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FOREWORD 
The papers included in this Supplement were read and 

discussed at meetings of Section G of the Australian and New 
Zealand Assoeiation for the Advancemeut of Science . held in 
~dney in August, 1932. 

For the two previous meetings the Section attempted to 
group ita papers around a subject-Marketing in one case and 
Transport in the other-and each contributor was invited to 
address himself to some aspect of the general problem in relation 
to the economic life of Australia and New Zealand. 

For the Sydney meeting it was proposed that contributora 
should g~erally have in mind· in selecting subjecta, the dect 
of external economic forces upon the eeonomiea of Australia and 
New Zealand. No attempt was made to allot; subjecta in such a 
way as to cover the ground exhaustively, and little opportunity 
was atl'orded for collaboration between contributors residing for 
the most-part at great distancea 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 foreea emanating from the centre . 
appear i¥ 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 e1aewhere . 
..Mr. J. B. Brigden's paper on "The Story of Sugar" is being 
issued by the Queensland Bureau of Economies. 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 University Press. • 
D.B. COPLAND. 

October 12, 1932. 



THE STABILISATION OF STEiUJNG .. 
I. Reversing British Policy. 

n. The Price Level and Cost •. 
W. The Ex~hange Equalisation Fund. 
IV. Estimating Purchasing power Parity. 
V. Exchange Depreciation Inadequate. 

VI. Constructive Monetary Policy. 
VIT. Effect. on Australia. 

I 
So much has been written about the future relation of 

sterling to gold that this paper can do little more than give an 
aeeount of the views that have been put forward, and the steps 
so far taken by th~ currency authorities in Great Britain. De­
spite the growing amount of printed matter appearing on the 
subject, it is very difficult to get reliable information upon some 
vital points. We are quite accustomed in Australia to pass 
heavy annual loan appropriations, but we usually make some 
statement concerning the purpose for which the funds are 
being raised. When the British Government placed before Par­
liament the propoaal for borrowing up to £15Om. for lUI 
Exchange Equalisation Fund, one member complained that 
insufficient information was given concerning the operation of 
the fund. The complaint was quite reasonable. By way of 
excusing myself from giving anything fresh in my paper, I 
shall repeat the complaint. "To come to this Honse (said Mr. 
Boothby), and ask for a loan of £150,000,000, and to refuse to 
give any information whatsoever about the state of the account 
of which this loan is to be the basis, is asking us to bite oli 
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 dollar 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 rectify the mistake of 
1925 by depreciating the pound in terms of gold. In company 
with Sir Robert Horne, Mr. Amery, and other "inflationista", 
who are likely to make the doctrine of in1Iation a little too re­
spectable, 'he was quite certain that prices could be raised by 
exchange manipUlation. The Chancellor of the Exchequer, 
though showiug a much greater respect for the factI! than did 

:2 
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Mr. Chureldll in 1925, was not 010 sure of the results of exchange 
management. An official statement from him during the debate 
contained the following reference to monetary policy: "When 
Ji'on 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 circum­
stances we may return to gold, or at what level." 

T}tis is a great advance on anything official a Chanee1Ior 
of tbe Excbequer 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 in1Iuence, but the facts of unemployment, 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 husiness people that the depreciation of the pound sterling 
was a national necessity. Gold was no longer an emblem of 
patriotism. 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 economic 
sense seemed to be in unison. It is, I must admit, a dangerous 
combination, because the economist is the weaker partner, and 
politicians will always carry too far, and expect too much from, 
any new idea they seek to embody in national policy. Compared 
with tbe 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 function in promoting a rise in 
sterling prices. 

II 

The most specific statement on British monetary policy 80 

far made public from a responsible quarter was reported in TA, 
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ECOfIQfIlut 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 aeeurate series of inferencea drawn 
in a previous speech by a Conservative back-bencher, Mr. Albery. 
From a atudy of the Chancellor's speechea 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-<lum·silver standard; 
(2) that the eventual return will be at a figure below the pre· 
vious gold parity; (3) that a return to gold is not expeeted to 
take place in the near future; (4) that it is intended to control 
fluctuations in sterling exchange with a view to bringing about 
a higher price level of commodities; (5) that, meanwhile, every 
e1fort will be made to prevent violent fluctuations of sterling; 
and (6) when the higher commodity price level baa been attained, 
stability of commodity pricea will be an objective. These six 
points, according to Mr. Chamberlain, represent 'an accurate 
account of the general conBiderations which have been in my 
mind from the first' ". 

There is, of course, some conflict of principle between the 
fourth and fifth points. Substantisl fluctuations 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· 
cies will not necessarily raise sterling prices. On the whole, 
however, this statement is very encouraging and in great eon· 
trast to what was ssid 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 as an integral part of the 
policy of general economic adjustment. In striking contrast is 
the dictum of Sir Otto Niemeyer that "riaing exchange rates 
prejudice the whole fabric of national finance. "1 I need not 
repeat the many reasons for the view that stability of the price 
level, even thongh it does mean progressive exchahge depreeia· 
tion, is advantageous to a dependent financial country. This is 
true deapite the increase in the local currency value of the 
external debt service, and other services that have to be met in 
foreign currenciea. 

Great Brits.in is, of course, in a different position. Sheis 
the greateat creditor nation in the world, her export trades are 
elastic, and she has what is now reeognised as a very rigid cost 
structure. Certs.inly, as events have shown a structure much 

1. Bta-...ut berON I'nmivs' CoILfftence Ja Melbourne, Auavt, 1930. 
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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 coats, 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 no doubt partly the fear that 
exchange depreciation would imperil the future of London as a 
financial 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 internal costs, and falling external prices were gradually 
undermining Britain's creditor position. In the rigid costa 
must be included 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 preasure on wage­
earners. 

I think a very strong ease can be made out againat 
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 t1!e growing strength of radical 
forces in politics, and the power of unions of both employers and 
employed, it attempted the unorthodox course of regulation 
and heavy· social expenditure. A con1lict 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 vigoroualy &fter Britain 
returned to the gold standard in 1925. This raises an interest· 
ing question into which we must not enter now. Will the 
monetary plllicy of the future be influenced by the political 
forces more than in the paat, using the word political to express 
the dominant social and economic influences in operation! In 
othex: words, are we likely to make our monetary machine more 

2. On this poiDt It is of great intereat DO..., to read Sir .;Josiah BtaIIlp'. nceat 
nferenee to the waae level in Great Britain. "It iI 10 reaisteont tQ ehanp that .... 
are be«inniDJr to reaard It ... ftxed WHI. W ... y tUt neQ'thinc elM mat .,. 
..u-ted around that leftl.. So Ion&' aa you have marked ebnps in the .. aloe of 
mouq and the prlOM of commodities :rou are bound to be in diftleu1tier. with • hed 
Nt of ec.ta or a ftzed financial BtruetUft'; and in our financial Strt1etUH we have cu .. 
taID very fixed tbinp, the two principals of .bleh are:-Fintly, th. unloniaed ..... 
level; Meandb', .. veQ' larp amount of debentu ... and other 15xed debt.. TheN" 
.. third. .. ftI')' tarp intenaal debt." (T&e J01IP"MI 01 eM A..... 01 p~ 
Sea..e., "~De. 1912). 
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adjustable than it has been in the past! This, I tlIDil<, will be 
one of the lessons of the great depression and of Britain '8 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 bnainess men had now 
to take cognisance of monetary policy is well fonnded. A rigid 
economic structure and a changing unit of money are incom­
patible in the long rnn. Unless the bnainess man can devise 
some means of reducing the rigidity of the structure, there is 
no alternative to monetary policy as the means of making adjust­
ment to rapid price changes. 

If this monetary policy conld be operated in a closed 
system, and conld take the form of a mere alteration of the 
amount of currency it would present few difficulties. Some plan 
of stabiliaation ot the general price level would then be possible 
by the simple expedient of. varying the snpply of currency 
according to changes in the valne of money as determined by 
an index number of prices. Cousider for example Marshall's 
snggestion 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, such as Fisher's proposal 
for stabilising the dollar, would nndoubtedly 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, snch as the over-produc­
tion of certain commodities, the varying rate of investment as 
compared with savings, and differences between the long and 
short term rates of interest. All these causes of maladjustment 
are in force 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 
system as we know it to-day. Whilst, therefore, the objeetive 
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 
nltimate stabiliaation of the sterling exchange in terms of gold 
or some common international currency, will automatically bring 

... ....,... _I AJIn4 JlU'SltaU,. pqe 10'1. I 
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tIS within reach of this objective. Under certain conditions 
indeed the depreciation of sterling might cause greater confnsion 
than now exists and retard the process of economic recovery. 

III 
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 
riaing 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 American situation was deteriorating rapidly 
under the Congressional propaganda for inflation, and 
the natural return of funds that had left during the August 
crisia of 1931. In addition, the trade returns were improving 
as a result of the expansion of exports 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 capital from abroad "was flattering to their vanity, it was 
sometimes a eerious embarrassment to their trade, and moreover, 
so far as it did not represent genuine improvement in the balance 
of trade, it was apt to give riee to dangerous developments". 
In reality the Government was apparently desirous of preventing 
sterling from appreciating, and it could not take effective action 
without proTiding funds in the Treasury and the Bank of Eng­
land to purchaec surplus exchange with a view to holding down 
the rate. The object of the Exchange Equalisation Fund of 
£15Om., plus £25m. from the old exchange account, was indeed 
threcfold. In the first place, it was designed to prevent what 
the Fiusncial Secretary to the Treasury called "sudden and 
unmanageable lurches from one side to the other". Secondly, 
it was necessary to enable the accounts 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 valued 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 hefore 
Britain went off the gold standard. This loss was to he made 
good to the extent of £Sm. 

The Treasury is to control the funds but the funds will he 
1I8ed in part to strengthen the Bank of England in its exchange 
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operations. The Bank baa apparently from time to time varied 
its holdings of foreign exchange, but there is I!1Jl1lriaingly little 
information concerning theae operations of the Bank or of the 
Treasury. The Bank return, however, shows some unusual 
changes in the assets of the Issue Department. "Other securi­
ties" rose rapidly in April and were over £sOm. 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 
riaing. In July, however, the Bank had reduced its hol.dings 
of other securities in the Issue Department to about £2Om., and 
at the l88t return (August 4th) they stood at ouly £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 cauaes of thia fall are a little 
obscure. The most important probably are (1) the natural 
seaaonal weakness of sterling at thia time of the year, (2) the 
How 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 currency 
authorities ia to stabilise sterling at about $3.40. Of th_ the 
second is probably the moat important. Not only are U.S.A. 
funds being repatriated, but new short term capital is being 
invested in the United Statea. 

IV 
Perhaps the moat interesting question regarding the 

stabilisation of sterling is the rate at which the relation of ster­
ling to gold should be fixed in the future. I aasume that Britain 
will return to the gold standard and that the United States will 
not be forced off the gold standard. I shall, therefore, speak 
of the sterling dollar exchange rate when referring to the rate 
for stabilisation. Post-war experience baa familiariaed us with 
the idea of purchAsing power parity. Theoretically, we would 
88y 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 88Y, 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 tariJ& 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 Bnreau of Labonr Index in the United 
States, we could be reasonably certain that pnrchasing power 
parity worud 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 considered 
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 internal costs to selling prices. Indeed 
this is only another way of stating the pnrchasing power parity 
theory of the exchanges. It is ultimately through the trade 
retnrns that the rate of exchange will be fixed. Short period 
movements resulting from the flow of capital will continue to 
occnr, 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 establiehed fact. The full measure 
of these difficulties are perhaps best ehown in Table 4 below, 
taken from a paper read by Mr. Snow before the Royal Stati&­
tieal Society. The steady decline in the "favonrable" balance 
in Class III ehows the weakness of the position. 

If parity of exchange is far removed from pnrchasing power 
parity the c'orrency will be over-valued at parity, and exports 
willianguieh while imports are enconraged. Eventually this will 
drive the country to expedients to maintain parity or to a 
depreciation of its currency. We may, therefore, think of the 
exchange rate as the point at which the exports ean be main­
tained, with imports at a level consistent with the cnrrent 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 I 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 price level in our country which would 
enable the country with its various rigid factors to function 
to it. maximum possibilities-a price level which will not involve 
increases in money wages, but which would enable businellS to 

4. Oil thI. point the ~i01l ID. ][q:b .. ' ",...t_ 0/ Jlo-q, Chapter v.. II 
of "' ....... 



10 THE ECONO)[lC RECORD OCT. 

function profitably." The nltimate test will, of conrse, be the 
profitability of the export trades, or of trades competing with 
importa. A decline in either of these trades involves a heavy 
1088 of national income with much unemployment. In 80 far as 
these trades can be maintained through exchange depreciation, 
the problem is to determine at what level the exchange shonld 
be fixed in order to preserve a reasonable balance between in· 
ternal costa 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 products (excluding 
foodstuffs) can be taken as the price level for industry. Cost 
of raw materials may be measured through The ECOfIOmist 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 followa:-

Industrial Products (Board of Trade) .... 
Raw Material Prices (Ec01Iomist) •. •• •• 
Wages (Bowley) ...............•.. 

60,24 
49,68 
96,92 

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

60,243: = 96'92 + 49'68z 
2 

z 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 wonld 
work out at $3.71. This wonld give us an upper limit of $3.71 
and a lower limit of $3.23 between which the real purcbaaing 
power parity wonld lie. Somewhere between these two limits 
the exchange conld be fixed with a reasonable certainty that 
the export industries conld be maintained in a healthy condi-
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tion." I have made other calculations, uaing 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 inatead of the actual rate for 1924 the limits are 
$3.46 and $3.89, uaing the index numbers for the first four 
months of this year, and $3.55 and $4.08, nsing the index num­
bers for the second quarter of 1931. 

EXPORT INDICES 1930-100 
UK Srerllnr . 

. Gold ------
Z9Nabons II 

70 A .-. " 1,- /~ / 
I ... \...,../ '~-... '" 60 .... , .... , 

.... \ , 
50 .. ~ -' , 

" '. - .... ,,# 

40 
lDeC Jun ~rAu~ 

93f
ctT Fell Apr. 

V 
A rate round about the purchasing power parity will not, of 

course, give a much needed increase in sterling prices. The 
parity point in any ease may vary if gold prices continue to fall. 
Indeed, the slump in American prices in the past six months baa 
probably cauacd the Britiah authorities to revise their ideas of 
purchaaing power parity. It would be a miatake, however, for 
Great Britain to confine her monetary policy to an effort at 

6. 8evenl nhreDeeI to the real purebaaill&' power parity rate have ben made 
in recent months. Mr. Keynes put it between $3.40 aDd ta.80 (Llowc£t Boak JUn... 
April. 1982). Mr. Hawtrey at about ... (J01If'1ICII 01 eM Row&l bueitve. of I ..... 
..tio..t AII_n. Ibreh. 1911, p. DO). _d Prof..ar Greaol'J'. from $3.&0 to " ... 
(ToW Gold Studani. p. H). 
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depreciating her currency, pari paIS", with a fall in 'gold prices. 
An even greater mistake would be to attempt to under.value 
her currency by a subatantial amount with a view to stimu· 
lating her export trades. I have shown in the aecompanying 
chart the movementa in the. value of the export trade of 29 
countries, together with movementa in the British export trade 
valued in sterling, and in dollars at the ruling rates of exchauge. 
It is clear from the chart that some improvemeut in British 
trade has occurred relative to world trade, 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 reo 
ceived a stimulus that might not be maintained, as coata rise 
relatively to selling prices, or as other countries adjust their own 
costs tQ their selling prices. There are two sources of economic 
loss in a seriously undervalued currency. 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 a consequent 1088 to the gold standard countriea whose indus­
tries may actually be more efficient than the British industriea. 
With an adjustment of costs to pricea in both countries, these 
more efficient industries in the gold standard countriea 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 theae in a 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 internal improvement caused in the 
first instance by the depreciation of her exchange. 

She has also to consider the position of her debtors. There 
are conflicting estimates of the changes in the amount of interest 
received from abroad. The Board of Trade gives the net income 
from overseas investment a8 £25Om. in 1929, £22Om. in 1930, and 
£165m. in 1931.' Clearly, the fall in income from investmenta 
has been one of the chief eauses of the adverse balance of pay· 
ment on income account. A monetary policy that attempts to 

6. A different _timate is siven by Sir Robert Kindenley In the E~ 
J~ for June. 1932. Hi. 6prea are i:Z31ua. for 1m, £209m. tor 1910, £l'lOm. 
for 1981. There are lIame important difl'erenC8 between hie method of eetimattnlr 
the income and the method of the Board of 'hade. The flxed interelt.-bearinc He11Ji. 
Uee, lueb 1M lore~ and cohmial Govenunent stocks, have declined very little. No 
dedine at aD ha. taken pIaoe iD the ft.:uMl interat-bearing aweb in the Britlab 
Empire, but the abilit,. of lOme Britlah aDd Empire eoUDtriee to meet· their p&7)DeD.t. 
would be jeopardiMd b7 uDfavourable aport MIUOIlI at the praeut ~el of prl-. 
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stabilise sterling prices at a low level will impose a serious 
burden upon Britain's debtors, and render impossible a recovery 
of British income from investments to the 1929 level. It may 
be doubted whether sterling prices can be raised sufficiently to 
bring about this recovery in any ease. It is quite certain that 
the prevailing level of sterling prices, even with an exchange 
depreciation of 30%, will make it impoBBible. A rise in gold 
prices should not, therefore, be made an excuse 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 goods that would 
benefit most by such a rise are the raw materials and foodstuffs 
that ~ake 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 direction 
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 8O-<lalled natural exchange rate. It is, therefore, 
important for Britsin to hold down her exchange rate on gold 
in order that her debtors may profit by any rise in gold prices. 
Provided such a rise is tsking place the depreciation of sterling 
cannot be responsible for any of the difficulties mentioned above 
in the discuBBion 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. 

VI. 
The relation of the sterling dollar exchange to British, 

French, and American prices is shown in the accompanying 
chart. 

It will be observed that sterling prieesrose when ster­
ling was depreciating in terms of gold, even thongh 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 have expected. .A study of the local 
trade and tariff restrictions may explain the movement. The 
French index number is more comparable with Th. EctmOmw 
than the Board of Trade, which is the basis of the sterling index 
number as given on the chart. Tbis makes the movement all the 
more inexplicable. The American index number ll.8ed is the 
Bureau of Labour, which is comparable with the Board of Trade 

WHOLESALE fRtCES 19Z8 = 100 U.K _____ _ 
U.SA.~_ 
fRANCE __ _ 

.. 
360 

1932 
index in Great Britain. The actnal figures are given at the close 
of the paper. 

Quite the most seriona feature of the chart is, of course, the 
continued downward movement of gold prices in the United 
States. While this movement continued the depreciation of 
sterling could not bring much relief to either British or over­
seas countries whose currencies are linked with sterling. Great 
Britaiu must, therefore, endeavour to devise a policy under which 
she will reap all the benefits of excbange depreciation through 
a rise in gold prices. What policy can she pursue! .A good deal 
bas been said on this matter in recent weeks, and I have nothing 
new to add. I soggest that pending an international agreement 
among central banks, Great Britain should pursuevigoronsly 
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her present poliey 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 downwarda. But a good deal has yet to 
be done to adjuat the long term rate of intereat to the short 
term rate in all countries. This can be done ouly by definite 
action on the part of the banks to reduce deposit rates, and by 
action on the part of the central bank to increase ita 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 ateady increase in the Government securities held by the Bank 
of En~land. At the date of the laat return they atood at £76m., 
compared with about £65m. early in July, and £sOm. when 
Britain went olI the gold atandard. At the aame time there has 
been an increase in bankers' deposita with the Bank of England, 
a movement that would naturally be associated with the pur­
cha .. of securities by the central bank. Bankers' balances with 
the Bank of England now atand at £S5m., compared with about 
£S5m. when Britain went off the gold standard. The policy of 
purchasing Government .. curities might, however, be more 
rigorously pursued, somewhat on the lines of the recent opera­
tions carried out by the Federal Reeerve Banks in the United 
States. If Britain is able to secure the adoption of such a policy 
by a number ·of other countries whoee currencies are linked with 
aterling, an increaee in economic activity leading to an improve­
ment in prices will take place in these countries. This is the 
real reason why some authorities have advocated the creation of 
a sterling bloc, recognising British leadership in international 
finance_ Such a group might contain most of the Empire coun­
tries, together with many European 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 franc. Bnt the wider the area the more likely is the policy 
to prove helpful to Britain herself and to the gold standard 
countries. The great difIIculty would, of course, be a possible 
shift of short term funda from London to N ew York or Paris, 
should theee two centres again attract short term inveators. This 
might depress the sterling exchange to an unduly low point, 
bringing the evils of under-valuation already discussed. Agsinat 
this possibility must be set the fact that a atimulation of invest­
ment in a wide area, such as a sterling bloc eatablished on the 
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linea suggested, would increase gold prices and provide a basis 
for low interest rates and general expansion in the gold atand­
ard countries. In thia event, the attractiveness of gold standard 
countries for short term investments would not be 80 great rela­
tive to the attractiveness of the sterling bloc. Moreover, the 
objective of the policy would be to shift funds from short term 
to long term investments, and thus to remove the menace of 

EXPmT PRICE INlEX 
AushUl CuTency_ 1-----" 
~1i1g .. _.-

Cold 1SZ8-1OOO -----. 

