ tablea shows that families of approxi-
mately this standing contained on an average at least 44, not 3,
living children.’® The inference is that the gap between the
ages of sueeessive children in s typical family was in 1911 far
less than the 3} years assumed in the Commission’s family.
Although since 1911 the average number of children per family
has fallen, the statistics indicate that the gap between the ages

. of successive children is not appreciably greater now than it was
then. The typical gap is still probably between 2 and 2§ years.

Further, the alternation of sex assumed in the Commission’s
family is probably not typical. In a three-child family the pos-
sible arrangements according to sex, M indicating male and
F femasle, are:—

"4 Pe s Bw 44 g9 wE vE s
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The Commission scheduled the individua! reguirements of
its selection of children, and deducted about 5% from the total
cost of clothing for the family as an allowance for passing on
of clothes. But in all possible arrangements of sex but (3),
the Commission’s arrangement, and (6), which is similar, a
greater measure of passing on of clothing is practicable, and in
cases (1) and (8) a etill greater measure. These alternative
arrangements, assuming a binomial distribution, have three
mml:f.imﬁllm ;{ :m‘\..w: !.ﬂ: Oenwos. of the Coon-

L4
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times the frequeney of the Commission’s arrangement, and
recent research suggests that arrangements (1) and (8) are, in
fact, more frequent than would be expeeted under a binomial
distribution.!® Moreover, an age gap of 2 to 2§ years implies
a much greater practicability of passing on clothing than the
" agsumed gap of 3} years, These considerations indicate that if
5% is a valid deduction in the case of the family selected by
the Basic Wage Commission, a higher percentage would more
usually be applicable to real families containing three dependent
children.
IV,

No attempt hag so far been made to construet a scale of
requirements of items other than food, housing and clothing
according to sex, age or conjugal condition. In the report of
1926, already quoted, the International Labour Office suggested
that annnal expenditure on fuel and light, farniture and fur-
nishings, might be regarded as being on about the same scale
for sex and age as the expenditure for housing accommeodation.
As a very large part of the expenditure on these residual items
js incurred for common rather than individual use and advan-
tage, it seems impossible to construct a scale for these items on
the lines of the secales propoged for food and clothing.

Y.

The coefficient or scale system in its existing state of incom-
pleteness has been shown to be very valuable in the case of
food, but of doubtful applieability in the cases of housing and
clothing. If doubt is reasonable in these cases, it is at least
equally reasonable in the ease of the remaining items, which
congist largely of items for common nse and advantage, although
containing some items for individual purposes. All but those
optimists who hope and then believe that errors always balance
one another and never accumulate, may, therefore, tend to doubt
the applicability of general scales or coefficients for the purpose
of reducing the whole cost of living for 2 family of one size to
the corresponding cost for a family of another size. However,
certain scales have been construeted, noy with the idea of going
to the exireme point of adapting to a family of a different size
a coat of living calculated for gnidanee in fixing minimum wages,

16, Statistical Mathcds for Resserch Workere, R. A. Fisher, 3rd Edition, 19589,
Bec. 18, Ex. 8,

By
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but as tentative devices for redueing to a common bamis the
information collected in family budget inguiries,

The difficulty of the problem is explained in the above-men-
Jtioned publication, Methods of Conducting Family Budgst In-
quirses,1? as follows:—'‘The incomparability . . . could be
avoided by collecting data only from families of o given size.
Such » method is, however, impracticable, especially in view of
the difficulty experienced in certain countries of obtaining an
adequate number of budgets, even if families of different size
are ineluded.’” One may repeat here what has been said above
with regard to clothing, viz., that if such method were adopted
the results obtained would be truly applicable only to families
and members of families of the particular size chosen. The
report continues:—*The alternative is to adopt some unit of
consumption and to reduce the consumption of families of dif-
ferent sizes to terms of the nnit ¢hosen. The unit may be, for
example, the consumption of an adult man, an infant, or a
family of given size.”’