19 1931 3Z 1933 

I short term money that has exerted such a devastating inftuence 
upon the international money markets in the past twelve montha. 
A policy of this nature would be positive as compared with the 
policy of mere exchange depreciation. The gold atandard coun­
tries would themselves be assisted by the policy, and the basis 
could then be laid for international action, certainly between 
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 ,or Australia shows 
clearly the effect upon the value of our e1liPorts, of the 

• 
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depreciation of sterling and the further depreciation of the Aus­
tralian £. Gold prices are approximately 68% below the level 
of 1928, and sterling prices approximately 57%. Despite an 
expansion of the volume of exporte of over 25 % aince the begin­
ning of the crisis, the total sterling value of the exporte of mer­
chandise for the year ending June 30th laat was approximately 
£78m., compared with over £14Om. before the depression. Our 
imports have been reduced from approximately £144m. to £44m., 
and this low level muat be observed unless we have a substan­
tial recovery in export prices. The volume of exports in 1931-
32 caunot be maintained in a normal season, so that some rise in 
prices is required if exporte are to be kept at a aterling value of 
about £8Om. The stabilisation of sterling at a low level with a 
subsequent rise in both gold and sterling prices is thus a matter 
of vital importence to Auatralia, 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 o£ exchange, 
Auatralia on London. It will readily be accepted that a 
depreciation of the Britiah £ in relation to gold of say 30%, 
giving a rate of approximately $3.40, is an act of neeeasity for 
Great Britain. Such a rate will be regarded as the normal rate, 
and most people will observe that it raises the value of Ana­
tralian exports and reduces the burden of the external debt. 
Britain's action, however, is based upon the position of her 
export trades and the necessity for maintaining the internal 
price level. In a word, monetary management is to be adopted 
instead of cost 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 ita extension to Auatralia.' This 
is not the place to argue the case for and agaiuat 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 Auatralian currency on sterling of a substan­
tial amount, certeinly not less than the present exchange rate. 

Th. Uni".r""y of lIfelbovrm, 
Aug ... t 5, 1932. 

B 

D. B. COPLAND. 
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TABLE I 

EZport8 of Great Britain aM 29 N aliens 
Sourees: London and Cambridge Economic Service and E co'ltOflliri 

'""po .... Ex rtII Exports of E:r.porta of ""POrto of 
DoIJor.. f treat Great Bri- GNat Dria HNatw.,. ........ otG~t ........ Britai tain. Avo t&in. Av . A~. BrItain. Ezchanee. n. 1930:= 100 1930 = 100. 1980 = 100. " ... 1m. £. to ,. 

Average 1930 47·54 4·8623 47·50 100 100 100 

1931 
June " 29·4 4·865 29·39 61·84 61·87 70·0 
July .. 34·3 ·857 34·23 72·15 72·06 70·0 
Aug •.. 29·1 ·857 29·04 61·21 61·14 67·5 
Sept •.. 29·8 ·542 27·81 62·68 58·55 69·2 
Oct. .. 32·8 3·886 26·19 68·99 55·14 69·2 
Nov. .. 31·9 ·719 24·38 67·10 51·33 66·8 
Dec. 32·1 ·772 22·24 67·52 46·82 61·5 

1932 
Jan. 31·1 3·430 21·92 65·42 46·15 49·5 
Feb. 30'0 ·459 21·32 63·10 44·88 50·5 
Mareh 31·2 ·634 23·30 65·63 49·05 51·0 
April •. 34·8 ·752 26·83 73·20 56·48 

TABLE II 
Wholesale Prices 
United Kingdom 
United Sl>\te. 
France 

1928 = 100 
Sources: Economut 

Uilited Un .... aterliq 
KIn ..... Stat. Fran", Dollar "". (Board of (Bureau of (E~) ...... 

TnuIo). Labour). (av. daUr) 

1931 
January .. 76·2 SO·9 78·1 4·86 
February 75·7 79·4 77·7 4·86 
Ma .. h 75·5 78·6 77·7 4·86 
April 75·8 77·4 78·1 4·86 
May .. .. 74·4 75·7 75·9 4·86 
June 73·6 74·6 75'4 4·87 
July 72·8 74·4 73·6 4·86 
August . . .. 70·9 74·6 71·9 4·86 
September .. 70·7 73·6 69·1 4·54 
o<tober 74·4 72·7 66·8 3·89 
November 75·8 72·6 65'9 3·72 
December 75·4 71·0 65·3 3·37 

1932 
January . . 75·4 69·6 65·4 3·43 
February 75·1 68·6 66·5 3·46 
March .. 74·6 68·2 67·5 3·63 
April .. 73·0 66·8 67·0 3·76 
May .. .. 71·8 66·4 66·0 3·70 



1932 COPLAND: STABILISATION OF STERLING 19 

TABLE III 

A",'raUa" Ezport Price Indez 
1928 = 1000 

1931 
January .. · . .. .. 511 429 
February .. .. 560 433 
'March .. .. .. 596 461 
April .. .. .. .. 597 462 
May .. .. .. .. . . 584 462 
June .. .. . . .. 668 432 
July .. · . 646 422 
August .. .. 512 396 
September .. 514 398 
October · . 696 461 
November 637 492 
December .. . . 595 477 

1932 
January .. . . . . .. 583 469 
February .. .. .. 689 474 
March . . .. .. .. .. 653 446 
April .. .. .. 638 433 
May . . .. .. . . . . 532 428 

TABLE IV 

, ...... 
Gold Valoel. 

with 
Sterling 
Values. 

Identieal 

378 
369 
374 
382 

331 
387 
333 
334 
323 

BmW. Trade, EzeUB of Commodily ImparlB ot/er Ezporl. 

1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 

Ii. million 

era- I rna.. n CIau 11[. 
(Food ... tuiI.) (Raw Kateri.J.) (Kanufactured All Articke. . Artlda). 

434 
483 
453 
460 
449 
464 
403 
361 

217 
260 
271 
204 
198 
206 
148 
101 

_353 
-328 
-260 
_266 
-287 
-268 
-157 
_46 

336 
393 
463 
386 
362 
382 
386 
409 



THE COURSE OF WORLD PRICES 
L What Prices! 

II. Wholesale Prices. 
IlL 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 dilIerent 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 donbtfnl, 
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 shonld 
be the prices received by the prodncer. These prices are never 
satisfactorily measured. "Costs", SO far as they depend on 
causes ontside the industry concerned, depend on retail prices, 
wages and interest. These are not so difficnlt to measure as 
prodnction prices, but the obstacles have been great enough to 
prevent a fnll and accurate measure in any country. The retail 
index for food or for food-and·rent is generally some guide to 
costs 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 costs. This index for Australia has a 
comparatively high degree of accnracy. 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 costa 
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 uncertain. 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 ha:ve nothing 

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

For "coete" 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 difficulty 
occurs, and there are no figures which make any pretence of 
being comparable for dilferent countries. There are two 
measures of price which have some bearing on the matter-the 
so-called index of wholesale prices, and the index of e:q>Ort 
.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 
handicaps of economic science that a single term should cover 
measures of prices so dilferent in their field, and in many caaes 
so loosely constructed, as the dilferent index numbers of whole­
&ale prices. Two of the beat known index numbers may be 

. instanced, which purport to measure the same prices for the 
same country. From 1925 to the beginning of 1930, the British 
Board of Trade shows a fall in wholesale prices of 11 per cent.; 
The EC01Ioflllist index number a fall of 23 per cent. This appal­
ling discrepancy 'is not cited in any spirit of pharisaical recti­
tude. Australia must coufess itself the chief of sinners. I 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) Some index numbers are almost confined to foodstuffs and 
raw material; others include as many manufactured and 
semi-manufactured articles as possible. The Economist 
and "Board of Trade" index numbers, quoted above, 
illustrate 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 country may signify 8 greater 
fall in prices than 10 per cent. recorded in another. 
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(2) The basis of moot wholesale price index numbers is con­
sumption, where any basis is acknowledged. The prices 
recorded are wholesale prices to 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 caaes help to that end-where, 
for example, a customs duty or sales tax causes an indirect 
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 
increase in price to the producer, but, on the other hand, 
with an increase in costs. For example, the tax on tea 
in Australia increases wholesale prices, but it also in­
creaaes retail prices, and wages. No producer receives a 
better price for his production, and all producers' coats 
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, &bows a fall 
of 10 per cent. Yet producers' prices relative to coats 
will have weathered the storm better in B than in A. 
Even if without actual 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 increase 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 fnll knowledge of how these prices have been 
affected by taxation and marketing control. 

m 
An index of export prices, in conjunction with an index 

of import prices, wonld give the best measure of the direct effect 
of world price movements on the economy of a country. Their 
importance wonld vary with the importance of external trade; 
even with the countries most dependent on external trade, export 
prodnction 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 accnracy 
for countries exporting only foodstuffs and raw material, such 
as Australia, New Zealand, and the Argentine. For other coun· 
tries their accuracy is dubious. For all countries, and parlicu-
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!arly for countries like Australia, index numbers of import prices 
are rough, and may be too uncertain for UlIe. 

IV 

To those deficiencies in respeet to wholesale prices, export 
prices and import prices, may be added the limitations of index 
numbers generally. Beside the possible teehnieal defeets in the 
coustrnction of the index and in the colleetion of significant 
data, there is the general impossibility of constrncting any accu­
rate price index where there is any great chauge in the relative 
importance of the commodities under survey. No index number 
can take into proper Recount 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 
affeeted. But exports and imports are subjeet to greater ehanges 
in a compa~atively short period, and the corresponding index 
numbers cannot be UlIed safely without inquiry into changes 
that may have taken place in the relative importance of the 
commodities 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 uow from one based on post-war exporta. The change 
in. the make-up of imports in the last three years ia so great that 
a comparison over reeent years would be dubious, even if the 
other dllIIculties in an import price index could be overcome. 

With these reminders of the dangers of inference from 
index-numbers, a seleeted sample may be offered for considera­
tion in the three tables, I, II, and III. 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 nondescript, 
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 Leagoe of Nations with reference to original sources for 
lOme 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). 



PerIod 

92& " .. .. ., 
928 .. .. .. .. 
929 I. I. II •• 

980 I •• 10 .0 •• 

VII .. .. .. .. 
881 I ••• 0 •••• 

IV •• II II •• 

VII II II II ,_ 

X .. .. .. .. 
1 982 I .. .. ~. .. 

IV .. .. .. .. 
V 10 •••••• 

VI ........ 

Percentage tall to June, 
1982 •••...••.. 

(I) From 1925 • •. 
(iI) From Jan., 1930 

(iiI) From Jan., 1931 

G ..... 
Britain 

TllLIII I 

WlIolual. Price I ndez Numbers 

Base 1913 = 100 

ltarIi... Coulltn. Gold Cttantrle. 

Board Eeono- Britr.h Dea.- Now A ... Urllted Fra.CIe Holland Switzer-Germany South o. ..... India mark ........ ...,Ia Sta_ aad Africa 
T ..... 

148 15& 179 210 161 170 148 141 155 162 142 128 
140 135 164 158 147 165 140 131 149 145 140 120 
187 128 159 150 147 166 138 127 142 141 187 116 
131 119 147 143 147 158 184 (119) 181 136 182 107 
119 107 129 129 144 151 120 (115) 115 129 12& 100 
107 91 110 118 140 184 110 (106) 105 115 115 102 
106 90 110 115 184 188 106 (106) 102 112 114 99 
102 86 105 110 181 181 103 102 97 110 112 98 
104 90 108 118 181 129 101 98 89 106 107 99 
106 90 109 118 182 180 96 89 84 101 100 96 
102 86 104 115 129 182 94 89 80 98 98 94 
101 88 100 114 129 129 92 89 79 96 97 -
98 81 97 118 128 128 92 86 78 95 96 -

84 48 46 46 20 25 38 
(a) (b) 
89 50 41 32 27 

25 32 34 21 12 19 32 (28) 40 80 27 12 
8 10 12 4 8 4 17 (19) 26 17 17 8 

c.) lUI. TIle Freaeh bar. la' bNcbUI .,.. iatel'polated. (.,) To April.. 1111. (0) To XQ. 181 •• 

ou-

Callada JapaD A.=- 8paia 

160 202 147 188 
151 171 180 167 
149 166 128 171 
149 162 126 172 
143 134 122 170 
120· 120 116 178 
116 119 114 172 
112 116 114 175 
110 111 128 17& 
108 121 121 176 
107 116 121 181 
106 114 120 177 
104 111 - 174 

8& 45 
(e) 
111 7 

30 27 4 +1 
18 7 +8 +1 



TABLE II 
Relail Hood Price 1 .. dez Number. 

Base 1914 = 100 
------

8terlfD8 Coulltl'l. Gat. CoUDtn. 0tJ0. 

PerIod G .... BritMb Dea- N_ A .... United 8witsu.. South 
Britain India ,...k 

_. 
.ntla Stat. Fnuct Holland .... d GermaD7 Africa Can ... lapan 8paba 

1926 .. .. .. .. (a) 
171 169 194 147 164 166 

(a) (b) 
- 96 169 148 120 187 236 189 

1928 .. .. .. .. 167 161 160 143 166 149 111 91 167 162 117 148 202 176 
1929 '0 ,0 •••• 164 164 148 1" 160 166 124 89 166 166 116 147 208 181 
1930 I 00 .0 .0 •• 164 163 146 148 163 162 124 89 165 160 112 164 194 182 

VII .0 ••• 0 .0 144 163 187 140 147 141 122 82 152 146 109 143 169 180 
1981 I ••••• 0 •• 186 126 127 129 185 180 182 78 148 184 108 129 168 198 

IV ••• 0 .0 •• 129 117 123 121 181 122 180 74 142 129 107 117 154 190 
VII '0 .0 .0 .0 123 118 119 117 126 117 126 74 140 180 104 108 149 193 

X .0 ,0 •••• 180 118 120 119 124 117 116 78 188 123 108 104 146 200 
1982 I .0 .0 •••• 181 116 - 118 126 107 114 68 182 116 99 101 164 199 

IV .0 .0 •••• 126 111 - 113 127 101 116 64 128 118 98 96 165 197 
V '0 .0 •••• 123 111 - 112 125 99 114 64 126 118 98 91 166 184 

VI " .0 00 •• 126 111 116 111 128 98 111 68 125 113 96 90 161 179 

Percentage tall to Juno, 
1932 .......... ' 

(i) From 1925 • .. 27 84 40 24 19 87 - 84 26 24 20 84 86 6 
(iI) From Jan., 1980 19 82 20 22 18 86 10 29 19 26 14 42 22 2 
(iii) From Jan., 1981 8 11 9 14 7 26 16 19 16 16 11 80 +t 10 

(.) Gold , ..... (b) 1111'" ..... 



-
Period G .... 

Britain 

1921 ........ 269 
192& ........ 184 
1928 ........ 168 
1929 ........ 159 
1980 ........ 152 
1981 ........ 186 
1982 (6 m.) ••• 128 (b) 

(0) In .. """ ..w _. 

, .... 
216 
1&8 
188 
128 
105 
--

TABLE III 

E:tport Price Index Number. 

1913 = 100 

BterUq Couatriel 

Now 
_ ...... 

...... d A .. tralla U.s.A. 

246 155 168 150 
212 178 189 144 
189 155 162 125 
149 148 189 125 
125 116 106 118 
- 90 89 
- 88 90 

(b) TIuw moathl. 

Gold Cwntrl •. 0 ..... 

Swlu..- Sou.h 
lad -. Afrlea 0._ 

(a) 
149 210 81 124 

162 188 120 14& 
151 184 118 128 
150 182 116 180 
142 124 106 107 

~ ---- -



OCT. 1982 GIBLIN: COURSE OF WORLD PRICES 27 

If the figures of these tables eoold be taken at their face 
valne, one woold expect to see some considerable difference in 
the movement of prices between sterling conntries and gold 
conntries. If they are taken in gronps, some tentative inference 
may be allowed. If the fall in wholesale prices up to May, 
1932, is taken from the year 1925, no difference a ppesrs. 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 
conntries appears very much greater than in sterling conntries, 
movement be taken ooly from Jannary, 1931, the fall in gold 
conntries appears very much greater than in sterling conntrie .. 
in which there was relative stability. In other words, the 
sterling conntries 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 seek relief by a measure of 
currency inflation. The same comparison holds for retail food 
prices, bnt here the difference between gold and sterling coun­
tries is, as might be expected, less marked, partly because there 
woold be some lag in the movement of retail prices. 

V 
Let ns now leave these very imperfect attempta at generali­

sation by means of index nnmbers, and come down to the 
common earth nf actnal prices of a few important commodities. 
Contemplation of their vagaries over the lasb sixty years shonld 
be entertaining at less!, if not profitable. 

The commodities selected are wool and wheat, as of para­
monnt interest to :Anstralia, and cotton, as a kindred raw 
material in which we are not yet deeply interested, or-<lhall 
we say!-involved. The prices taken are yearly averages:-

Wool. Average Australian export prices. 
Wheat. Melbonrne price on raUs Williamstown. 
Cotton. Liverpool spot price for American middling. 

For 1932, prices are taken as at the end of June, since 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 ooly 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 Britain. The Statist index is chosen because it is almoet 
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purely an index of foodstu1[s 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 
picture of the general movement of world prices of foodstn1fs and 
raw materials, of which wool, wheat and cotton are typical 
examples. 

On charts 1, 2, 3, and 4 are graphed the prices of wool, 
wheat and cotton, as defined ahove, 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 diagrammatic 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 hom.ontal lines were chosen by inspec­
tion as periods for which the price appeared to oscillate about 
a certain level, with no marked trend either way. (For wheat, 
however, the horizontal line from 1880 to 1892 requires some 
apology.) . These simplified diagrams are then put together in 
chart 5, in which their relationa 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 
ditl'er as widely in the conditiona of their production as any out­
side the range of purely tropical agriculture. Yet their general 
form and that of wholesale prices generally are almost the same. 
The only marked divergence is in wheat, which in 1896 and 
1897 soared suddenly' to double the prices which preeeded and 
followed. This sudden rise was the result of two bad harvests 
in succession, and it will be noticed that wheat throughout its 

. career is more liable to rapid oscillationa 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 ahove that of the 
'seventies, even when the prices are measured in sterling, which 
from 1919 to 1925 was in1Iated in terms of gold. If the same 
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priees are turned into gold, the general level reaehed, 88 shown 
by the broken horizontal lines, is very little above that of the 
'seventies. 

After the high level of 1917 to 1929 has eome a fall again, 
but a very dliferent fall from that of the 'nineties. Then 
prices were' down to 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 when expressed in sterling. Ex­
pressed in gold, many important commodities, including wool, 
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 goeased 
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 honaing, which has been referred to earlier aa. 
a fairly good index of A ustralisn costa. If the prjce 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 a bnahel of wheat. In the following table the food 
and rent index for Sydney is divided into the priee of wool and 
wheat, and the resnIt reduced to an index with the average for 
the whole period 1871 to 1932 as base (= 1(0). This index 
may be called the index of the" real" price of wool and wheat. 
The periods taken are the same aa those shown in the graphs, 
for which the price appeared to oscillate about a fairly definite 
level, with no marked trend either way. 

If these index numbers of .. real" price can be taken 88 

roughly measuring the relation of nominal price to costs, thcy 
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 products. A few points may be noted. Both 
products began the period with real returna per unit of quan­
tity 60 per cent. over the average for the period; both ended 



WHEAT WOOL 

Aver ... Food .nd, "Real" ~Jc. A • ..-ap Food aDd ''a.I'' Price 
Prl .. Index Price Index Period 

pel' bu. (l.l~i 100) (lB71i~2 :::: - PU' lb. Ran. (1871-1181 = 
d. 4. (I,ll = 100) 100) 

1871-79 72 91" 182 1871·81 16 90 163 
1880-92 64 96 116 .•..•• { 1882-84 12·5 99 125 

1885-91 10·3 96 107 
1893-95 88 80 88 } 1896·98 68 76 154 •..• 1892-1903 8·6 83 102 
1899-1901 83 82 82 
1902-1914 ..• 47 97 98 1904-1915 10·2 101 99 
1915-29 " .. 70 162 88 1916-1929 17·5 184 105 
1930 .. 46 174 54 1930 ...... 9·9 174 66 
1931 ...... 29 156 88 1931 ...... 9·2 155 58 
1982 (June) 8& 148 50 1932 (June) 7·5 148 50 

NOTES: The prlc. in t.he lut two :rean dift'er from. tha.. uaed prevloully In that they are AUitrallt.n an' not .wlln,. pl'left. 

Nei1.her here nor elI.where In tbJ. PAper hu dowanee tte.D blade for the addition to the eJtPort prlc. of wQQI repr.entac\ 
b7 Sawn. d"'''[I.. bHad OftI' the _hole plll'lod. 19160-29, B ... ,n PQmeDta would haft IDCI'UNd the a'Vft8p pria. 
b7 four-ftftha of • PflID7. 
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with real returns just half the average. wheat kept up rather 
better than wool, though with more oscillations, up 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 wool. 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 80 good. 

The magnitude of the change is to be noted. If the figures 
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 wOnld correspond with the decline in the .. real" price of 
their products. Only a small part of the change can be ascribed 
to the present depression of these indnetries. The major part 
wonld have to be accounted for by an increase in efficiency 
relative to other production. An absolute increase of efficiency 
of this order wonld not be unlikely, but that tbe production of 
wool and wheat shonld have doubled in efficiency relative to all 
other production is 80 startling as to be incredible. 

The subject cannot be further explored here, but one poa­
Bible ftaw 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 measure 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 &lIT 
exact inferences could be aafely made from the last table. 

Bureau of CelOSUs atld Statist",., 
Catlberra. 

L. F. GIBLIN. 



REPARATIONS AND WAR DEBTS 
I. Introduction. 

IL Reparations. 
(i) The Facts of Rep.ratio .... 

(ii) The Balfour Note. 
(iii) The Dawes Plan. 
(iv) The Young Plan. 
(v) The German Situation After 1929. 

m The War Debt •• 
(i) Facts of the Debt&. 

(ii) The War Debt Sattlement. 
IV. A Feasible Settlement. 

(i) Other Factors. 
(ii) Credit Inflation. 
(iii) Adjustments of the Debt&. 

I 
It is doubly- unfortunate that the problem of the Repara­

tions and the Allied debts is so complicated by considerations of 
sentiment. The debts were the outeome 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 issu., involved and preventing a scientific attaek upon their 
aettlement~ Neither France nor Germany can look upon the 
reparation question as a bnBiness proposition. "For France, 
receiving reparations is a sacred right. . To Germany paying 
reparations is a moral iniquity." The problem is in all its 
.essentials one of pure economics, and only upon that assumption 
is it capable of a solution that will be satisfactory and lasting. 
Legal claims and moral pretensions are both of little moment 
compared with the economic consequences of the debts and with 
the urgency of finding a remedy for these effects. 

The facts of that urgency cau be simply stated. The inter­
national economic system is based upon mutual indebtedness 80 

delicately balanced that disturbance of either the capacity for 
meeting debts or the facilities for payment will seriously impair 
its efficiency. International indebtedness is never actually in 
balance; 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 credit, threaten· 
ing to destroy the existing· world system. The Advisory Com· 
mittee under the Young Plau clearly indicated the character of 
the emergency which has now to be faced. Their report states 
that transfers from one country to anotber on a acale 80 large 
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811 to upset the balantle of payments "can only accentuate the 
existing chaos and increaae its difficulties, that the release of a 
debtor country from a burden of payments which it is unable to 
bear may merely have the e1I'ect of tranaferring that burden to 
a creditor country wbich, in its character as " 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 situation 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, but 
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 Reparations. 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 
wonld 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 attitude concerning the War 
Debts in which she was directly 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· 
misBion 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 total damage at £6,600,000,000, gold; but it did not 
even consider whether Germany was able to pay such 8 sum. 
History has shown the truth of J. M. Keynes' contention that it 
was hopelessly impossible. The growing difficulties of tranafer 
were merely the outward and visible sign of acute political differ­
ences which reached a climax at the Hagne Conference of 1929. 
The Young Plan was drawn up by a committee of experts to 
overcome tbose 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 tune, 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 waa 
released. The value of this private property was estimated at 
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£585,000,000. Then Germany 81JJTendered 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, seeurities, etc. The cost 
of the oeeupation to 1923 and the sums collected during the 
Ruhr occupation total £300,000,000, deliveries of goode aecount 
for £375,000,000, cash payments under the Dawes and Young 
Plans to July, 1981, 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 JDinimnm 81 
£1,700,000,000 at 31st March, 1929. 

(ii) The Balfour Note. In 1922, long before the Dawes 
Plan had been formulated, Great Britsin made a sensational 
declaration of her policy in regard to reparations. The funda­
mental principle of the Balfour Note, as it was called, was that 
Britain expected to receive from her debtors ouly as much as 
she herself was obliged to pay to the United States. There is 
little doubt that this declaration was made in a spirit of gener­
osity, and was due to Britain's anticipation that the strain on 
the international system caused by the debts would be insup­
portable. If Russia is excluded, British loans to the Allies 
with accrued iuterest totalled £1,800,000,000 as compared with 
tM corresponding British debt to America of £945,000,000. In 
essence, therefore, Britain proposed: 

(a) To abandon her claims on Russia. 
(b) To surrender claims amounting to £355,000,000 for 

loans made to the Allies. 
(c) 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 America and 
France interpreted the note as an attempt to throw upon those 
countries the moral responsibility for exacting reparations. In 
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 
Britsin open to the charge that the offer waa not disinterested, 
since she had attained her objectives from reparations, and that 
it waa easy for her to surrender further payments in the hope 
of promoting the recovery of world trade on which she was 
vitally dependent. 
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From this point British and French policies concerning 
reparations began to diverge even more widely. Britain's far· 
sighted vision of the inevitable difficulties of transferring snch 
vast snms acr088 national fronters, apparently lent support to 
the German determination to refuse any voluntary sanction to 
any scheme implemented by France alone. After the disastrona 
occnpation of the Rnhr it was obvions that the ouly question 
was how long a show of Anglo·French unanimity could be main­
tained. A compromise had to be found, and it was found in 
procedure rather than in policy. 

(iii) The Dawes Plan. The Dawes Committee in 1924 had 
drawn up a new seheme of payments which was built round the . 
principle of annnal payments increasing proportionately with 
increases in German prosperity. It provided collateral security 
by an elastie control of assigned revennes, and it entrusted the 
machinery of enforcement to a unified authority. It is important 
that the adjneting provisions of the Dawes Plan be clearly 
grasped. These were as follows:-(a) If the foreign exchange 
position 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 continnous reparation payments, the Dawes Plan 
restored confidence in the interuational situation at once, and 
gave Europe a valuable respite for reconetructive 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 concilistion 
was greatly advanced. 

(iv) The Young Plan. Owing to the restoration of confi. 
dence through the Dawes Plan, there ensned a tremendous flow 
of investments to Germany. "This sndden influx of capital," 
says Salter, "made p",rly payments too easy as it made later 
payments too difficult. .. In 1925·1929 the net import of capitsl 
totalled £750,000,000, a sum th.t 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 unproduc· 
tively in social improvement, despite the fact that the annual 
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 sufficiency of foreign funds at Germany's command to 
cover the payments. 
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The whole eeonomy of Germany was by this time danger­
ously balauced on the goodwill of ahort-term investors. A new 
committee was appoiuted with the unavowed objective of "com­
mercialiaing the debts," and of "making Reparation safe by 
making it lighter." The state of the espital market, however, 
forbade such a huge conversion; but it must be noted that the 
automatic provisiona 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 ultimate 
solution but it was premature and impracticable. Moreover, the 
Young Plan was ill-conceived, since it introduced the complies­
tion of splitting the payments into two categories, i.e., the 
coM,tional payments, which were to be made if poasible, and 
the unconditional, or unavoidable payments. A disproportion­
ately large share of the unconditional payments was allotted to 
Franee, and the self-regulating mechanism for adjusting the 
debt to gold prices was abandoned. 

(v) The German Situation After 1929. Any" examination 
of the German position for our purpose would be incomplete 
without reference to the character and distribution of the Ger­
man foreign debt, excluding reparation. The ce$us taken by 
the Reich Government in July, 1931, gave the following facts:--

TABLE I 
Foreign I"v .. tments in Germa"y 

In Milliona of Gold £ 's 
Other 

Loana 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 
B.I.S. .. .. .. .. •. 38 38 
Other Countries .... 26 43 32 101 

Total .. .. .. .. 402 184 544 1,130 

This table does not include investmenta in real estate, pri­
vate busineas investmenta and other forms of "direct invest­
ment," which the Wiggin Committee estimated at £300,000,000. 
The most striking facts which emerge from these figures, a8 
many critics have pointed ont, are the enormous volume of 
American investment and the comparatively tri1Iing investment 
made by France in Germany. Those facts are of great signific-
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anee in relation to the political treatment of German 
indebtedness. 

One furtber aspeet of the German situation which is rele­
vant to this survey is the statement of the German balance of 
paymenta as a factor in preeipitating the international crisis. 
This statement was accepted as a rongh estimate by the Advisory 
Committee under the Young Plan in December last; 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 conditiona have neeeasitated the incredibly severe deflation 
as implemented in the emergency deerees, the maintenance of a 
hnge export surplus in the face of low pric .. , and involved . 
adverse effects resn1ting from "exchange control, tariffs and 
exchange depreciation in other countri..... The conseqnent 
strain and injury infiicted upon German industry, the heavy 
sacrifices and stringent eeonomi .. , have had a disastrous effect 
upon German capacity to make further payments, and this fact 
could not be ignored at Lausanne. 

TABLE II 

Gennany'. Balance of Pay"",,,t. in 1931 

In Millions of Gold £ 's 
Cr6difs. Debits 

Export surplus for year, 
including servic.. and 
deliveri .. in kind .. .. 150 

Utilisation of foreign 
assets of German banks 65 

Rediscount alld other 
credits .. .. .. .. .. 60 

Drawn from gold and de­
visen r .. erve of the 
Reichsbank .. ., 85 " 

Total ...... .. 360 

Reparations up to June 
30th ............ 40 

Interest and normal 
amortisation on liabili-
ties abroad .. .. .. .. 75 

Balance, representing 
capital withdrawn .. 245 

Total .... .. 360 

The Versailles Treaty was wittily caIled "Peace with a 
vengeance". The Lausaune settlement might with equal truth 
be termed" Reparations repented ". Reparationa are now only 
of interest as an attempt to incorporate 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 collapse. It is 
true that under the Lausanne agreement of July 8th, 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 strncture. The disposal of the fund is left to the 
creditor powers, who, if and when the payment is made, will 
administer the fund in the interests of economic recoustrnction 
in Europe. 

III 
(i) Fact. 0/ the Debt.. 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 a problem of per­
suasion; and here 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 tbe 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 herself, even 
if it were true, is no longer the major consideration from the 
British point of view. Large inter-governmental debts are in 
existence which are otl'set by internal debts incurred 
by the governments of the United States, Britain, and France 
to the investors in their war bonds. The prospective loas of the 
values represented by these hoods is the real source of resistance 
to war debt adjustment, and it is a resistance of a partillniarly 
stubborn kind. 

The main argument for cancellation turns 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, 
ineluding 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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eoncerns the t1uctuation 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 virtually agreed upon in the contract of debt. 

TABLE III 
FvRded War-loa .. BOfIdI AeZd by U.S.A. 

Austria .. . .... . 
Belgium ..... . 
Esthonia . ______ . 
Finland ....... _ 

Principal amount held 
$In 

23-752 
400-680 
13-S30 
8-604 

4,398-000 
3,863-650 

31-516 

Great Britain .. .. .. _ _ .. _. 
France .. . _ .... 
Greece _. .. .. .. .. _. .. 
Hunglll"¥ .• .. .. .. .. .. 
Italy .. .• •. .. .. .. .. 
Latvia .. 
Lithuanin ........... . 
Poland •. .. .. . _ .. .. .. 
Roumanin ........... . 
Sorbo; Croats, and Slovenes 

Total .. .• .. .. .. •. " 

1-909 
2,004-900 

6-887 
6-198 

177-485 
63-861 
61-625 

11,062-896 

(ii) T1re War Debt S.IIZ.", ... t. 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 settlement a total of £4,400,000,000. The average remis­
sion of debt made in the course of the fundinga 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 thns liable in goods and services for 
more than the value of the original loan, but Britain is paying 
half as much again. 

The settlements arranged by Britain with her debtors, ex­
eluding Russia, totalled with, accrued interest, about 
£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 elfective remission 
of her loans to the Allies of about 25 %. 

(iii) Til. Am.ric .... Attilu/U. That the American taxpayer 
looks at the whole matter of the War Debt from a national 
viewpoint is easily understood. In the IIl&88 he eannot appreciate 
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the argnment that be should pay taxes or shoulder losaes in 
order to relieve Europe. He fails, furtber, to see wby the m8811 
of post-war private loans raised by the international bankers 
for investment should receive preference in repayment to tbe 
public loans for whicb he bolds scrip. He certaiuly bas no 
immediate intention of abandoning bis clahns merely, 88 Pro­
fessor J. M. Clark puts it, "in order tbat these subsequent 
private obligations should he collectable." He feels, too, that 
whilst Europe is not now capable of meeting the debts that is a 
situation that is merely temporary. Finally, he senses the eon­
nection hetween excessive expenditure on internal armament 
and the difficulty of paying interest on external debt; and he 
feels inclined to make debt remission wait upon eft'ective dis­
armament. 

TABLE IV 

Total Paym."t' t?" Accoum of Wa,. Debt. to tlte U"ited Stat .. 
Country Principal Interest 

Austria .• .. '" .. .. .. .. .. 
Czechoslovalria .. .. 
Belgium.: ..... . 
Esthonia ., .. .. .. .. .. 
Finland ..•... 
France ..... , ..... . 
Great Britain .. .. .. .. 
Hungary ......... . 
Italy .. .. ., .. .. .. .. 
Latvia ........ , ..... .. 
Lithuania .. .. .. .: .. .. .. 
Poland " .. .. .. .. .. .. 
Roumania .......... 
lrugoslavia •.....•....•.. 

Total ...... 

$In $In 
·863 

18·000 
17·100 

·396 
161·350 
202'000 

·074 
37 ·100 

·235 
1·287 
2·700 
1·225 

442·330 

14'490 
1·247 
2'249 

38·650 
1,149'720 

'394 
2·521 

·503 
'892 

19'311 

1,229'977 
Grand total of principal 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 thns employed in wiping oft' the internal 
debt in the United States due to tbe 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 he faced. The difference be­
tween the yield of .American ineome tax in 1929-30 and the 
estimated yield for 1932-33 represents a decline of approximately 
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65 %, or an amount equal to six times the aunual reeeipts from 
the War Debts. There is the further point that the private 
debts are equally disturbing to the international financial situa· 
tion. There is no good argument for aalvaging private loans if 
the general taxpayer is to be aacrificed. A:JJ.y concessions that 
are to be made, therefore, mllSt involve equality of aaerifice aa 
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 

Amoum, D". to th. U.S.A. for 1932 
Country Principal. Interest Total 

$m $m $m 
Auatria ·288 ·288 
Belgium 4·200 3·750 7·950 
Czechoslovakia 3·000 3·000 
Eathonia .. .. ·108 ·492 ·600 
Finland .. . . ·055 ·257 ·312 
France ...... 11·364 38·637 50·000 
Great Britain ..•. 28·000 131·520 159·520 
Greece .... .. ·660 ·449 1·009 
Hungary .. .. ·012 '057 '069 
Italy .. .. .. 12·200 2·506 14·706 
Latvia .. " ·045 ·206 ·251 
Lithuania .... ·039 ·186 ·225 
Poland .. " .. 1·325 6·162 7·487 
Roumania . .. ·800 ·800 
Yugoslavia .. '250 ·250 

62·346 184·222 246·467 
German (army 

eoats) .. 6·000 6·000 

-
68·346 184·222 252·467 

The real facta of the case are, of course, that Ameries haa 
never really received payment on these claints since new loana 
have been made of greater volume than that of interest received. 
The United Ststes has, therefore, never experienced the economic 
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 8 marked decrease in the 
commodity balance of exports. "This is the destiny of creditor 
countries, and it involves readjllStments in the economic strnc­
ture which the United States has not yet begun to make, shows 
no desire to make, and could not make suddenly without su1fer· 
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iDg 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. Thia would imply unemployment, dimin­
ished purchasing power and demand for the products of Ameri­
can industries, and a decline in the standard of living. A sus­
picion is gaining ground that America could not have attained 
the stsndard of prosperity it had until 1929 if the Allies had 
made effective payments. 

As the real character of thia "magnificent episode" in 
American hiatory heeomes more widely appreciated, the inner 
truth of the existing paradoxical situation will he 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 
resistsnce to readjustment must crumble. The dilemma which 
faces America is either the renunciation of the debt, with the 
inevitsble large·seale writing-ofi' of losses, or the lowering of the 
tsrifl', with the certain prospect of increased competition for 
American industries. And the rcal measure of the self-denial 
upon which America must decide is contsined 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 Ststes can­
not afi'ord a serious collapse of Europe's buying power, but that 
this basic fact bas heen obscured hecause for sixteen years 
America has heen selling goods to a Europe that was not pr«¥!­
perous, and because during that paradoxical process America 
was making extraordinary profits. "From now on," he aays, 
"trade must he on a totally difl'erent 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 he kept alive ouly at a cost which the world cannot 
face. 

IV 
(i) Other Factors. It would he fallacious to assume from 

what has heen aaid that the war·debts and reparations were the 
sole cause of the world's troubles. An adjustment of these debts 
would undoubtedly he the greatest single contribution that could 
he made by America to enable rapid recovery. But the econo­
mic life of the world, and of Europe in particular, has heen 
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 produc­
tion was expanded at a pace that disregarded the real needs 
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 facili­
ties through the banks and by the newly-created facilities of 
instalment selling, they stimulated industry of all kinds to 
enlarge and improve equipment, to expand output, and to glut 
every market with commodities. In every country, as Monsieur 
Frederic Jenny says, "In1lation of credit fostered ill-omened 
illusions. The poIiey of unrestrained credit which characterised 
the period 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 illnsions which led astray 
producers. " 

Foreign and Domedic Capital 1""68 ... Millions BterUng 

(Foreign Issues Shown Open, Domestic lllaek) 

United Btalu ,. - - • ~ - • ... .~ ---., . 
, 

I 

... -
-

(ill Credit Inflation. In a similar fashion credit in1Iation 
led to the stream of uneconomic loans, to the reckless lending. for 
all purposes during the period. In these loans is involved a mass 
of capital, the investment of which failed to justify the in1lation 
in which they originated. They now represent a burden of debt 
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for the incurring of which the international investment h011Sell. 
are to blame. The only excuse pOBSible is that some ontlet had 
to be found for the spurious accumnlations of the period; bnt 
these unproductive loans are more responsible for the prevailing 
inertia tban even the reparation-war-debt commitments . 

. There wonld, moreover, seem to be agreement among the 
investment houses that the only radical cure of the world mala"'e 
i. to jettison the major part of the war-debt cargo. That they 
are obviously not ~nterested in shifting to the general tax­
payers of certain countries the first and inevitable losses in order 
to increase the chance of salvaging the re~aining private debts 
is plain. It is neceSsary, however, in order to counteract the 
ahoek investors have sustained to achieve a speedy adjustment. 
The restoration of enterprise, i.e., the revival of the risk-taking 
function is more ""!Iential to recovery than any. other single 
factor. While the worth of scrip represented by war-loans and 
commercial bonds ~ed on foreign debt is in doubt, investment 
in American can experience no lasting recovery. 

(ill) Adj ... tment. 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 diseussed the debts in the last 
twelve months that the Hoover Moratorium must be extended 
for a long term, and the Advisory Committee suggests ten years 
as a minimum .. Whether creditors 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 
eannot be sustained any longer in face of the facts. A more 
fiexible attitnde towards long-term investment on the part of 
France, together with a readiness to allow gold reserves to 
exert their natnral effect on national price-levels, is nrgently 
necessary before the returD to normal conditions can commence. 
In the light of difficnlties 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 adjustments 
of existing debts, both public and private, are msde overseas. 