PFurther discussion in the report shows that this ‘“‘alierna-
tive’’ to the ‘‘impracticable’’ is, in short, impossible, although,
" it must be admitted, this eonclusion is no{ there so baldly stated.
However, in & recent review of the results of the Swedish family
budget inquiry of 1923 by Dr. Cederblad, of the Social Board,
Stockholm, the following passage occurs:—

£ . . the number of units of consumption should not
be used as an indieation of the size of the family, but the families
should instead be classified in netwral groups; for iunstance,
childless families, families with one, two or three children,
families with one grown-up child, ete. This method achieves
two purposes. In the first place, as long as the quesiion of the
most suitable manner of reducing familiez of different size n
terms of a common unit has not been solved, or in other words,
as long as the most suitable scale of units has not been found,
it is desirable, wherever possible, to avoid using such scales in
the compilation of the data. . . . Secondly, if the different
types of families in a given class—for instance, of the working
class—are arranged according to the age of the eldest child,
a picture iz given of the ckrmlogwal dsvclopmmt of & working
class family, 718

17. hm.wmomsmﬂms«uu.m.t.m
1926, p. 45 ot mg.

18. Internationsl Lebour Review, October, 192§, ». 496,
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Notwithstanding these objections, it desirable to pre-
sent the general scales for inspection.

The two scales of general requirements which have been
published are the German scale and the American ‘‘ammain’’
scale. In the report, quoted above, of the International Labour
Office an ‘‘ Australian Secale based on other groups of commodi-
ties as well as food’’ is set down?® as derived from the Common-
wealth Bureau's Labour and Industrial Branch Report, No. 4.
But this is an error. That scale was constructed for expendi-
ture on food only, and was used in the report on the budget
inquiry of November, 1913.2° Indeed, the Commonwealth Statis-
tician (the late Sir George Knibbs) then said: ‘It is not prae-
ticable to obtain similar results for sex and age classes in regard
to expenditure on items other than food, owing to the diffienlty
in computing any satisfactory system of weights accurately
denoting the extent to which the various items are used or con-
sumed by persons in the various elasses.”’

The German scale was drawn up by the German Statistical
Office for use in its family budget inquiry of 1907. “‘Ii is based
not only on food consumption but, to a certain extent, on other
groups of expenditure.’’? But the extent to which it is based
on other groups of expendifure is not at all elear. It was smbee-
quently meodified by including ages 15 to 19, and is now as
follows:—

' German Scals

(Based on other groups of commodities as well as food)

Age in Years ' Ooafficient of Baquirement

M_ale and Female

Under 4 .. .. .. .v «4 ou 10
4 and undex 7 .. .. .. .. 20
T » e 10 .. .. oL ., 30
10 w 18 .0 or ol .. 40
113 o 1B .. 40 .n e 50
15 P . 70 60
17 ,, n 18 .. .. .. .. 80 T0
19 and over .. .. .. .. .. 100 80

Weighting the coefficients for children under 14 according

to their frequency in New South Wales. at the Census, 1921, the
19, Op. eit., p. 48. '
e
21, Mcthods of Conducting Faemily Budpet Inguiriss, op. o, . 50.

Bureau of Consos and Statistics, Labour and industrisl Brendk



184 " THE ECONOMIC RECORD OCT.

coefficient for the average child works out at 25. The coefficients
for ‘‘domestic units’’ of various sizes work out as follows, taking
the children as average children:— :

Manand Wife .. .. .. .0 vv en ae 2o == . 180

Man, Wife and one Child .. .. .. .. .. 200

Man, Wife and two Children .. .. .. .. 230

Man, Wife and three Children .. .. .. . 255

The American scale of ‘‘ammains’’ was produced by Mr.
" Edgar Sydenstricker, of the United States Public Health Ser-
vice, Washington, D.C.,, and Mr. Willford 1. King, of the
National Bureau of Economic Researech, New York, N.Y,, in
1921, as a result of their investigations of the incomes and expen”
ditures of cotton-mill employees in South Carolina,2® These
investigators published two scales, one of ‘“‘fammains’’ and the
other of ‘‘ammains’’. The word ‘‘fammain’’ i explained by
them as a condensation of the phrase ‘‘food for adult male
maintenance’’, and is defined ‘‘for any given class of people
a8 a demand for food of @ money value equal to that demand by
the average male in the given class at thd age when the expense
for his food reaches a maximum’’.