For a durable and equitable solution, therefore, the co-opera­
tion of the United Ststes is indispensable. The effects of the 
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shock which has been mstained hy the American investor and 
the timidity of the French investor, who now control the main 
reservoir of tree capital, will take years to eliminate. It will be 
fonnd that the practicalities of the prohlem forbid a complete 
cancellation of the war debts by the United States. How far 
the bnrden may be rednced by safe agreement rather than by 
dangerous default will be detennined by the extent to which 
Europe convinces Ameriea that better relations between Euro­
pean peoples have been establiahed. 

TABLE VI 

A .... uities Payable by GermllflY 
U .. der the Y O1LfI{} Pla .. 

(Seleeted Years) 

1st April, 1930 
1931 
1941 .. 
1951 •• 
1961 .. 
1965 (peak) .. .. ., .. .. .. 
1971 •........... 
1981 ...•.....•.••.. 
1988 ..•......•........ 

£m Gold 
85·395 
84·250 

109·035 
117·160 
119·915 
121·440 

82·185 
85·565 
44·890 

Thus we are back again at the beginning. It we wish to 
achieve even a partial restoration of prices, which would in ita 
turn alleviate the burden of all dehts and restore equilibrium, 
we have to rectify nnderlying causes that are deeply embedded 
in the old bad conditions responsible for the debts. International 
eo-operation which will effectively reduce friction among the 
peoples is the si .. e qua 110ft of better business. War and welfare 
are incompatible; and political rivalries leading to preparation 
for future war· is the worst possible breeding gronnd 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 conntries. The protectionist 
policy of Germany is more than a minor factor in perpetuating 
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 slow 
rate at which groups of creditors can be persuaded to write oft 
their claims. 

G. L. WOOD. 



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

I. Introductory. 
n. The Balance of International Payments. 

III. The Balance of International Indebtedness. 
IV. Notes on Goods, Services and Gold. 
V. Notes on Capital Items. 

I 

It is with great diffidence, and only 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 
following 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 univeraal 
acceptsnce. The conclusions reached, therefore, must be re­
garded as first approximations rather than as final results pre­
tending to a substantial degree of accuracy. 

The calculations have been carried out in terms of English 
sterling throughout. For the more 'important items the figures 
.for 1931-32 will require little revision. In a few eases, items 
of minor significance have been estimated in 1931-32 on the 
basia of the previous year's figures, with an allowance for known 
tendencies. FigUres thus subject to material revision have been 
marked with an asterisk. 

The form iB which the items entering into the balance of 
payments have been set out approximates fairly closely to that 
used by the League of Nations in its annual volumes on Infer­
Mfional Trade and BalafIces of Payments. 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 exhaustive, the balances on current 
_unt (including the monetary movement of gold) should be 
exactly offset by contra balances on capital account each year. 
In practice, differences inevitably appear, on account of errora 
of estimation, omissions and time-lags. The discrepancies 

(7 
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attributable to time·lags will be greatat, of courae, the greater 
are the fiuctuations in the total volume of transactions. During 
the four years at present considered these fiuctuations have been 
unparalleled in their violence. 

The halancesappearingat the foot of the summary tables 
eall for more detailed investigation than is possible at this junc­
ture. If the accumulation of Short-term trading balances in 
Australia be talten into account, however, the unexplained 
balanees in the last three years of the period become relatively 
amall and roughly cancel out. In 1928-29 the balance not speci­
fically accounted ~or amounts to approxinlately £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 tbe huge sum of £54,254,627. Further discussion 
of the possihilities 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 quarterly averages, the ouly figures at 
.present . available, involves possihilities of error, particularly 
when 1+ transactions take place near the end of the financial 
tear.' . 

, . III 

The aunual movements of capital, inward and outward, 
. have already been dealt with. A supplementary statement may 

now be given setting out the total capital sums outstandiug at 
successive dates. For convenience they have been termed "lia­
'bilities" and "assets". Some of the items included, however, 
are not of the nature of fixed money obligations, and the totals 
should be accepted with caution. Further warnings will be 
found in the "notes on capital items" in section V. 

IV 

The estimates of the current movements of goods, services 
aud gold presented in the foregoing statements have in BOrne cases 
been based on conjectural materials, while in othe .. they repre­
sent the bald results of lengthy and intricate calculations. A 
full explanation of the 80urces of the primary data and the 
methods followed in their elaboration must be deferred. Mean­
while BOme indication of the degree of validity attaching to 
the less obvious of the estimates may be gained from the fol. 
lowing· notes:-



1932 WILSON: BALANCE OF PAYllENTS 49 

IIrnrd 01' Qtedft)(~ 
(Exports) 

1818-18 1t11-3. 18.6-31 Jt31-U 

I. Ib:aow.NDlU 
........ • 000 .... •• 00 .... • 000"'<f. 

1. Merchandise. lncludioa' IIl1vw buD10n 
aDd coins other thangold. exported. US .... '8,IM • •• 1t8 16,411' 

I. Ships' store9 erported . . • • '''1. J::fl 1,,'8 1."0· •• Value 01 fold l',rod.-lln all ....... 1.8'll I,UI 3.e05 
4. Deduct ouae old elleota. prlHe. 

"", .. ~- .. .. .. -111 -lit -8& -11 
6. DedQCt or ovet'-TaioaUon of wool -- .. .. .. .. -1,118 -1.1t6 -811 -

141.GOt 100,8.8 n.dS , ... tt 

II. IXTBIUI8'1' AND Dn'1DartMJ 
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meat Investment. OTerfIerIlB 10 1S1 1.1 •• 0· 
T. Inter-est on 81DkJ·na tund lu.vestmerlt.i 

0 ....... 6l &I • 1 ~ . 8. lnter.t on net bai.kJug 'baIanaei 
ove_ 1,363 US UtI U. 

8. Interest on New ~d' Govern: 
ment debt domfolled in AtIStt'aUa. 188 to. .,8 110· 

1 •• lh_ l'.:\. New _d Local 
Bod1ea'de t dom1cUed in AU8tralia 388 4M .... dI· 
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.0 to .. eXpaodtture in A.1Dtra.Iia •• •• 50 
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ta. Oonmment I'eC)(!'!ptM 1n CILIh OD. ". 818 1,18$ vcoo.nt of reparatloDlt • • . • -U. Oovenuneot recelptl from OTeneae. 

11 It 11 It-.... .1. .. .. .. .. 
U,f" IS .. " 10~7t1 ' .... 

IV. GoLD CorN AND BUUlo!lf 
U. Oelld ooJn and bullion in all 101m. 

ftPOI'tbd. Ja ~ or prodaet1oD 1.118 ".m 10.1'0 I."' 

D 
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Outward or Debit MOTeIIJ.eb.t.a 1118-1t 
(Imports) 

1919-3. 1.30--31 1"1-31 
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Item t.-Includes the recorded (sterling) values of all 
exports, other than gold in all forms, and ship.' stores, which 
are recorded separately. 

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

It.m 4.-Sinee household e1fects, prizes, etc., are not paid 
for, they must be deducted from exports at their recorded 
valuOlL 

Item 5.-A comparison of the recorded export values of 
wool per pound with the price. recorded by the wool-selling 

Capital Mooemsllt. 

lInrwd or CredIt Movement. 1928-118 
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88&8 of Auetralian banke kg UOEllII 
of assets over UabiHtles in AustraIJa, 

-3.127 -t8.!l78 of overseaa banks " . • • • - • .167 18.111 
". lhoees of aesets over ltabllltles over-

IIIe88 of AUBtra.lla.n life insnranoe _. 
-" oom~es.. " .. 861 -7.&37 

48. New Zea.la.nd Government dehi 
domiciled in Australia •• -1 .08 -101 -, 

51. New Zealand LooaI BodIeo' debt. 
domicU6d in AUBtralia .. .. 311 811 -' -' eo ... other" aasets OVergeaB • • • • 1.160 14.08& '.81t '.8U 

81. LocaJ fnveRtrnentM in AostraUan 
GoverDment securttles domloilec1 , , OV8I'888.B. D.e.i. • • • • • • , I 

II. Otller long aod short term. lnv~ , , , lDeoV!: oveft!I8U. u.oJ. • . • • I 

-10.108 -,0,'«1 -4.086 +10.'" 
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Cammt MOTeID.enta or Gooda, IIts-I. 
~.andGold 

1~0 UliSo-Jl 1131-31 

ra_ .. Ctedlt .. ~ 
• 000 ..... • 000 ...... .000 ..... • 000 ... 

Ihf-):-
80.sao • Merohandiao .. IU.OG .. 100.878 751.485 n. Interest and Dlvideo& . .. 1.431' t.553 1.360 I.'" m. other 8er'ricM •. .. .. 13.t93 13.372 10.'1'" 7.8.5' 

IV. Gold Coin and Bullion .. . 1.116 24.999 10.110 6.801 

TotaIc...uta . . .. UT"'" 1.41.801 lot.747 N.'5& 

Outward or DebIt M'0T8Dl8l1t8 
(Im~)o-

4.,,181 • Merohandise .. 149,389 138.53.5 84.119 
U. Interest and DJ-rldendJi • .. n.lIi 38.461 38.119 30.137 m. Other 8efTioe8 .• .. .. 9,391 8.134 6.113 3.618 

IV. Gold Coln and BulltOD .. "8 ••• 37< 831 

Total DebItA' . . .. 196.5U ISS.Sa 105.885 81.868 
_ of Debito (-) 

or Crcdl.tI ( +) .. .. -'M.' -n.7'11 -3.148 + ..... , 

Cap:ltaJ Honmate ltl&-to lItHO 1930-31 1831-3. 

Inward 01' Credit Movements (lnoreue 
+10,030 +18.024 -3.839 "Llab_~.. .. .. .. +3,,382 

Oatward or Dei It Movements (lDcreue 
-6.085 +10."8 ........ ) ........ -10.009 -10:r43 

E%~ of Credits ( +) 
-IM07 orn:::tr~.. " +10,:139 +38.117 +UTT 

BIIIaDmI, aooounted tor ~ em:!! 
.. 4 omfaIIona. eap 

+18.·&63 +",.45 -6,3to +1.411 :Item& •• •• •• •• " 

+38,881 +f03.f11 +3.U8 -14,," 

brokers reveals discrepancies in the earlier years which eannot 
be satisfactorily accounted for. The adjlll!tment has been made 
on the basiB of the brokers' prices, pllll! an allowanee for charges 
incurred between store and ship. The recorded export values 
in 1931·32 are believed to be correct, in conseqnenee of revised 
methods of valnation. 

Item 6.-From Commonwealth Budgets. 
Item 7.-Estimated at 4i per cent. in each year. 
Item B.-Estimated at 3 per cent. in the first three years 

and 2 per cent. in 1931.32, on the average 8IIlount. outstanding 
at the beginning and end of the year. 

Items 9 and 10.-Actual amounts payable by the New 
Zealand Government and local bodies. 

Item 11.-Computed at the rates received. 
Item 1.1 (a).-Actnal excess of income over ontgo overaeu, 

as returned by the companies. 
(b).-Estimated from New Zealand business of 

AlIItralian eompanies. 
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BoItJoIc, of ItN.....u-u Ifldellt.-. 

(Approximate) 

ideM .... 
At 30th Juno 

Jila ,- It3' 1811 

es. OoTermnent debt dow· 
........ ......... • 000 ..... ......... 

cUed.ov~:-
Commonwealth ! (Oi Long term eecur1tie8 •• 153,607 168,786 117,717 IM.no; 

~ Short t.enn secnritle8 - - 176 8.810 
c Bank overdrafts (net) ". a..I.US '.103 l.JS' 

States ; 

!t:~tBm- .. "8,8111 US"'7 tOO.801 '00.18<1 
fl Sbort term &eCUdtl08 - - 4.815 24.255 

Bank o'Ve.rd1'attB (net) Cr. 3,85'1' 5.'ts 18,en '.37. ea. DodJee' debt domJ· 
ailed. oversea " .. IG.OOO· 18.000 :18.000 10.000 

at.:Exc::eP ot M8et8 GTer 
liabilities in Austr&lia ~ 
OVerse88 HIe trururanoe com=.", ( .... ) .. ... ,. It IT 

M. Long. prtvaw (l&Pit&l 
htvested in AustreJia 
(U) .• •. •• !f.s.NO nt.teo If ..... If ..... 

aT. TNde debita held tem.. _iDA_ .. 
I I I , 

"Mea TlT.U' 106.'" .. ,,818 

"-
IJSl 

ea. conunonwe&ltb Govem-
mart. IoYeSimentl over-
8888 •• •• • • I,3S0 .,tU I.OU ',IOT 

••• Sink:ing tund investments 
tn securities domloUed 
.v ....... .r In ... "" I!WlCOUDta ......;.;. uaa 1.130 I,OtS 1,.14.1 

, .. Exoea of .... 
Jlablllt1es .v ...... ot 
Australian banb '-noees ot 8888te over 
Ba.bUities In Austzalla of 
OVOJ'8e&.'! ba.nks (£ stg. f) n,OI' '1. ExC888 of ueets over Jia.. 
bllitlea OVV8e&8 of A1l8-

'1,081 It.'IO u ... 

........ ",0 IDs ......... 
~mp&n1e8 .. .. •. m· •• tt3 7.14.1 -tit 

fl. New Zealand Govern_ 
ment debt doodcUttd in 
AnstraU. \tAJ .. 4,lQ 4.1" '.lfT '.If. '13. New Zes an Local 
Bo4les' debt dom.lcilod 
In A_la (eA.) •• 1,Oft 7,3S8 8.toO 8100· 

, •. "Other" assets overaeu 6.711 '.Pl tl.'" ":au 7 •. Loca1lnvest.mentainA11I· 
tnnan Oovermntmi 
_tJ68 domlelJed 
oveneaa. D.e.l. • . ,a. Other 10Dl' &lI:d abort 
teI1n 1DTeatmeota ov.-

I I I I 

.... n.eJ. . - -- I , I I 

at,." fI.181 81,.., ".161 

Na IWIIllUM .. abcrN .. 881,1113 7e~.15t TfS,"1 Tn,3" 

In • . -..... 
1""71 10,ItO 

c.. 1,10' 

SOS'sss 
If.l06 

c.. 37. 

10,000· 

aT· 

1f5,'" , 
806,111 

-,-
1.17,-

10,3" 

-SH· 

'.11'· 
s.tooe 

SO"" 

I 

T 

n.m 
,t'l •• tI 
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11_ 15.-Total freight charges on imports have been esti­
mated under item 28. The share earned by Australian ships 
was aIloeated in accordance with the tonnage of overseas cargo 
diseharged by Australian ships as compared with the tonnage 
diseharged by foreign ships. The total freight charges on 
exports were separately estimated by applying actual and esti­
mated freight rates to quantities exported. The total earnings 
on exports were then aIloeated aecording 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 RepOf't of Ihe OlJer"(JI 
8h4pp1ng C01&ference (1929) and sundry sources. The item 
eovers numerous expenses (other than stores, fuel and duties) iD. 
Australian ports, and crews' expenditures in Australia. 

It_ lB.-Estimated in detail from the numbers of "tem­
porary visitors arriving" from various groups of countries in 
each year. The average length of stay and average expenditure 
per head assumed di1I'er considerably for the various classes 
of visitor. 

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

Item 20.-Estimated as in the writer's Capital Imporl, IJttd 
Ilw T.erma of TrlJd6. 

Item 21.-Littie more than agness. 
Item 23.-No reparations were received in 1931-32, on 

account of the Hoover Moratorium. 
It_ 24.-From Commonwealth Budgets. 
Item 26.-Includes the recorded values of all imports, other 

than gold. The recorded values of merchandise imports are the 
sterling f.o. b. values plus an arbitrary addition of 10 per cent. 
as an allowance for freight and charges. 

It_ 27.-"Outside packages" were not separately recorded 
until the second half of 1929-30. Previoualy it is probable that 
they were excluded almost entirely from the recorded values of 
dutiable goods and in part from the recorded values of free 
goods. In 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 haa 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 dedueed 
from the aetual average rate per ton earned on inward and out­
ward eargoee in 1927 and 1928 by vessels carrying over one 
million tons of goods between Australia and Europe. (Report of 
tke O"erslllJS 8hipping COft!ere ... e, 1929). By calculating the 
average freight rate per ton on "berth" exports, from actual 
freight quotations, and estimating the comparative tonnage of 
inward and outward "berth" eargoee, 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, ao estimated, to the f.o.b. values of all merehandise 
imports in 1927-28 was 10-6; in 1928-29, n-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.o_b. values of merchandise imports was 
made. The excess of the total charges, ao 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 
rnughly estimated from data collected by the Royal Commission 
on the Moving Picture Industry, and from information obtained 
privately. The excess of these remittances over the recorded 
values of imports is the adjustment reqnired. 

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 calculated 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 has 
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 
Australian currency of £175 millions. 

Item 35.-From Commonwealth Budgets. 
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It .... 86.-Exeeas of iDeome OYer out«o in AWItralia, .. _ 
tamed by the companies. 

11 .... 87.-Estimated in detail from the numbers of "Aua­
traIian residents departing temporarily" to various groups of 
countries in each year. The average length of stay and average 
expenditure per head assumed, ineluding fares, differ consider­
ably for the various classes and destinations. 

lie ... 3B.-Estimated at varying amounts per head, allowing 
for fares, for "Australian residenta departing permanently" to 
variOIl8 groupa of countries. 

Ite ... 39.-8ee item 20. 
lIem 4O.-From Commonwealth Budgets. 
Ite ... 41.-Ineludes upkeep of Australia House and Acent&­

General, and representation at conferences, ete. 
Ite ... 42.-Estimated by Department of Defence; dQeB not 

include value of goods imported. 
It ..... 43 to 46.-From Commonwealth Budgets. 
It .... 47.-Ineludes expenditure in territories outside Aua-

tralia, contributions to overseas institutions and seientifie bodies, 
etc. 

V 

The capital movementa stated for each year in the Balance 
of Paymenta are based on the corresponding items in the Balance 
of International Indebtedness. For the most part the individual 
liabilities and aaseta have been stated in Engliah sterling, as 
nearly as ean be ascertained. Movements in the capital items 
recorded in Australian currency have been so small since the 
depreciation of the Australian exchange that the effecta of the 
exehange depreciation can be safely ignored. 

It..,., 49 atld 63.-The information as to long-term and 
.mort-term securities is available in the FitlCltlce Bullelitl and 
the Commonwealth Budget. Bank balances and overdrafts over­
seas have been specially supplied by the Commonwealth and 
State Treasuries. 

It ..... 50 and 64.-Main\y a compilation made by the Com­
monwealth Bureau of Census and Ststistics. 

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

It ...... 52 and 66.-The amount of £175,000,000 hss been 
ehosen after consideration of a number of estimates, none of 
which hss very much validity. Little information on this item 
hss so far become available. 



1932 WILSON: BALANCE OF PAYMENTS 67 

Itef118 53 aM 6?-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 amonnts 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 has now been repatriated. 

Ite .... 54 and 68.-From Commonwealth Budgets. lueludes 
amonnts owing by the British Phoaphate Commi..ooners, White 
Star Line, and "other administrationa". 

Ite"" 55 and 69.-Data from Statistical Ilegister 0' W",tern 
Atutralia and Ann....z Ileports of tk_ National Debt Oommission. 

Items 56 and ?O.-Estimated by the method explained in 
the writer's" Australian Monetary Policy Reviewed ", Economic 
Ilecord, November, 1931. There have been some revisiona in the 
estimates of "shareholders' funds" stated therein. 

It...,.. 57 and ?1.-From details supplied by the compam ... 
The returns are not complete. 

It...,.. 58 and ?2.-Data from New Zealand OfficioJ Y_ 
Boob. 

It_ 59 aM ?3.-Data from New Zealand OfficioJ Year 
Boob. 

Items 60 and ?4.-From contidential information received. 
Items 61 and ?S.-There is much evideuce to suggest that 

Australian securities domiciled overseas have been repurchased 
by Australian residents, particularly while Australian Govern· 
ment stocks were very low in price overseas. No estimate of the 
amounts involved, in excess of those already included, has been 
made. 

Items 62 aM 76.-During the more acute stages of the 
depression it was common knowledge that capital was being 
moved out of Australia in the interests of security, even while 
the excbange was heavily depreciated. No estimate of the amounts 
involved can be made, but they were probably o8'set in some 
degree by the reverse movements referred to nuder item 53. 

ROLAND WILSON. 

Co .... onwealth Bttrea .. of 0 ....... alld Statutics, 
Cat&berra, II.O.T. 



SOME ASPECTS OF THE STERLING-GROUP 
PROPOSAl8 

L InVoductory. 
n. The Raising of PrI .... 

(i) Relation between ex.hange ratell ouuI Intemal prices. 
(Ii) Re-emOTgenee of equilibrium and the raiaiJqr of Whole-

Bale Priees. . 

m. The Stabi1iaation of PrI .... 
(i) Price stability defined. 

(ii) The stabilization of produetive aetivity. 
(iii) The proposed standard of value. 
(iv) PrIce stability and Central Bank Jletion. 

IV. The Stabilization of Exchange. 
(i) Incompatibility of Price Stability ouuI Exehange StabIHt)'. 

(Ii) Exchange between the .ter1ing·_ and Irold eountrieo. 

I 
Some economists, over-anxious, it would seem, to popularize 

a subject so technical that it baulka market-place treatment, 
qnite unintentionally have failed to stress the difficulties 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 heen pushed into the background. There 
have been some exceptions. Perhaps the most striking recent 
illustration of failure to present the whole case is found in the 
advocacy by some of the establishment of a sterling bloc. In 
present cil'eumstances, 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 group is shown by the readiness with 
which many persons accept the propoaala as the complete solu­
tion of most of our economic ills. 

But what are the main details of the propoaalat It ia 
suggested: 

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

(b> That the flret step to this end should be taken by Great 
Britain. 
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(e) That having raised prices 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 aterling. 

(e) That co-operation between the Central Banks and the 
Treasuries of the C01Jlltries comprising the sterling 
union is essential. 

Di1I'erent writers have emphasized di1I'erent aspects of th_ 
details. To Great Britain unanimously is assigned the respon· 
sibility of initiating discU88ion, of launching the scheme, and of 
maintaining it. "If Great Britaio will give a lead . . . by a 
clear declaration of its policy, iocludiog the level ... at which 
it proposes eventually to stabilize the value of aterliog, we may 
expect to see a growing measure of stabilization among the 
countries whoee currencies are at present more or less closcly 
linked to sterling, and probably the accession of a number of 
other countries to the aterling area. "1 

Is the Sterling Union to be regarded as an end or as a 
means' Those who consider that the death-knell of gold was 
sounded when Great Britaio 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 
abeurdities of violently·lIuctuatiog price-levela", and will iosiat 
on a monetary system which will be "worthy of the twentieth 
century ... • Whether by the management of paper currencies, 
absolutely independept of gold, the much·desired stability of 
prices will be achieved is very debatable. This much is certain: 
a aterling group will not function satisfactorily until those cir· 
cumstances, which were responsible for the suspension of gold 
by the priocipal countries, are removed. "The gold atandard 
will not work when the world becomes afraid of it.'" Is the 
world less afraid of managed, irredeemable paper currencies! 
"It is Dot in periods of general diatreas that a paper currency­
can be successfully managed. '" 

The aterling group should not be regarded as other than a 
temporary arrangement. "Those who jumped to the conclusion, 

1. Note of DiAent by .laDUeD. IbDt and Strak_eh to the r;,.""z ~ 01 .... 
a.u v.r.".cw. 0/ til.. FiftClweia! C(HK..u.Mm of tM ~ tJ/ N.tiou. ,p ... 71. 

t. 81aekett: BaIle7-Stewart Lecture. 1981. p&1r4! 106. 
I. WUIt .... : :r..... EIJ"c of c.n-..-.- lHpreciGtiow eM t.,.....d...c 2'1w&e. • 

paper na4 Mfore the Academy of Political Science. April" Itll. 
.. Gl'IIRM'J": 2"1wI Gol4 StGftdcrnI ou Ie. F.nw.. Pap If. 
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in September, that the events of 1931 meant the doom of the 
gold standard and the dethronement of gold appear to have 
completely misunderstood the situation. ". Some of them con­
f1Jl!ed eauae with dect. Others overlooked that, despite the 
weakn_ 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 hy the principal eonntries. 
The breakdown of the gold standard was not due to some in­
herent defect of the system, but was "the combined reault of 
the obligation to pay reparations and war debts, on the one side, 
and the unwillingneB8 of the receiving countriea to receive pay­
ment in the form of gooda and aervieea, on the other".' 

Despite the belief to the contrary expressed by JIUUI7 
authoritiea, it may never be possible to seeure the neceasBl'Y 
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 currenciea will 
give them a bargaining advantage over those countriea which 
hang on to gold to the last. Moreover, "to be prepared, if 
necessary, to use a concerted managed ennency givea a better 
ehsnce of not being forced to rely upon it ".7 Thua may be justi­
fied the formation of a sterling group. 

n 
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 conntri .. which have departed from 
gold remained faithful to the metal, they could not" adjast the 
exchanges to the level of money costs"." .As gold prieea fell, 
it became increaaingly difIIcult to maintain production, especi­
ally in the export industries. Freed from gold, 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 cuts 
in coats. It is questionable, however, whether the advantages 
have come up to expectstions. 

(1) ReZa.tio .. Behne ... EzcM/lige B4t .. atld I .. tM"fllJl Pric .. 

The IIS8UIDption that commodity prices within a non-gold 
country move in consonance with ehsnges in the exchange rate 

i. EiMi8: TIw T.-.getl .. of ,.... Poutd. Pace leo. 
s. Jau.en. ](ant aDd Bt:nkoK'" op.. eiL Pap '". 
'I. Wter: lIaJky..stewart Leetare. 1'31. 
8. ~: ()p. riC. Pqe 81. 
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between that COUDIJ'y and a gold country ill 8IIpported lIT the 
following table:-

WlDUraZe Pric" ... U"'t.d K'1IgtW.& aIId BI/Wlirog-DolJ4r 
Eu/w:ng. 

1 • • • • 
WboIooolo_ Previoua lDdezea COD- Commodity 

veNd to Due, SIpt., lode. in 

~ (U.K.), 1_-100 IN1-100 the United. --K""""", U --_ .. 
Nft V«k PrioI:s had ""'-_th1~ 

.- pro-
lo_ A....,. -.. ....... of 

_to 
Sept..1N1 

Tnde s_, Tnde Sta .. , tottle -100 
dodlnein E._ 

----. 
1831 

Auguat 4·86 87·2 82·1 100·3 98-1 100 93·S 
Sept. 4·53 87·0 83·3 100·0 100·0 106·8 100·0 
Oetober 3·81/ 70·5 84·6 IOS·2 102·1 120·0 112·4 
Nov. 3·73 71·8 66·1 107·2 102·8 123·3 1111·4 
!leo. 3·38 71·4 87·0 106·8 106·8 131·2 122·8 

1932 
Jatluary 3·46 71·4 68·4 106·6 104·9 128·8 120·8 
Feb. 3·46 71·5 68·0 106·7 107·4 128·8 120·6 
March 3·62 70·7 66·0 105·5 104·3 125·8 IJ7·8 

~ril 3·81/ 89·1 84·7 103·1 102·2 124·1 116·2 
"1 3·68 68·0 62·7 101·5 91/·1 124·1 11G·2 

;J..- 3· II.'! 66·2 80·7 98·. 96·9 124·9 ua·1I 

We cannot but be impressed with the very moderate elfect 
of sterling depreciation on prices, &8 disclosed in a comparison 
of columns 3 and 5. Rises in prices were mnch 1_ than in pro­
portion 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
deltes. Priees of wi)olesale commodities are more sensitive to 
exehange fiuctuations than are the prices of retail goode. This 
aeems to be borne out in the United Kingdom since the suspen­
Ilion of the gold etandard. Thus, while the Board of Trade Whole­
sale Price Index at the end of October was 4-9% above that for 
the end of August, the United Kingdom offieial 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, 
&8 a 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 a greater 
extent than will be the case in those industries handling retail 
commodities. . 

If retail prices are 1_ responsive to exchange variatiolUl 
than are wholeaale prices, the prices of services are still 1_ 
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reaponsive. Indeed, one of the advantages claimed for currency 
depreciation is that such services aa wages and aaIaries remain­
ing relatively stationary, the higher commodity prices permit 
of the re-emergence of profit. If service costa rose proportion­
ately to the rise in commodity prices, the profit margin may 
entirely fail to reappear. 

(2) Re-_erg.flee of Eqwilib ....... a1td tl. RGiMg of lV1&olu~· 
PritJu 

The weakness of wholeeale price indexes to meaanre the 
benefits of currency depreciation cannot be over-stressed, especi­
ally in view of the objective of monetary policy, which it is 
claimed shonld be pursued. Professor Cassel, in his X.morGft­
dum of Dissent, says: "The countries off the gold standard hav~ 
to secure the greatest possible stability for the internal pur­
chaeing power of their paper currencies. Before doing this, 
however, they mnst first raise their price-level at least lOme 
half-way up to the price-level of 1929.''' Although he does 
not here specifically mention the wholesale price level, we 8B8UDle, 
from the calcnlations 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 whol .... 
sale price index meaanre variations in internal purchasing power 
calls for comment. 

In an addendum to the Final Report of the League of 
Nations Gold Delegation,'o Mr. G. B. Roberts criticized the em­
ployment of wholesale commodity prices "aa either (i) a mea· 
sure of the purchasing power of gold, or (ii) as a test of the 
suceess of monetary policy". "It will be admitted," he eon­
tinues, "that in considering the price-structure, particnlarly for 
purposes of international comparisons, a wholeeale commodity 
price index will probably prove most usefnl." The Delegation, 
after admitting that the wholeeale price-index "fails to take 
aeeount of many elements of the national price-structure----«ach 
as prices of real estate, securities, and 80 fortb''-adopted such 
an index. First, beeause it "meaanres those fluctuations of the 
purchaeing power of money, which, when there is a reasonable 
degree of freedom of trade, are common to all countries, and 
have a direct international influence"; and secondly, beeause 
its construction "involves less serious technical diffienlties than 
that of any other form of price-index ". 

t. ea.e1: International Bankill&' Supplemat of the London 7'...... JUDe •• 
ltll. p ... 'J6. 

10. Vw. Paa- 51. 
11. ()p, rit.,. pan 18. 
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All this shoWl how inadeqnate must be any mOJletary policy 
directed in accordance with changes in an index of wholesale 
prices. Snch index may be the "most nsefnl" of any at present 
computed, but since there is not" a reasonable degree of free­
dom of trade", and more effective restrictions on the interna­
tiona! movements of goods are being continuously imposed, great 
caution should be shown in employing it as a test for monetary 
policy. Much of the work of Cassel, and that of others who 
attach great importance to the theory of purchasing power 
parity, is discredited becal18e insufficient recognition is given to 
the inherent weaknesses of wholesale price-indexes. There can 
be no reasonable objection to making a rough comparison between 
the purchasing power of different currencies by computing the 
ratio between their wholesale price-levels, but it is time to 
lodge a protest when we find Cassel writing: "The Swedish 
krone O1J,(Jhf to have been quoted in January, 1932, at kr. 4·17 
to the dollar (U.S.A.), whereas the actna! average dollar rate 
for that montJ> was kr. 5·22. Thus, in Ameriean currency, the 
value of the krone OtIgkt to have been 25 cents, whereas the 
above-mentioned average rate is only equiValent to 19 ·15 cents 
per krone. "11 In this quotation the italies are mine. Why 
"ought'" 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 
wholeaale price.indexes is seen when a computation is made of 
the theoretical purchasing-power parity between Australia and 
London, by employing in turn the three best-known Uuited 
Kingdom indexes. Consider the result for May, 1932. In each 
calculation the Melbourne Wholesale Price Index was nsed. The 
base year for each irldex was 1911. Purchasing-power parity of 
exchange, using the Btlltid Index, was £A137·7, employing the 
ECMlDmist Index, £A155·3, and tbe British Board of Trade 
Wholesale Price Index, £A128·5. The official selling rate for 
the month in question was £A125 lOs. Od. 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 over-valued. We certainly cannot aay that in May 
the former pound aughf to have been worth only 1,2s. lId. 
sterling (as measured by the ECOfIOmist Index), not 158. lId. 
sterling. 

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

11. ,...~. AprO I. ltlt. 
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mately the level of that of three or four :yean ago, U it is, 
we thereb:y further assume that there ie a relationship between 
wholesale prices and all other prices of such a character, that 
equilibrium will be reetored if wholesale prices be raised to the 
level from which the:y have fallen. The validity of thie further 
U8lIIl1ption has not been proved. From the fact, for instance, 
that during the last few yeara in the United Kingdom wholesale 
prieea fell a much greater percentage than did the coat-of.living 
index, aa ahown in the Macmillan Report, 11 we are not juatifted 
ill. _eluding that a riee in wholesale priees will be aeeompanied 
by a less· proportionate inereaae in retail prices. On tl priori 
grounda, we ma:y expect retail prices to riee proportionatei:y 
more with given increases in wholeaale prices than the:y fall, 
with the same given decrease in wholeaale prices. Therefore. 
we cannot ... y that ahould the wholeaale price.level riee to the 
plane. elf previoua equilibrium, harmon:y between the vari01lll 
elementa of the priee-atructure will return. 

ill 
(1) Pf'ke 8fabiUly DefoMd, 

If by trial and error thegeD.em leTel 'of prices was raised 
appro:rimately to that of three or four :years ago, it is proposed 
that the next aim of monetary policy ahonld be stabilization of 
the internal purchasing power of the monetary unit. By" price 
lltabilization" the authorities do not mean the atabilization of 
the prices of individual commodities, but the maintenance of the 
average of all prices at a relatively constant level. Moreover, in 
-nng stability of prices they do not seek" a price-level with, 
out any iluetuations whatever ..... What is sought is a price­
level from which marked short.period fluctuations have been 
eliminated. • 

,i The goal of . world monetary policy," .)'11 Sir Arthur 
Salter," ahould obviously be a reasonable stability of the general 
world price-Ievei. . .". N ationa! price-levels mllBt vary in order 
to eorrect disequilibria in the balance of trade. ''''5 By concerted"" 
..mon, however, on the part of the world's Central .Banks, it 
wonld be poosible to reduee to a minimum the iluetuations in 
national prices necessary to eorrect such disequilibria. A greater 
dogree of Stability in nati6nai prices wonld follow Central Bank 
co-operation than wonld. be possible if ea~h country were to aet 
on ita own iDitiAtive itt monetary poliey. .As·long as natiODB 

11. Cf; pqe 81. ". 
to. ...... , p-"'_GIotII.-,I.4Ao ..... lon<I. ... II. 
11. '.......... Pad, ft. 
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trade with each other, variatiODS in national price-levels to in­
duce movements in goods to balance international trade accounts 
may be necessary. But such variations, provided world prieea 
were relatively stsble, would be slight, and would occasion little 
disturbance to a nation's economy. Moreover, a pre-requisite 
to stable world prices is the adoption by the principal nations 
of a monetary policy having for its objective the stabilizatioD 
of prices within their own borders. 

(2) The 8tabiliellfotm of Prodvclwe Actitlity 

But should the aim of monetary policy be the stabilizatioD 
of the general price-level or the stabilization of productive 
activity I If the former be pursued, the relationship between 
production and prices would be thrown out of balance in the 
event of a continuing increase in industrial efficiency. " A 
'managed' financial system involves also a national planning of 
productive e1fort.' ... 1 In the price equation there are other than 
monetary fac.tors. Broadly speaking, to maintain prices at a 
relatively constant level, an increase in volume of output per 
unit of human e1fort would require an increase in the money 
side of the equation proportionate to the former increase. In 
these circumstances, a country, despite stability of its internal 
price-level, would have inHated its currency. Thus it is said 
that "keeping the wholeaale price-level nearly stable in America 
from 1927 to 1929 probably was in1Iation. "n 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 Strakoseh in his Memorcm­
dum to Ihe League of Nalliom Gold Delegalion. 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 ita powers. . . . "18 In many current writ­
ings, stsbilization of prices is stressed as the aim of monetary 
polic.y. The paramount objective should be stabilization of the 
distribution of the social product. To attain this latter stability 
requires that .. the price-level should fall pari pasau with the 

tf.. GoW" erNie _. S.plopNnt. Cole. Pace '4. 

17. Sir William Beverldee: HaJ1eT-8tewart Lectue. liU. Pap Ita. 

lB. 811' WiDiam Bewridse: 0". e'U. P.,. 178. 
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increase of productivity per head"," and conversely that it 
should rise in consonance with a decrease in industrial efficiency. 

(3) The Proposed Slatlddrd 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 money 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 price-Ievel".!1 "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 difficulties, he thinks, are under· 
estimated. Bnt he concludes: "We must attempt it, but cannot 
do so with hope of success unless we see the obstacles that have 
to be overcome, and are .daylight clear about the aim.'''' 

The chief obstacle to be overcome is the selection of a suit­
able standard of value. It is 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 measuremeut. 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 concrete reference. Originally, the British "pound" was 
a pound of silver. It eventuaJJy came to meo.n 113 grains of 
pure gold. The value of the silver pound and of the gold pound 
was the amount of general commodities which these could buy. 
What, now, is to be the concretion of the British pound' 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 Csasel, •• for measuring the value of a 
paper currency is obviously the general level of commodity 
prices in this currency"." . 

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

1'. Robert.on in TM Ine.nuuioftal GoU ~ Pap 11. 
JO. 21. 21. HaDey..8tewart Lecture. 1931. 
II. IDwnationa) Ban1:1na Supp~t 01 tile Lordon r..... Il/I/II. 
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ealmot 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 stsbilization of the internal purchasing 
power of a paper currency are left without a standard of com­
pariaon. No adequate means exiats for determining whether 
the value of a currency is stsble or not. The argument for such 
stsbilization is not helped by the assertion that, although the 
Wholesale Price Index is imperfect, it is better than nothing 
at all. 

(4) Price Stabilit" GIld aemraZ Bank Actioto 
Even if we assume the existence of a satisfactory test of 

stsbility, can we be assured tJtat the price-level will be kept 
stsble by employment of the customary instruments of credit 
and currency control' Sir Arthur Salter says that the problem 
of price-stsbilization is not a technical one. "It is one of human 
weakness. ,,.. To governments with empty treasuries and de­
creasing 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 accommodation to bankrupt governments. 
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 succeed in maintaining a stsble price-level for any 
length of time, thongh it faithfully pursues that objective. In 
consonance with seasonal variations in the volume of produc­
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 stsbility is that savings must vary with changes'in the rate 
of tlow of credit. We are not entitled to assume any such 
agreement between changes in credit and tluctuations in savings. 
No action taken by the Central Bank can gusrantee preserva­
tion of the balance between income and savings. 

h. E.. B. Da'Qllpori: !"1w NftIJ s~ ..., N.,-. liar' lB, Ita. 
U. Reeoe!WY. Pan i8. 
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IV 

(1) Incompatibility of Price Stability d"d EukatI{Je Stability 

It is claimed for the sterling group proposaIs that at the 
aame time as stsbility of internal purchasing power is main­
tained, the exchange rates between different members of the 
group can be held atsble. Sir Basil Blackett says: "The ideal 
to be aimed at is a world in which.1ocal currencies everywhere 
have a atsble purchasing power locally, and at the same time 
can always be exchanged into other currencies at a stsble rate 
of exchange. ".. That this ideal is impossible of attainment is 
recognized by Sir Joaish Stamp, who refers to the "apparently 
irreconcilable aims of stability in the price-level and atsbility 
in the exchange rates"." "The world's monetary problem ~ 
how to make the best reconciliation possible between external 
and internal monetsry atsbility without sacrificing either 
unduly to the other."Z8 Had Sir Basil Blackett said that 
between the members of a sterling group with stable internal 
price.levels the aim should be stsbility of their exchanges, he 
would have indicated an objective far leas impossible of achieve­
ment. 

There are some rather cogent reasons for rejection of the 
II881lDlption that if atsbility of internal purchasing power within 
the countries of the sterling area were secnred, stability of 
inter·sterling group exehanges would be a desirable aim of 
monetary policy. A atsble 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 seriously disturb 
that conntry'. 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 prodnction 
might be maintsined, once it had been regained by raising the 
exchange rate to the level of purchasing-power parity. Under 
conditions of a stsble exchange, a fall in export prices, even of 
moderate dimensions, would disturb the eqnilibrium between 
primary producers' costs and prices received for their output. 
No attempt to stsbi1ize the prices of particular commodities 
within the sterling gronp is advocated. A diminution in the 
volume of primary prodncers' spending power arising from a 
fall in export prices would shorten their demand for the pro­
ducts of domestic secondary indUBtries, and also for imports. 