The word ‘‘ammain’’ is similarly explained as an abbrevia-
tion of the phrase ‘‘adult male maintenance’’, and is defined in
corresponding terms. The ‘‘ammain’’ seale i8 a combination
of the ‘“fammain’’ scale with another scale computed by the
authors to represent relative expenditures on articles purchased
for individual use.

It is admitted that in the ‘‘ammain’’ seale resulting from
this combination ‘‘a number of important items of expenditure,
sach as rent, fuel, light and furniture, are omitted from con-
gideration’’, but it is indicated that house rents in mill villages
rarely amount to over 5% of the family income, and that
generally such articles or services purchased for common con-
sumption ‘‘form but a relgtively small fraction of the total
living expense of mill families'’. The santhora think that,
although the scales are derived exclusively from mill employees’
budgets, they nevertheless have a general valme, and, indeed,
that, if applied to other groups of the American population, ‘‘the
chances are that the actual errors thus arising would be so trivial
that they might safely be ignored’’. The following table is a
condensation of the originals, in which the coefficients are given
to three significant figures:—

22. Journal of Politicsl Economy, Vo. XXIX, 1911, pp. §T1-584,
. .
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American Scales of *““Ammains’’ and “‘ Fammains’’

Ammains . Fammains
Age in Years Male Femaly Male Female
Under 1 .. .. -.. 22 22 C o8 27
S, 24 24 30 29
L S 33 33 41 40
S, 40 40 48 46
10 .. o er e s 47 45 56 52
18 .. vh i we . 59 56 a9 62
18 .. .. . vv . 81 70 50 i{]
19 .. .. . .. 98 8 o8 84
22 .. .. .. . o 79 100 86
25 .. .. .. . 100 79 100 86
30 . PR 97 78 100 86
3 ... . . 95 Vi1 100 86
40 .. .. . . e o3 74 100 86
46 .. . .. er e 92 72 99 86
50 . . .a 89 69 98 84
56 . ve be = 85 67 96 32
60 . e . 81 66 85 81
8 .. .. ... 79 64 83 79
.. .. .. s iy 63 92 78
B .. ... . . i3 62 91 7
80 .. .. .. ... 74 82 20 7

Applying these coefficients to children in New South Wales
according to their frequency at various ages under 14 years, the
coefficient for the average child under age 14 works out as
follows :—

Average Child under Age 14

Male Female
Ammains .. .. .. .. .. .. 38-4 377
Fammains .. .. .+ .0 20 .. 45-6 44-0

In applying the ‘‘ammain’’ eoefficients to husband and wife
or parents, there is the difficulty of choosing the ages. (This is
relatively unimportant in the case of ‘‘fammains’’.) As re-
gards the group man and wife only, it has already been pointed
out that less than one-fifth of these are of recent constitution,
while four-fifths either are so far sterile (involuntarily er volun-
tarily) or have been constituted for such a time that the one
or more surviving children they have had have passed the age
of dependence, It has not been clearly determined by the
authorities concerned with the “‘cost of living’’ whether the
average age or the predominant age of all these should be taken,
or whether sociological considerations indicate that the recently-
constituted type or the type with one or more superannuated chil-
dren should be the point of concentration of industrial justice.
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Similarly, the group man, wife and one child may be
divided into the recently constituted, the now sterile (involun-
tarily or voluntarily) and those with superannnated children
(all but one). This is, of course, not a perfect classification,
for birth control may be operated with longer or shorter lapses,
and not always to the extremity of complete sterility after a
certain point. If the choice fall wpon the recently-constifuted
type in the-case of each domestic group considered the average
age will increase more rapidly as one passes from the group man
and wife to the group man, wife and one child, and so on, than
if all members of each group be ineluded. .
Avoiding these difficulties momentarily in order to get a
rough and tentative result from the ‘‘ammain’’ scales, one may
take, merely as an example, 35 years as the husband or male
. parent’s age and 30 years as the wife or female parent’s age.
Other ages can, of course, be taken as-desired. However, the
results with these partleular a.ges are as follows, assmng
average children—