21. ~ Ti1N., January 21. llal. 
17. P.,..,.. 011. GoW aM • PritM.r..a.L Pap". 
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But Binee 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 increased prices of the products of other industries. On 
the other hand, if an exporting country maintained both the 
stability of its exchanges with other members of the sterling 
group, and the stability of the internal purchasing power of its 
currency, an increase in export prices might give rise to un­
healthy conditions, which might result in a boom-crisis. If the 
volume of exports had not greatly diminished, the higher prices 
would mesn a larger income. Exporters would increase their 
demand for both home-produced and imported commodities. The 
increased demand for locally-manufactured goods would stimu­
late the production of capital goods. The expected rise in prices 
of the products of secondary industry which stimulated invest­
ment would not eventuate. The increase in the prices of export 
goods would require a reduction in the prices of other goods, 
because, e", kllPotltesi, the internal price-level remains stationary. 
Losses on capital investments would then be likely to occur. 

(2) EuTw"ge BeffDu" flu 8terliflg Grovp lJ"d Gold Ooutlfrie. 
If stable rates of exchange were maintained between dif­

ferent parts of the sterling group, lluctuations as between group 
members and non-gold countries would not be eliminated. As 
the sterling-dollar exchange varied in accordance 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 conntries. It is hoped that by 80 varying the sterling­
dollar rate the necessity 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 than 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 
policy can thinge be very pleasant for a country which finds the 
productivity of other countries in competitive goods increasing 
faster than its own.' 'It 

C. V. JANES. 
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THE GOLD SITUATION 
L Production and Demand. 

ll. Changes in the Functioning of the Gold Standard .ince the War. 
m. The Present Position. 
IV. The Future POIitioDo 

I 

Demand for currency depends. npon the volume of trade 
and the monetary transactions to which such trade gives rise. 
In addition, there has been a large demand for gold ror non­
monetary pnrposes. Dnring 1920-1930 the demand for gold hy 
India was ahout '80-90 million per annum. In addition, about 
UOO million was absorbed for industrial purposes, so tbat the 
totar 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, so 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 production in the next decade are as follow:-

Year 

1931 
1933 
1935 
1987 
1940 

OfticiaJ Figures 

'm. 
401 
399 
391 
357 
314 

Kit<hen'. Estimate. 
$m. 
402 
407 
398 
392 
870 

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 
oIlset 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, i.e., cause a gradual decline in the level of prices. This 
however, may be mitigated by four faetors:-

(a) Lower production eosts may increase capital investment 
in gold production, as also would an increase in the 
value of gold. 

70 
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(b) In1Iow of gold from non-monetary reserves. 
(c) Reduction in demand for gold for industrial purposes. 
(d) Economies in gold used for monetary purposes. 

Tbe first three are of minor importance. They may miti­
gate the effects of a decline in gold production, but not com­
pensate for this decline in full, or arrest a downward trend in 
price levela following inanfficient 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 
in1Iow 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 produc­
tion and trade at about 3% per annum. A parallel demand for 
monetary gold, i.e., 3 % of the total world's monetary gold stocka 
of about £2,500 million, would require about £75m. of extra 
gold annually. Annual gold production during the last lew 
years has been about £BOrn. If half of this be taken for non­
monetary purposes, as in the past, and the balance (less than 2% 
of existing monetary stocks) be naed 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 functioning of the gold standard 
and in banking. technique have helped to economize gold. A 
feature baa been the development of central banking. In mBnT 
countries the issue of notes has been concentrated in one bank. 
The Bank for International Settlementa has bcen established, 
and gradually central banks have tended to co-operate, though 
less 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 
circulation. Circulation of gold coin was a luxury, and ita 
withdrawal was an important method of economizing gold. 

Central banks were no longer obliged to convert their notee 
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 substantial economy 
in gold was offset to some extent by increases in legal minim1llll 
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ratios of gold to be held by many central banks. In many eases 
:reserves had to be held agajnst sight liabilities, as well as against 
the note issue. Banks have to keep a greater reserve than the 
minimnm in order to provide against possible drains of gold; 
thus the demand for rOllelVes was considerably increased by post. 
war legislation. 

Another feature of this period was the adoption of the gold 
achange standard by many countries. This system consists in 
including 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 resnlted 
in absolute economy of gold in the countries holding foreign 
achange; bnt central hanks 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 wiahing 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 
larger gold reserves than were actually necessary. 

The gold exchange standard increased the complication of 
the international banking system. It disturbed, in certain cases, 
the reciprocal effect of reserve movement&. Gold exports from 
one country augmented the circulation of another; but inter­
national movement of foreign exchange is nothing more than a 
tranafer of rights from one hank to another. 

At the same time, the amount of liquid capital greatly in­
«eased. Keynes estimated that there was betwcen £600m. and 
:£BOOm. of short·term money on the London money market. This 
was prevented from being absorbed as long-term capital. Com­
mercial banks increased in power. Money markets became more 
and more international. Discount policy became more compli­
cated, 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 balanc. 
of payments bronght 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 eurreDGT 
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em now be more easily regulated. A high discount rate attraeta 
foreign eapita!, improving the rate of exchange; gold may ilow 
in independently of the level of prices. Further, co-operation 
is needed between central banks to eqnate non-monetary factors, 
such 88 tariffs. Formerly, movements of gold levelled out exces­
sive differences between loea! price levels. Now, when movementa 
are not parallel with price movements, central bank co-operation 
is reqnired to determine levels of prices. 

ill 
The present position of gold is marked by an increase in 

supply, due mainly to lower prices. Cost of production is 
reduced, and the price of gold has risen so much that mines 
which could formerly be worked ouly at a loss now show a profit. 
This has attracted capital, and output has increased about 12% 
since 1928. Depreciation of the rupee and the high price of gold 
have eansed 8 withdrawal of large quantities from hoards in 
India. By the end of March, 1932; India had surrendered gold 
amounting to $18Om. At lower world prices, industrial demand 
for gold has greatly decreased. While trade is at lower prices, 
central banks may reqnire less gold for reserves. But their lia­
bilities have been less aJfected by the fall in prices than might 
be expected, and the aBSUmption that monetary requirements 
have greatly contracted up to the present is incorrect. 

The demand for gold bullion has materially increased with 
ibe failure of nations to observe completely the gold exehange 
standard. Central banks' foreign exchange holdings have been 
liable to depreciation, and as a result rapid demands for con­
version into gold have arisen. This distrust of foreign curreney 
assets may absorb· the recent incresae in available stoeka of 
monetary gold. 

Maldistribution and sterilization of gold stocks have greatly 
complieated the monetsry position of the world to-day. War 
disruption of normal trade relstions and economic and mone­
tary policies of some countries have caused maldistribution of 
gold. Reparations and war debts confiicting 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 ~es. Changes since tbenare shown 
in the following table:-



74- THE ECONOMIC RECORD OCT. 

C"lIral Gold B""",,,. 
($m.) 

CbaDp. "111M to JIareII 
10/./11 aO/I/n ......... P .......... 

France .. ...... 2,211 8,010 799 36·1 
Switzerland .. .. 162 471 309 190·7 
Netherlands .. 200 3D3 158 76·5 
Belgium .• 200 350 150 75;0 

Total .. .. .. 2,773 4 Jl84 1,411 50·9 

U.S.A. •. 4,593 8,985 -608 -18·2 
Rest of world, ex-

cluding U.S.S.R. 4,756 3.067 -689 -18·8 

12,122 11,236 114 1·0 

Gold accumulated in France, Switzerland, the Netherlanu 
and Belgium, from the in1low of foreign balances, repatriated 
bank capital and foreign capital seeking aafety. In recent years 
France and U.S.A. trade absorbed gold, but failed to increase 
credit proportionately. U.S.A. issued gold certificates requiring 
100 10 cover; the Bank of France can ouly issue franc for franc 
in notes against new gold. By ita "reflation" policy, and the 
Glaas Steagle Act, the United States bas partly remedied the 
sterilization of reserves, but in France no such steps have been 
taken. Dr. Felix MIynarski maintains that gold sterilization by 
the Bank of France wan a paasive and not an active policy. 
With the Treasury embargo on capital exports, France accumu­
lated liquid capital 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 will 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 increase if the gold standard be readopted. 

Increased demands can be offset by enforced meaaurea 
economizing gold. Strain on gold wonld be relieved by concen­
tration of reserves in the central bank in each country. Smaller 
hank notes may replace subsidiary coin. Use of cheques in 
place of notes would help. 

., 
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More e1feetive, however, would be far-seeing central bank 
policies. Close co-operation between central banks and the Bank 
for International Settlements would effect a reduction in per­
eentage reserve ratios. Adequate economies here will depend 
on the size of the reserves which countries consider necessary, 
upon conditions under which the gold standard is restored, and 
upon the acceptance of the old gold exchange standard. Return 
to gold on a devalued baais would greatly lessen the demand for 
gold, and if this be combined with reduction in percentage 
reserve ratios, a more optimistic outlook for the future of gold 
may be adopted. 

Currencies must be managed ao that monetary and eco­
nomic equilibrium is attained and maintained. In addition, 
stability, confidence and free movements of goods and capital 
are essentinl. International movement of gold cannot proceed 
smoothly when the movement of other economic values is ham­
pered by artificial impedimenta. 

BERYL A. ROUCH. 



POLITICAL OBSTACLES TO WORLD 
RECOVERY 

I. Introduction: The two fundamental lUl8umptions of any diaeuI­
sion ot world reeovery. 

U. The distinction between economic and politieal factors.. The 
three main political factors. 

m. The political obstacles to-day. 
(1) Domestie turmoil in Germany. 
(2) The lack of unity between public opinion and demOCTlltic 

government on international affairs. 
(3) Nationalist policies (a> Protection; 

(b) Armaments. 
IV. Conclusion. 

I 

A discllBSion of world recovery is meaningless unless we 
make two initial assumptions of a purely economic kind. The 
first is that the recovery of each nation depends upon the 
stimulation of internstional trade, though the degree of this 
dependence may vary, since some nations are naturally more 
eel£·contained than others. To emphasise the internstional 
factor is not to deprecate the importance of internal organisa­
tion, but simply to point out that however efficient the exploita­
tion of domestic resources may be, it cannot, in the absence 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 economic 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. 

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

The motives of human behaviour are so mixed, and 
the conseqnences so entangled, that it is impoasible to dia­
tinguiah between the political and economic factors with any 
logical exactness. We mnst be satisfied with useful working 
diatinctione. The principal way in which politieal factors 

76 
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impinge upon economic processes is through the destruction of 
confidence. International trade rests on credit, credit on con· 
lldence, and confidence on stability. In stating that stability 
is the condition of confidence, I do not imply that the world 
need remain static and rigid, but simply that the process of 
change, however continuous and far·reaching, ahaIl not be SUM 
aa 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 80 acute as to threaten the framework of national order, 
the fear of civil war paralYl'es a nation's productive power. The 
nationaIa hoard their money or attsmpt to expatriate it, and 
foreigners refuse further credits. 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 attuned 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 a 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 cause of 
I!qnivocation and postponement. The Lausanne Conference was 
postponed for six months, until after the Prussian and French 
elections, but who can say if Herr von Papen represented the 
will of Germany, or M. Herriot the will of France' 

(3) A Government may pursue either a politicBl or econ­
omic policy in the international sphere. In 80 far as it directs 
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its efforts to an increase of the national wealth, it pnrsues AD 

eeonomic policy. In 80 far 88 it is concerned with the achieve· 
ment of national prestige, in1!uence, or independence, it pnrmea 
a political policy. This i. the most important distinction of alI. 
Whether a policy i. politieal or economic depends upon the 
motives and the consequences, not upon the means used. The 
French occupation of the Ruhr in 1923, and the Japanese inva­
sion of Manchuria this year, are examples of the use of the 
crudest and most powerful of political methods for economic 
ends. The erection of tariff harriers is a milder method of 
using politieal authority for economic purposes. Conversely, 
economic methods may be used for political ends, 88 when 
Indians strive to 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 renonnces the A .... chlus.. It is the 
nature of the end and not the means used which dividea the two 
kinds of policy. 

Admittedly it is not always easy to know whether economic 
or politieal motives dominate the minds of the responsible states­
men. When the allied representatives assemble to discusa repar­
ations, it is not alway. easy to discern whether they are most 
concerned to formulate an agreement which will bring a suitable 
retribution upon Germany, and reduce her political strength, 
or one which will be economically profitable to themselves. Some­
timea they do not seem to be aware that these two intentions may 
be incompatible. Yet even if the statesmen concerned 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 pf reparations is economic, it is necessary 
to examine carefully their likely econpmic consequences, whereas 
if they are chiefly of a political character, their economic effects 
can presumably be lightly treated. When a nation puts politieal 
prestige before economic prosperity, its policy is commonly, 
though loosely, described as nationalistic. 0 

III 
To restate the argument 80 far. There are three main types 

of politieal factor, the first two internal and third external, 
which are likely to obstruct econpmie recovery. 

I. Domestic political turmoil. 
II. The instability of democratic government in relation to 

international policy. 
III. Nationa1iam. 
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(1) Polilical p"......,,:z ... Germatlll 

The outstsnding case of domestic turmoil to-day is the 
situation in Germany. Events are crowding so thick upon one 
another's heels, that it is useless to attempt a detailed descrip­
tion of the balance of politieal 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 which other nations might help to relieve 
the domestic tension. 

The political confusion has been primarily caused by the 
eeonomic depression into wbich the wbole 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 reparatious, 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 balauce of 
democratic government, and it is the economic sulfering which 
has given point and v:igour to Hitler's appeal. The political 
uncertainty has quickly reacted upon economic dairs. Take, 
for example, the condition of German agriculture. Until the 
banking crisis in July, 1931, the interest rate on agricultural 
mortgages was 91-10%, and the banks refused to lend on more 
than 40% of the property value. Since then it has heen impos­
sible 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 5-51% interest-the handicap under which German 
agriculture operates will be obv:ious.1 It is true that interest 
was reduced 25%· by the Emergency Decree of December 8th, 
1931, but this carutot affect futurO' borrowings. The esaential 
feature of the high interest rates under which German indnstry 
labours is that they represent not simply economic but political 
risk. They are controlled by the fear that politieal upheavals 
.. ay prevent repayment altogether. This constant interaction 
betwll'en polities and economics is pushing the nation down a 
v:icious 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 .... ry uncertain. But 
the party div:isions in these countries do not involve the same 
fundamental cleavage, the asme deep opposition of attitude to 

1. Article by lIax Bering In ECOROMlc State of c.r.c.. •. 
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the method and end of government as now exists in Gennany. 
The vital political issue in the Reich, is whether demoeraey is 
to survive, or, more accurately, whether it can be recovered. 
The von Papen Government has never met the Reichstag, for the 
very good reason that if it had, it would have been immediately 
overthrown. The ouly direct road to etability is by the re-ea­
tablishment of demoeratic rule. This is not because democraey 
is, in itself, necessarily more etable than dictatorship, but because 
it seems certaio that a dictatorship by the Right can only be 
made permanent through civil war. For the Communists, the 
Soeisl Demoerats, and the Centre Catholic 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 would iocreas& 
France's sense of inseeurity and persuade her of the need for 
more armaments. 

In the interests, then, of internal etability and international 
confidence it is 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
coming Reich elections, it is to be hoped that they will be ready 
to soften their extremism, and so do something to placate foreign 
fears and domestic reseutments. 

It is here that the internal situation is closely related to 
the policy of Germany'. neighbours. For a great part of the 
extremism which Hitler represents is a response to what Ger­
many regards as the unjust peualties the Allies have imposed 
upon her since 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 true 
that Lausanne relieves Germany of immediate payments, and 
that if the agreement is ratrned, it will represent a satisfactory 
settlement of the purely economic side of Germany'. foreign 
difficulties. But it does not touch the political resentments. 
France refused to delete the war guilt clause from the Treaty, 
and the Disarmament Conference has done nothing to satisfy 
tbe 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 eeonomic burden of reparations, 
these political questions may seem slender pretexts for aggres­
sive nationaliBm. And in 1928 they would have been. N otbing 
so surely heals old political wounds aa economic welfare, but 
when depression brings su1fering and exhaustion, old wounds 
are prodded into active ulcers. 

Allied reparation policy shows curions OIICillations from a 
political to an economic emphasis. The 1919 settlement waa 
completely dominated by political motives, and blind to economic 
pOllSibilities. 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 
tranafer protection. The Young Plan, formulated in 1929, waa 
much more completely dominated by political considerations." 
It waa 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 aanctions clause at the second Hague Con­
ference was, in the German view, a complete denial of the 
supposition tliat 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 l'Calism. Unhappily, the psychological 
atmosphere in Germany has beeome so thick with uncertainty 
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 aspects of 
a . single problem. Since there is considerable doubt whether 
the Lauaanne agreement will ever be ratified, either beeause of 
political 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 Agree­
ment is ratified, and until the war guilt and armament griev­
ances have been met, the foreign causes of political instability 
in Germany will retain their potency. 

(2) The 1m/ability of Democratic GOlIeNlmefi/ 

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 prodncing its psycho­
logical effect. When America jolted the Disarmament Confer­
ence out of the somnolence produced by the droning of figures by 

I. S. "Beparatloaa". 101m 1' __ Williazu. l.urneS .... AI_ .. IIan:II. lt11. 
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experts, it only took Italy a few hours to accept unreservedly 
again. Other governments, dependent upon party support, 
conld 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 Lauaanne Confer· 
ence was deprived of ita one big opportunity to win American 
support. 

The speed and decisiveness of the Italian policy stand in 
sharp contrast to the vacillation and equivocation which com· 
monly mark the attitude of democratic governmenta to a new 
international situation. For democratic statesmen, unlike Mus· 
aolini, must always be anxiously alert to the way their decision 
may effect domestic 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 
compromise 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 preaent time we lind 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 aentiment. Throughout the nineteenth century the 
citizens of western nations were being educated in their separate 
nationalisms, and the four years of war was a 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 

t. Ct. A. Zbamem: ''The Inftueuee of Public Opinion OD Forelp Pollq" • 
.ProWnte 01 p..".. ani aer'-. 1.21. 
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century, especially when Protection keeps alive the national 
jealousies. Third, the traditional separation between domestic 
and foreign polities 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 distinct fields, instead 
of the same field looked at from difi'erent ends, and 80 long as 
the domestic side of policy is regarded as more importsnt than 
the foreign, there can be no gnarantee of a close rapport between 
public opinion and governments on international questions. 

The remedy lies with educators and politicians. In sehoola 
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 
division of the world 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 a government to impress upon the public 
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 affaira would not only be valuable educational 
work, but would at the same time ·provide good reasons for 
governmental failures. 

(3&) ProteclitJe Ta':'ff. 
It is not my purpose to discuss the direct economic effects 

of Protection, but to draw attention to those less tangible politi­
cal consequences which tend to be overlooked in tariff discus­
sions. I want to urge that these political consequences are likely, 
in the long run, to have important 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 
as 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 economic 
process in the interests of social justice; if, for example, it is to 
fix wages, that such a policy can only operate effectively if the 

,~ 'on. State and Eeonomic: Lite", 1.ecn..ciowGl AI/_w .. 1&111., 1.1%. 
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domestic economy can be insulated from the shocks of unpre­
dictable changes in the economic policy of foreign nations. 

In democratic countries it is necessary to persuade the 
general public of the advantages of a Protective policy and the 
argumenta 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 excite 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 
aasociation of the two words encourages the belief that foreign­
ness is itself unfairness. This means that the foreigner has a 
lower moral standsrd in business than one's own countrymen. 
For example, a recent advertisement for British products, refers 
with moral indignation to the" insidious propaganda of foreign 
competitors, which seeks to undermine the reputation of 
British workmanship". What could 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 producta are to be protected it can ouly be 
because they are worth protecting. And it may be claimed they 
are worth protecting for two reasons, because they are intrin. 
sically superior though lacking the meretricious appeal of foreign 
producta, or because the home industries, being more civilised, 
pay higher wages. In the first case one's own country is tech· 
nically superior, in the second morally superior. When this 
second argument is developed a tariff issue becomes donbly 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 intereata 
of different nations by a common moral standard. For when the 
Bri~ish 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. Bnt that, presumably, 
would be unfair competition in the field of propagands. 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 consequenee not SO immediately 
perceptible. War i. the greatest enemy of international trade, 
and we have a88UlIled that an increase in international trade is 
the condition of world economic recovery. There already exist 
institutioll8-SUch as the League and the Permanent Court-­
for the peaceful settlement of disputes. The success of such 
organs must ultimately depend, not on any supernational sanc­
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 aud 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 '. 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 unite nations are greater than the interests that divide. 
The a88UlIlption, in short, on which. the League is built, is that 
the economic and cultural interdependence of nations should 
triumph over their political independence. But if the logic of 
a Protectionist world is accepted, nations are divided in their 
economic as well as in their political interests. The foundations 
of the League are smashed into as many pieces as there are Pro­
tectionist nations in the world. To expect any international 
organ of peace to unite groups who are divided not only by 
political traditions,. but by vital economic antagonisms, is to ask 
for the impossible. "In any future that we can foresee," writes 
Sir Arthur Salter, "the main occupation and concern of man­
kind will be the economic struggle; competition between indi­
viduals and between groups, whether of the same or different 
countries, will remain a basic element in human life. The forces 
80 engendered are potentisJJy the strongest in the world, and if 
they are so developed and directed that their collective might 
comes in conflict with any human institution, it is difficult to 
conceive the institution that can withstand the strain.'" Every 
time a tariff wall is strengthened the League of Nations is weak­
ened. Yet surely the prevention of war is the primary political 
condition of world prosperity. 

(3b) Armament. 
The growth of natioual armaments, despite disarmament 

conferences, goes far to substantiate Professor de lIIadariga '8 

I. "'TIM EconomIc 0._ of War:· In Tu C ..... 01 W.,.. 111!. 
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argument that in existing conditions every disarmament con· 
ference must become an armament conference.6 

Armamenta, moreover, are the natural accompaniment of 
Protection, for military force is the ultimate aanction of tariJf •. 
If the State is to be made the austainer and protector of ita 
citizena' economic interesta, as well' 88 their political intereats, 
it is inevitable logic that such exclusive economic interesta should 
be grimly defended. Where tbere is no overriding common in­
terest, the ouly appeal of the special interest is to force. 

I am not primarily concerned with the direct economic 
expense of armamenta, though it is tempting to visualise the 
increase in economic welfare which a country like Britain could' 
promote, if instead of spending £115,000,000 a year on arma­
ments, she were to devote it to social services. Competition in 
armaments h88 more far-reaching economic consequences, since 
it is perhaps the most potent source of world distrust. This 
political suspicion i. the obverse of the lack of economic cooo­
dence. The point is succinctly stated by The ECOfIOmist. "It is 
just because the problem of disarmament remains 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 reatriction of credit 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 88 a whole. We 
cannot bope 'to deal effectively with this or that symptom piece­
meal.'''' 

IV 

I have tried to make a working distinction between economic 
and political factors, but fully recognise that such a distinction 
is not logically 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 con­
sciously directed to a non-economic end, will generally, though 
not always, be traceable to a deeper economic motive. Yen '8 

motives do not just spring up spontaneously; they are a response 
to their environment. Hnman environment is made up of many 
factors, but the basic factor is always economic, for it is this that 

6. See "The DltBeuity of DiAnDJnc". ~ 01 r .... 6th Hris. 
7. TM BCHOttIi.tt. DeeaalIer 5th. 1111, IIaoW b7 W. G. Moon, FraruJ. .. 
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makes life possible at all. The importance of the economie 
!notive, relative to others, always depends on the urgency of 
primary economic needs. These needs have seldom clamoured 
80 urgently for aatiafaction as to-day. This means that the 
nationalistn which expresses itself in tariffs and armaments 
would 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 refnaal 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 all, and 
that the recovery of one will aid the recovery of all. We know 
that politicians, while paying lip-sernce to these propositions, 
do not really believe them, or they could not go on building 
tariffs and armaments. But do the economists believe that they 
are wholly, or ouly half, true' That seems the first question to 
be aettled in any disellB8ion of world recovery. 

W. MAcMAHON BALL. 



FUNDAMENTAL PRESUPPOSITION FOR 
SUCCESSFUL ECONOMIC PLANNING· 

L Introduction. 
IL Essentials of a Succeaaful Plan and the Purpose of Economic 

Organization. 
In. Unconscious Planning in Modern Capitalism. 
IV. Planning and Individual Freedom. 

I 
It is not surprising that, faced with the paradol[ of wide,' 

spread poverty in a world of plenty, or at least of potential 
plenty, many people should be looking for a solution of our 
preaent economic disorders along the lines of conseious 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, so far as I am able to interpret it, being in favour of 
that idea. Even if it is not qnite so disorderly and chaotic as 
is sometimes alleged, even the most enthusiastic admirers of our 
present eeonomic 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 a 
weli-conceived and properly administered plan. The growth of 
a sentiment in favour of planning is quite a good thing. Even 
if we confine our attention to the simpler problems of everyday 
life, experience shows clearly that we are more likely to get 
what we want, without the waste of unneeessary time and effort, 
if we plan beforehand the successive steps which are needed to 
achieve our objective. It is seldom wise, indeed, to have an 
absolntely rigid plan which cannot be modified and moulded to / 
meet changing circumstances. Even if we ean foreeast fairly 
accurately the future trend of evente, there will always be 
some unforeaeen or unforeseeable changes which will demand 
some changes, at least, in the detaiJa 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 nced 
not normally be made, the wise domestic planner will allow for 
some measure of adaptation to changing circumstances. 

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

. life, the advantages of planning are still quite obvious. The 
folly of the man who went to war without counting the cost W1UI 

88 
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pointed out nearly two thousand year. ago, and it i. still true 
that the general who plans best is most likely to win battles. 
A sporting tour i. not likely to prove very sueeessful unless it 
is carefully planned beforehand, and the success of a scheme of 
study depends also largely on similar condition.. Successful 
business men endeavour to adapt their production programmes 
to their anticipations of changes in conditions in the future, 
and their success in business corresponds fairly closely to the 
thoroughness of their plans and their skill in anticipating the 
future. In all these cases, too, there must, of course, be some 
elasticity. A business man must always remain master of his 
plan, instead of allowing it to master him. But insistence on 
the evils of undue rigidity is quite a different thing from throw­
ing douhts 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 recurrenll economic 
dislocations which· alBict the world is the absence of any clearly­
defined social plan in certain, at least, of the outstanding depart­
ments of economic activity. Lacking a clearly ·defined and gener· 
ally-accepted plan, it is not surprising that the economic machine' 
often runs heavily, and sometimes seem. to threaten to hreak 
down and atop altogether. But the very advantages which 
might reasonably be anticipated to follow from a successful 
economic plan make it all the more important that before im· 
mersing ourselves in the construction of a detailed programme, 
we should first consider certain essentiaipreco~ditio)lS without 
which no plan, economic or otherwise, can possibly succeed. One 
important reason why planning has sometimes ended in dis­
appointment is the fact that these essential preconditions have 
not alway. bsen properly understood. Most of them, it will be 
seen, are obvious enough-iKlme, indeed, are almost platitndi­
nous--but history shows clearly that the 10gieaI barriers which 
onght to prevent thinking men from ignoring obvious first prin. 
eiples are often not nearly high enough to make possible the 
performance of their proper function. 

II 
Firat, then, will be attempted a brief analysis of the eon· 

diuons 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 erumre success; that depends on the natnre ot the 
plan itself, and the extent to which it takes proper account of 
the objective limits and facts of the sitnation; but unless these 
conditions are in a large measure fnlfilled, even the most cun­
ningly-devised plan is likely to fail.· The first ohvious essential \ 
for a successful plan is that it must have a purpose, and further,'" 
that the purpose shall be known and understood; the extent 
to which this condition is realized will also, at the same time, 
determine to a large extent the success with which the plan can 
be adapted and varied to meet the exigencies of changing con­
ditionB. Changes are much 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 ot the law which we have laid down for 
ourselves we may entirely Bacrificc its spirit. Much domestic 
planning, indeed, fails precisely on that account. The planners 
forget the ultimate purpose ot their plan, and fix their atten- I 

tion too narrowly on the means selected for the realli:ation of 
the plan, forgetting the wider objective which the plan was 
designed to serve. And in general, it is obviously true that 
successful planners must know the purpose of their plan, and 
shall further be successful in getting those who are to co-operate 
in carrying out the plan to understand ita purpose, too, though 
not neceSBarily in exhaustive 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 knowledge, or at the attainment for 
himself of a position in which he will feel confident in expresaing 
opiniOnB about current problems of a particular kind; the busi­
ness man aims, in the first place, at Belling a certain volume 
of goods at remllZlerative prices, and secondly, at securing an 
adequate profit. 

Curious though it IIl87 seem, in view of the enormooa 
amount of disenssion which has been devoted to economic prob­
lems, there is still no univerBally.accepted answer to the ques­
tion, What is the proper purpose for a general economic plan t 
Most economists would Bay that the purpose of an economic / 
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 distribntion, about which 
there are wide differences of opinion, this purpose for economic 
organization is certainly not universally accepted. Two or three 
years ago, when it was widely maintained that France was the 
most prosperous country in the world, the people who took this 
view clearly had in their minds some objective for an economic 
organization other than the maximum average level of economic 
welfare; for, judged hy that test, France at that time was deft­
nitely poorer than Great Britain and some of the Scandinavian 
countries. Probably steadiness of employment was 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 a matter of degree how far we shonld be willing to 
sacrifice steadiness if as a result we could enjoy other economic 
advantages. Few people would prefer to our present fluctua­
tions a .tate of affairs in which everybody was regularly em­
ployed, with an average income of ouly, 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 l~vel of 
productivity. Many people in New Zealand talk, indeed, as if 
the object of our economic organization were the maintenance 
of a certain numbe~ 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 clear realization that the extent to 
which these things are important-if, indeed, they are important 
-must be subordinate to some wider, more fundamental pur­
po... The clash of ideals involved in deciding 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 his brilliant 
hooks on the United States and Great Britain, experienced in 
his endeavours to get ineide 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 
arguments which to most of the rest of the world appeared 
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irresistible in favour of a liberal revision of the financial cia_ 
of the Peace Treaties failed for 80 long to arouse any approving 
echoes in France. The French were much more interested in 
other things. More important still is the difficulty ari'!ing in 

- regard to income distribution. This, as will be seen later, brings 
us close to another essential precondition in planning, but it 
may be noted here that the eharacter of our plan will depend in 
important respects on the eharaeter of the income distribution 
at which we think it proper to aim. Or the position might be 
even more serious if it were found that in order to be succesaful 
our plan must impose upon people who to-day occupy privileged 
positiona a lowering of their standards, either absolute or rela:. 
tive, such as they would not voluntsrily agree to accept. It is, 
of course, the essential communist thesis that effective economic· 
reconatruction inevitably involves such sacrifices on the part 
of privileged groups as they will never accept unless under 
violent compulsion. Whether this view is correct or not, we 
need not here pause to consider, but it is clear that our thinking 
about planning will remain muddled unless we take into account 

~ not only questions of co-ordinatioD of production, but also of 
ineome 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 eon.sider­
able shrinkage in the ineome dilferences to whieh many people 
have become so accustomed that they now regard them as 
natural. 

So long as this confusion aa to the purpose of our economic 
organization exists, it will be immensely difficult to devise any 
satiafactory 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 difficulty 
in making the changes and adaptationa in the plan which will be 
demanded by changing cireumstances, and the attempts made 
to earry out the plan will be leas intelligent and effective be­
cause people generally will not snffieiently understand the objee­
tive at whieh the plan is aiming. 

Succesaful planning, however, demands much more than a 
clearly..defined and generally-realized purpose. It also presup­
poses, in relation to the unite whose activities are destined to 
make the plan effective, a con.siderable measure of control in 
80 far 88 their actiona impinge upon the plan. Each of us can 
to a large extent plan his own dsily work, because we can con­
trol our own movemente. A. general of a well..disciplined army 
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has absolute control of his officers and men; the planners of a 
sporting tonr have almost complete control over the members 
of the terun, in SO far 118 their actions a1I'ect the progress of the 
tour. The business man does not wield such complete control 
over the activities of his employees, but in normal times, if he 
acts with re8JlOnabie 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 eonsidered for 
the purpoees of the plan as being under control. 

And further, the successful plauner can usoall7 count on 
a re8JIOnable measure of continuity in the methods of productioll .... 
or activity which he and those under his eontrol will be required 
to practise. The manager of a football team will not anddenly 
be called upon in the middle of the tour to stage a cricket match 
or to play football under entirely new rules. The suceessful 
general is 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 
planniug is made much easier if anch changes as occur are rela­
tively small and gradual. Unchanging productiou methods are " 
not an essential condition for the success of a plan, but the plan 
will have a much greater chance of success if this condition is 
realized. 

Even in the simp'lest eases, then, we see that there are three 
general conditions which are either essential to the snceess of a 
plan or at least make success much more probable: first, a clearly· 
formulated and understood objective; second, a high degree of 
control over those actions of the people who are going to carry , 
out the plan which are likely to affect its progress; and third, 
the ahaence of violent change in the methods of work which the 
plan is likely to call for. The confusion arising from lack of 
agreement about the purpose of economic 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 eliect, the same thing, we 
shall examine the difficulties which hamper the succesaful realiza­
tion of the plans which are, in fact, implinit, thongh not always 
elearly expressed or understood in our existing economic 
organization. 
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III 
For our present economic organization, obviously faulty 18 

it ia, is far from being a planless chaos. It does provide a 
machinery for the adaptation of the organization of production 
to changes in the demands of consumera and an examination of 
the conditions which make it difficult for this machinery to func­
tion with perfect smoothness and preeiaion will, at the aame 
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 economic 
organization to changes in the demands of consumera, on the 
one side, and to changes in production methods, on the other; I 
is constantly taking place through the operation of variations 
in relative prices, causing changes in the activities of producera 
through the medium of variations in profits. If consumera 
generally demand more of a certain commodity, it is desirable 
that more of the community '. productive forces should be 
directed towards the production of that commodity. Similarly, 
if a new invention makes it possible to produce some otber com­
modity mOre easily than before, it is desirable that ratber less 
than before of the community's productive forces should be 
directed towards the production of that commodity, the produc­
tive forces thUli liberated being then available for use in other 
directions, formerly explored only imperfectly, if at all. These 
desirable redirections of productive energy are likely to be / 
brought about, though often after much delay and friction, 
through movements upwards and downwards of the prices of 
the commodities concerned, these movements serving as siguals 
to producera, indicating when more or less of a certain com­
modity should be produced In prllctice, this eystem of signals 
often works very hadly. Its indicatora are constantly being dis­
torted by defects in our currency eystem, which in times like 
the present, for example, have the effect of setting nearly all 
the signals at danger, SO that nearly all producers are induced 
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 eystem is also affected by monopolistic 
interferences and other upsetting in1Iuences. It is, however>: 
more important to emphaaize the fact that the response of 
producera to relative price changes is in reality the central ~ 
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 nature, which 
make it unlikely that the machinery will work perfectly 
Imootbly. 

These fundamental difficulties are the failure to realize the 
conditions which were formulated earlier as essential precondi­
tions for succesaful planning in any field of human activity. Our 
actions 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 onr work. A snceessful economic plan demands 
a considerable degree of control over our actions in both depart-

, ments, and it is largely on account of the absence of control of 
either kind that the organization based upon changes iu rela­
tive prices and profits has failed to bring satisfactory results 
in recent years. At the same time, economic planners, so far 
from being able to count upon a reasonable measure of con­
tinuity in methods of production, have been compelled con­
stantly to face the conseqnences of sudden and violent changes, 
requiring that the old game should be played according to en­
tirely new rnles. These facts must alao be considered by anyone 
attempting to devise an alternative and more effective method 
of planning. 

IV 
Obviously, it is much easier 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, 
flrstly, 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 
immensely di1I!cult are the instability and variability of demand 
and the numerous and rapid improvements which have taken 
place, and are still taking place, in productive technique. The 
two are, of course, closely associated. Instability of demand 
means that people switch 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 produc­
tion of wool, as people now for many pnrpOllell 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
flcial silk industry happens to be developing in ",me 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 
rising rapidly, both of which conditions were fulfilled in most 
industrial countriea during tbe last quarter of a century, in 
spite of the 10ll8e& inflicted by the war. The successful business 
man in recent years has had to anticipate bow people whose 
wealth was increasing would spend their increased incomes. It 
is not surprising tbat many mistakes were made, for often the 
people whose wealth was increasing could not themselves have 
predicted how they were going to spend it. Bnsineas 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 bonnd to buy systematically from the same 
shops, a factor which makes it difficult to eIiminate 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 thiug 
if. we did Dot insist 80 strenuonsIy on freedom of choice in the 
expenditure of our incomea. 

The e1Iiciency of ecoDomic planning is also diminished by 
the £act that we like to decide what work we are going to do, 
and what sort of busineas, if any, we are going to experiment 
with. This sort of freedom may be even more illusory than 
the other, especially in times of depreasion, but, nevertheless, 
we cherish our illusions, and like to pretend to ourselves that 
we are masters of our fate, free agents, and not merely doing 
what we have been ordered to do, Much of the ill-feeling which 
sometimes arises in connection with unemployment relief works 
is undoubtedly traceable to this fact. If a planning authority 
could tell people exactly what they were to buy, and conid 
order them to do whatever work Was regarded as Deceasary by 
the planning authority, then the task of planning would be 
much easier than, in fact, it is, and this is a central and funda­
mental fact, whether we are thinking in terms of the present 
economic order or of some substitute for it. 

The difficulty of controlling prodncers arisea in its most 
acute form, indeed, when we begin to think of co-ordinatiug the 
economic activitiea of two or more states. It is the easenco of 
a progressive economic organization that there should be con­
atant lluctuations in the relative distribUtiOD of our productive 



1932 FISHER: SUCCESSFUL ECONOIUC PLANNING 9T 

forees, both of capital and of labour, aa between diJferent 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 paat 
as the main sources of employment. If progress throughout 
the world, or, to take smaller geographical units, in the British 
Empire, or in the Pacific Baain, demands such changes, eve..,. 
country' is convinced that the changes should be made somewhere 
else, that within its own borders the status quo in this respect 
should be maintained. Each part of the British Empire is 
willing to make concessions to the others, but ouly 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 systematic economic planning, which, must inevitably 
involve some disturbance of vested interests. Similar dilIieul­
ties would ine>'itably stand in the way of an economic plan for 
the Pacific. Vesled interests in unequal income distribution 
further illustrate the same point. 

The difficulties of rapid shifts in demand have undoubtedly ., 
been much intensified in recent years by the quite unprece­
dented improvements which have been made in methods of 
production, in agriculture and transport, aa well aa in manu­
facturing. The net result of these improvements haa been two­
fold: first, a great increase in average productivity per head," 
which in itself haa made possible much wider Iluctuations in 
demand; and second, a need much more intense than we have 
ever known before .for rapid transfers of labour and capitalr 

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 ditIIcuity of deciding how people with large incomes are 
going to spend those larger incomes. We do not need so many 
eoalminers, because oil fuel is cheaper 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 indnstries which are going to meet these 
increased demands, are problems not to be solved by facile 
references to economic planning. 

It is not, of course, 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 ditIIcuities 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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esaggerate 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 tbie "freedom" were to be 
limited. Freedom, indeed, is one of the numerous words. which 
are used in such widely-varying contexte that it is often difficult 
to attach any clearly.defined meaning to it. It may well be' 
that sacrilice of freedom in tbie sense is the esaential pre-requi­
site for the exercise of freedom in. other and much more funda· 
mental senses. In some direetions, indeed, control of demand 
would mean merely the exercise of rather more common sense 
than is at present usually displayed. Similarly, the reluctance 
of national groups to admit the necessity for a readjustment ill 
the relative importance 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 
eonsequences are likely to be more unpleasant than if they are 
carried out deliberately in accordance with a well-devised plan. 
Certainly, if we approve of planning, we must be prepared to 
discover that the plan cannot succeed nnleas we are willing to 
impose upon ourselves restrictions of a kind which on snper­
lIcis! consideration would appear irksome to some people. Such 
restrictions may, indeed, turn out to be the price which must 
be paid for the benelits of economic progress. We may be able 
to ensnre an undisturbed enjoyment of the fruits of increased 
productivity ouly if we are willing to take out part of our 
increased dividends in snch "!"ayB a8 are prescribed to us by a 
central planning authority. Many of the jolts which are still 
sbaking the economic structure of the world are the resnlt of 
the general reluctance to admit the fact that planning means ' 
increased control of individual and group action. People have 
attempted to carry out various partial plans, but, at the same 
time, they have insisted upon exercising the same degree of.J 
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 cannot at 
the same time enjoy the benefits of conseious planning and the 
fine feelings that go with complete economic freedom. 