Man and Wife .. .. . e ee ee .. 178

Man, Wife and one Chlld ..... e e 211
Man, Wife and two Children . C e .. 249
Man, Wife and three Clu]dren e .. 287

In the way of applying these or similar figures to the cost
of living as a whole, an outstanding difficnlty remains—the
matter of rent, fuel and light and furnishings—expenditure
regarded by the anthors of this scale of ‘‘ammains’’ as not
incurred for individual consumption. Far from forming a mere
5% of the total, as in the case of the South Carolina mill em-
ployees, these items amount to something in the neighbourhood
of 30% of the total cost of living for Australian basic and living
wage earners, as hitherto determined by the industrial tribunals
for families consisting of husband and wife, and none, one, two,
‘or three children (except in rural areas of low rentals).

The ‘‘ammain’’ seale, therefore, can hardly be applicable,
as it stands, to Australian conditions. A tentative adjustment
of it to take account of the high proportion of expenditure
accountable in New South Wales to rent, fuel and light, furmture
and furnishings, may be made as follows:—

Let it be assumed that at present or during a recent period
the cost of living for a man, wife and three children is made
up of 35 units of money for rent, fusl and light, furniture and
furnishings, and other items for common use and -advantage,

O
"
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and 65 units of money for all other items. The proportion
cannot, of course, bé exactly stated, but, if desired, adjacent
proportions can be tried and the final results compared. The
‘‘ammain’’ scale may tentatively be applied to the 65 units of
" other expenditure to adapt it 4o families containing man, wife,
and two children, one child, no child, ete. As regards the items
rent, etc., covered by the 35 units of money, perhaps the sng-
gestion of the International Lisbour Office that expenditure on
fuel and light and furnishings, ete., is proportional to expendi-
ture on ehelter may tentatively be aeceptad. It remaing, then,
. to devise an aceeptable scale for rent or shelter, according to
sige of family. An attempt to do this by taking account of
the housing constraints which are shown by the statistics to
exist in Australia is shown on the following schedule. The seale

of toial expenditure according to size of fazmly wonld then be
as follows— .

Tentative Scale of Gmral chuwemsnt! ‘
( According to Size of Family)

ml;ﬁti" F;lhr:iitum All other T
Family wnd t'l'?m'n “Ammain® %"’ Total
Man, Wife, 3 Children 36 o 8b 100
” b - 2 38 56 89
» 1 Chﬂd 31 : 48 79
Mlm #nd Wife only 30 -89 89

A comparison may now be made of the ‘“‘ammain’’ scale,
thus modified, with the ongmal “ammam” seale and with the
German scale,

Comparizon of Scales of General Reguiremenis According to

8ize of Family
. General Bequiremwmis according to:
“Modammaln™
ety Abomats  “Ammitar  Gemes "ML

Secale Seale

Man, Wife, 8 Children 100 100 100 . 100

» ” 2 87 - B9 20 90

1 Child 74 79 80 80

Man and Wﬂe only . 80 69 .M 0

No solution ean be claimed as anything more than a round
approximation. It is curious that the ‘‘ Ammaim’’ scale, when
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" adfusted for the high expendlturemAuntnha  om HobEIAlg,
practical purposes, identical with the’ Germas seale. Th; X
figures shown in the last column as the “Modammam;;g_gle
may serve for Australia. They do, indeed, fit rmukab@'ﬁ_;ﬂl
the findings of the New South Walee industrial anthorities sl
that of the Federal Basic Wage Commission for man and' vntl-
-only and with one, two, and three children respeenvely IR
Nevertheless, although the effect of passing on of alothmg
may posesibly be sofficiently represented in these geales—the
“ Ammain’’ scale was derived by analysis of actual expenditures
incurred by the families investigated—twa questions at least
seem, to remsin ouistanding : first, the variation of the atatic
averages for parents (or husband or wife) aocordmg to wizg ‘of
family ; secoudly, the question whether, in a particular family
or ‘‘domestic whit’’, the recently-constituted iype shéuld be
uhosep in preference fo thg type with superannuated children,
, OF wice versa, or whether an inclusive average ahould be aceepted
" for the group. of each sive. ¢
w : ..D. T, &AWKINB.*
Sydney.
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