ATJ,AN G. B. FISHER. 
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I 

In a discussion of the ways in which the progreB8 of ration­
aJisation in other countries may he expected to influence Aus­
tralian industries, it is important to emphasise the uncertainty 
of meaning which has gathered around the term rationalisation 
itaelf. Are we to consider it merely as minor though multi­
tudinous manifestations of tie attemp~ to achieve technical and 
operative efficiency in industry, fr 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 viewpoints. This has 
at least the merit of heing realistic. Much more progress, as 
might he expected, has heen achieved in what might he called 
the lower than in the higher stages of rationalisation in Europe 
and Ameriea. That is to say, there has heen more progress in 
the drive for waste-eliminating organisation, administration and 
operation within the busineB8 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, co-ordinated national and international planning of 
economic life. Coherency and unity of purpose may he said to 
he the keynotes of its more ultimate aims for industry. Neither 
the one nor the other may yet he a marked feature of the 

99. 
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rationalisation movement in countries 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 mechanisiug of processes, we may look for evidence 
of rationalisation at work. 

It is the purpose of this paper to examine some aspects of 
the in1Iuence which the rationalisation movement in other coun­
tries is likely to exercise on our own industries. Imitation and 
suggestion may be expected to be one medium of such influence. 
But influence will come most powerfully through the pressure 
felt by our producers, either on the home or export marlets; 
consequeut on any competitive advantages gained through 
rationalisation by industries abroad. It becomes of interest, 
therefore, to ask which of our existing industries are most open 
to these influences. 

It is possible to urge that this question baa 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 precisely 
the kind of false argument of escape to which Australians 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 do/JII 
realise progressive economies for overseas producers, it is exer· 
cising an influence 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 our home market from 
the corresponding industries undergoing rationalisation overseas. 
This selection is given in Table II. Table III 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 
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of product for which there is the most considerable demand. 
The portion of the market served by overseas producers, except 
where the products are raw or processed materisls required for 
Australisn manufactnre, will be represented in the demand for 
a wide variety of specislised products. The demand for these 
tends to split up into small lots. The varied, specislised and 
parcel nature of this demand constitutes the main unfettered 
opportuoity for the overseas manufacturer on the Australian 
market, because it does oll'er something like an ell'ective bar 
against Anstralian manufacturers entering these fields of pro­
duction. Nevertheless, as will be shown later, there has heen a 
strong disposition, and a rather unwise one, for Australian 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 Australisn market raise fundamental questions. Can further 
rationalisation of Australian industries enable our 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 f Is it desirable that our producers shonld pursue this 
double aim! We may pnt the question another way by asking 
whether there are desirable limits to economic autsrchy for 
Australis. The question was given practical and immediate 
significance at Ottawa. Britain urged upon the Dominions that 
their tarill' rates·" should be 80 graduated as to give British 
products a reasonable chance of competing on even terms; also 
that the duties against British products should be fixed for 
protective purposes no higher than is necessary to give a fair 
chance to reasonably efficient Dominion industries.' '1 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 industriea, severally 
{)r as a whole, exhibit "reasonable efficiency"; or, if that task 
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 JIr. Stanley Baldwin, • __ r of the Britilh ..... t.ioD. to Uae 
Ottawa Imperial Efecmc:.nie Conference. at Otta--. la17 28. 1932. 



102 THE ECONOMIC RECORD OCT. 1982 

preliminary and tentative inquiry of the second kind which is 
attempted here. It will focus, as far as pOOBible, upon those 
structural aspects 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 revealiog the 
optimum magnitude for the unit of operation or control, and 
upon discernible tendencies towards greater mechanisation 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 "umber of larger·seale units from the growth in 
seale of the largest units. These distinguishable though obvi­
ously related forms of concentration we shall call respectively, 
for the purpose of description, primary and secondary concen­
tration. A further distinction should be drawn between concen­
tration of or within productive units or plants and concentra­
tion in the buainess control of related plants. These several 
distinctions are relevant to the question how far forees are 
working for or against greater rationaliastion of production and 
marketing in Auatralian industries. 

For B generalised picture of these structural dilferenees in 
our induatries, as well as for time series which might reveal the 
tendencies in mechanisation Bnd improvements in processes, the 
published statistical aids are lamentably inadequate. Such rele­
vant aggregate figures as are available are shown in Table I.· 
The table presents a better picture in outline of the growth of 
our manufacturing industries (mining, agricultural and other 
primary industries are not included) than of the factors with 
which we are here concerned. By comparison of percentage 
dilferences as between the earliest and a late year in the period 
covered, there is certainly suggested (i) a movement away from 
rather thao towards greater primary concentration, as measured 
by the disparity in the growth of "factories" and employees; 
(il) a considerable growth in mechanisation, as measured by the 
increl\Be of value of plant and machinery and increase of horse­
power used; (iii) a very uncertain tendency in "reasonable 
efficiency", as 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 so partly because the real degree of concentration is certain 

z. Drawn from data In Commouwealth Production Bulletin. 
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Growt! of AuatraZian Manufacturing Iflduatriu, 1919-20 to 19S().31 
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to be obscured by the presence in almost every industry of a 
clnster of very small nnits statistically described as though in 
no realistic sense factories as ordinarily nnderstood; partly be­
eanse 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 growtb in numbers of the very 
smallest units be eliminated from the figures of "factories" as 
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 e .. l<wgemerot of 
the bigger units, a fact apparently belied by the decreasing 
figure of average number of employees per factory. We may 
eonclude that there has been more concentration, both primary 
and secondary, of factories responsible for substantial output 
during the post-war period tban is indicated 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 because 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 nnits. 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 Acting Commonwealth Statistician,' be partly 
acconnted for by the probability thaf book values had in carlier 
years been written down by many concerns below their mark~t 
value. What is more significant, however, is the impossibility 
of writing down interest commitments on that portion of the 
increasing values in recent years for these items represented 
in entirely new eqnipment. The same difficulty applies to the 
new installations made in the depression period by estahlish­
ments which have tried to retain their competitive position by 
the offer to consumers of new-style products or of lower-priced 

s. The proportion of smaU eoDeerIlS has hem given an adventitiOWl illen!Ue in 
IWCeD.t :veaI'1I hI' the incluaion. from. 1121..-28 onward.. of bakuiel. hitherto omlttecL 

.. Prel1min&r7 e1lDlD1UJ' of ataUtties of manllfadoJiDc inctu.trle. fur "" 
eliding .lane. 1.11. bned 16th Ma1'. Itaz. 
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Concentration in Awtralian Industries Subject to Oompelitive Influence of Overseas Rationalited IndmlMtI 
SeU'ng on Australian Overseas Markets, 1929-30 
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commodities produced by new machinery or more IIllII!8ive opera­
tions. There has been some tendency thus to counter the in· 
creasing ratio of overhead charges by a larger output, and to 
depend upon such advantages as may accrue from greater turn· 
over at lower selling prices as a substitnte for disappearing 
normal profits on lower output. 

IV. 

We may now turn to a more particularised 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 aft'ected on their home and export markets respectively by 
stronger competitive power accruing to aimilar industries already 
Etrongly under the influence of the rationaliastion movement 
overseas. Again, we meet with the limitations of statistical aids. 
Little significance, for instance, is to be attached to the absolute 
number of units of production or "plants" or to the absolute 
number of employees in each industry, except 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 
industries by average size of unit, and as an aid in conjunction 
with the modal interval in the distribution series of units 
arranged according to number of workers employed. Out official 
publications do not show the spread of units, in terms of em· 
ployees, in the interv{ll "101 and over". In the absence of this 
subdivision of the interval, it is difficult to get an adequate 
picture of the degree of secondary concentration. Only a rongh 

. measure may be made by the percentage columns in the tables. 
If we relied solely on these figures, it would be inferred 

that ouly five of the industries concerned-woollen and tweed 
textiles, matches, chemical fertilisers, metals and tinned meats­
have as their most representative 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 typical 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 a dozen is relatively 
large. Whatever degree of truth is in these inferences is made 
less sure by the classification of widely dift'erent types of com· 
modity production in the same group, an arrangement which 
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obseures the importance of some units of large seale in certain 
industries. Thus the figures are particularly misleading for 
the group "Ironworks and Foundries", which includes the great 
iron and steel enterprises at Newcastle and Port Kembla, with 
abont 4000 and 1000 employees respectively; for" Agricultural 
Implements", in which the predominant enterprise employe 
approximately 2000 people; for "Rnbber Goods", with one fac­
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. G 

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 confirms, a considerable 
though somewhat lessening degree of primary concentration, i.e., 
pereentage 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) mateh factories, (iii) tinned meat works, (iv) 
coal mines, (v) metal extraction works, (vi) chemical fertiliser 
works, (vii) boot and shoe factories, (viii) biseuit factories, and 
(ix) cauned fruit and jam factories. There is suggested also 
a considerable degree of secondary concentration, '.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) coal mines, (v) mateh factories, (vi) rubber goods 
factories, (vii) biseuit factories, (viii) canned fruit and jam 
factores, (ix) confectionery factories, (x) soap and candIe fac­
tories, (xi) chemical fertiliser works, (xii) knitting factories, 
(xiii) agricultural implement works, (xiv) cotton mills, and 
(xv) iron and steeJ, works. In all of these 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 indnstry, whereas 

6. The modal intervals for CoaIliliniq were work..J out from the data eontaineci 
lD. t.he ltining Inspectors' district reports included In the Annual Report of the Min_ 
Depllrtment of N.S.W. for 1929. 

6. Other intet'estillK eJl:amplea: At .... t ball a doun wooUen and tweed miDI 
J":'e workina foreee raog1na: from 400 to 8OG: at Ieut three kbittinc factorle. with 
from 660 to 900; olle ootton mill with n-r17 500; one eonleetionery iaetory with 
~ 300, uother with nearly 600. another with over 700, and the largat: witb 
DeUb' 2,000: Obe ealvarUaed iron workiDlr put wit.h Oft!' 460. a.o&ber witb ~ 870. 
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a Sour mill or a dried fruits packing factory with a Bimilar 
number would be very large. 

RationaliaatioD, aa a movement towards elimination of 
redundant productive capacity within industries, implies in­
creased and more deliberate concentration, both primary and 
secondary. The possibility of increaaed concentration and con­
trol of productive capacity will be conditioned by factors 
peculiar to each industry. In Australia further primary concen­
tration in all the industries which have exhibited it already in 
considerable degree will first be countered by geographical 
requirements. In most cases there is the desirability of having 
plants, in view of transport costa, at points most convenient for 
the distribution of the product throughout several metropolitan 
or large town centres, and the territory most readily served by 
them. This will apply more particularly to woollen and tweed 
mills, chemical.fertiliser works, and, to a lesser extent, to boot 
and shoe factories, biscuit factories, match factories and jam 
factories. Other industries 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 sheda and factories, and other industries of like 
nature. Yet, despite these geographical requirements, there i. 
evident scope for elimination of redundant units, particularly 
with boot and shoe factories, coal mines, timber mills, butter 
factories, and dried fruit packing sheda. 

Another factor (ountering the tendency to primary concen­
tration will be the extent to which the tendency haa already gone, 

. as 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 match industry, in which there arc ouly seven 
faetories, one of very large scale with about 650 employees, and 
two others with about 100 each. On tbe other hand, there is 
apparently plenty of scope yet for an increase of larger uuits, 
with displacement of smaller, in woollen and tweed mills, and in 
many industries tempting to the small would-be producer, such 
as the making of confectionery, knitted goods, wearing apparel 
of all kinds, and some rubber products. 

As to secondary concentration, which may amefrom the 
expansion of already substantially big units or from the 
amalgamation of a number, both big and little, a factor of im­
portance likely to hinder further development will be the uncer-
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tainty how far the initial costa of serapping some plants, or the 
tnmefer of their equipment to one centre, or the installation of 

. larger·scale new equip~ent in one centre, will lead to the 
appropriating of a larger share of the market, permit the sub­
etitution of m8lill for" jobbing" methoda of production, and not 
create conditions for the emergence of those overhead costs 
peculiar to great size. The uncertainty is a very real factor in 
Australian conditions of manufacturing, because the wide 
variety of consumption which marks our high standard of living 
tempts the producer seeking 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 economiea of larger out­
put, he tends, on the other hand, to spread his capital resources 
over equipment for the production of a variety of articlea. If he 
does not succeed in relatively short time in appropriating a 
larger share of the demand for most of these varietiea, he finda 
himaelf loaded with a costly equipment suited probably for 
m8llll production but uaed 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 operations and output, may escape. 

There can be no doubt that the contraction of demand which 
has been a featnre of buainess in the last two and a half years 
has sharpened difficulties of this kind for the largest enterprlaes 
in many of our industries. Old doubts 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 
excessive supervision, record-keeping, accounting systems, and 
the like. In other words, it has been found possible to carry 
secondary concentration too far in Australia. This is because 
overhead may grow to proportions difficult to adjust not only 
to these recent conditions of sharp falling off in demand and 
price, but also to a demand ordinarily so split geographically 
and in variety as to give better opportunities in many industries 
to producers of small and middling size. 

These cousiderations will not apply to all industries in equal 
degree. In the iron and steel industry, for instance, the require­
ments of technique have driven organisation very far in second­
ary concentration, but wisdom has dictated a narrowing of the 
range of the products of the steel roiling mills to a limited num­
ber of "bread and butter" lines. This limitation or range has 
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not been noticeable, nor perhaps eo possible in' view of the 
dominance of style changes, in the rubber industry, where like­
wise secondary concentration has proceeded very far., Agricul­
tural implement making occupies a position somewhere between 
the iron and ateel industry on the one hand and the rubber 
industry on the other. The tendency to eulargement of the 
very few big knitting factories possibly carries with it dangers 
in view of the low overheads possible to the numerous small 
.. family" factories which have been springing up rapidly. The 
same note may be sounded about the confectionery industry. 
The larger engineering and foundry establishments appear also 
to be facing the dilemma of mounting 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 coneentratio~ of plant operation rather than with concentra­
tion of finaneW and administrative control. These two sorta 
of concentration are distinguishable, for the reason that the 
former may be an internal adjustment of several processes 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 ateel, fertilisers, coal, cement, salt, textiles, distil­
leries, glue and gelatine, electrical goods, gypsum products, and 
newspapers. Prime objectives of these mergers bave been the 
reduction of over-eapacity, more even distribution of the work 
of units, machinery and employees, a consequent reduction of 
overhead, and a stabilising of the market. The amalgamations 
in most of these groups have been too recent to permit con­
clusions as to their effect upon over-eapacity, particularly as 
the depreasion has augmented capacity in almost every industry. 
The chief result so far has probably been to strengthen the com­
petitive position of the combined concerns. But this advan­
tage has not been attained to the degree of expectstions in some 
eases beeause the agreement binding members of the combine has 
permitted a measure of internal competition between units, and 
in others 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 thongh several of the formidable combinations are able to 
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claim that their plants could, in their respective spheres, meet 
the whole of the requirements of the Commonwealth. 

The amalgamations of recent years eamlot be said to have 
gained· an overwhelming conviction that large.scale industrial 
strnctnre in Anstralia makes easy the path to conquest of the 
market. The di1lIcn!ties which have 8OlTonnded the manage­
ment of the largest concerns in the present period of abnormal 
business conditions have revealed certain weaknesses of 1arge­
scale strneture as such. In 80 far as the appreciation of these 
weaknesies 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 abead. 

It is doubtfn1 how far the increases of figures of hora&­
power used or of value of plant and machinery in Australian 
mannfacturing during the post-war period (see Table I) may he 
read as evidence of rationalisation. Growth of machinery which 
takes over manual operations and gradually alters the ratio of 
mechanical and manual factor. has become a normal aecompani­
paniment of the changes in twentieth century techniqne. What, 
then, among these changes ean be ssid to be distinctively evidence 
of rationalisstion' It is very diftlcn!t to give a convincing 
answer. All one may venture to say is that, in so far as rational­
isationmeans a more conscious, deliberate and aggressive 
attempt to eliminate wastefn! methods, involving a new spirit 
of scientific initiative, any marked improvement in technical 
processes in a abort 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, since the 
war, shown no marked changes in the ratio of mechanical eqnip­
ment and labour employed. Amongst these are to be fonnd those 
indnstries in which the scope for mechanical processes or their 
extension is not great-fJDch as the processing of dried fruits, 
the canning of fresh fruits and meats, and the m"nnfactnre of 
biscuits, chemicals and drugs, soap and candles, and leather 
goods. The range also covers such industries as boots and shoes, 
eonfectionery, 1Ionr, fertilisers, paper, matches and engineering. 
The mechanical operations in some of these industries are fairly 
extensive, and in some jnstances 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 
are first the textile group-woollens and tweeds, and cottou and 
knitted good&-whieh, together with rubber shoe manufacture, 
have had to make constant and costly adjustments in machine 
equipment. Here, as 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
tiona have aleo been a feature of the larger iron and ateel enter­
priaes which have sought to keep abreact of the latest develop­
ments in blast-furnaces, coke-ovens and the like in Europe and 
America. And there has, within recent years, been a marked 
progreaa in other metal extraction industri_new engineering 
developments at Broken Hill, ineluding a combined electrical 
power installation based on the newest Enrope8D. uses of tht 
Diesel engine, new technical methods on the Mt. Iaa lead-zinc­
silver ore field, and new ways of handling copper ores in Ta&. 
mania. A few of the largest N.S.W. coal mines have shown • 
sinillar tendency, though coal mining generally in Australia haa 
tended to become leaa rather than more mechanised. Finally, 
there deserve' mention the noticeable deVelopment in technical 
refinements in butter manufacture and the succesaful progreaa 
in kiln seaaoning by some enterprises in aaw milling. The im­
provements in butter manufacture have not involved much 
expensive mechanisation; those in aaw milling have done so. 
Both industries, however, may fairly be credited with showing 
something of the ratiQnalising spirit. 

Another, and perhaps even more significant evidence, of 
rationalising procedure in the Commonwealth in the post-war 

. years is to be found in the steady but unobtrusive work of the 
Standards Association of Australia. The problem of evolving 
standards and more simplified practice for general acceptance 
in Australian industries haa proved a very stubborn one; but 
progress, though unequal aa between different industries, haa 
been substantial in some direetions, notably, in steel rails and 
structural sectiona, cement and eleetrical equipment. The engi­
neering industry is at a foeal point in this movement, but, aa 
the general service nature of the industry in Australia imposes 
natural limits to speeialiaation, the adoption of standardisation 
and simplification may be expeeted 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 

H 
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to the movement in ·that country. Moat of the advanced 
meehanical equipment required by ind1llltries in AlllItralia is 
imported, and to that degree the engineering indlllltry in this 
country need not be expeeted in any advance of rationalisation 
to play quite the important role. of ita counterpart in the older 
indlllltrial countries; but ita importance in this respect may be 
expeeted to increase rather than diminish. 

Certain tentative conclusions may be drawn from the fore· 
going diacUBSion. The first. is that competitive pressure from 
overseas has in Australia produced a discernible movement 
towards greater concentration and improvementa in technical 
processes in unequal degree in different indlllltries. In some, 
however, there has in both or either of these respecta been a 
noticeable lag, not always justified by necessity. In some, the 
dort by leading enterprises to build up large unita 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 
mutual competition between Australian producers as a result 
of competition from abroad. It does throw cousiderable doubt 
on the policy of attempting to appropriate too much, whether 
by a few AlllItralian prodncers as against the rest, or by all 
AlllItralian producers as against those overseas. It may further 
be concluded that the rationalisation movement in other coun­
tries will continne to exercise a competitive preasnre 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 conclusion, however, is that indus­
trial rationalisation for A1llItralia needs to be concerned as much 
about the optimum distribution of overseas and local service 
of our internal market as it does about structural and technical 
questions. 

F. R. E. MAULDON. 
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L The Situation prior to the Crioia. 
IL The Oneet of Depression. 

m. Internal Aggravating Factors. 
IV. Measures of Readjuetment taten prior to 19U. 
V. The Economic Report. 

VL Readj_ still Ineomplete. 

I 
The situation in New Zealand prior to the depression was 

eharaeterized by the following conditions:-
(1) A national income of £186 millions in 1925-26 and 

£150 millions in 1928.29, or about £1q<l per head of 
population. This figure is equal to the corresponding 
Australian figure. 

(2) Annual overaeas interest obligations inereasing from 
about £5 millions in 1921-22 to £8i millions in 1929.30, 
on account of general government and local body in· 
debtedness; or an average of £5. per head. One·sixth 
of the total figure is accounted for by local body debt. 
The corresponding Australian figure was £4t per head, 
one-twentieth being aeeounted. for by local body interest 
obligations. 

(3) Annual net new OVert!eall borrowings of about £6 mil. 
lions, or £4 per head. The corresponding Australian 
figure was 'about £5 per head. These borrowings kept 
bnsiness on a high level, helped to sustain prices, and 
augmented the national income. 

(') The dilferenee between external credits and debita was 
in the case of New Zealand met by an annual excess 
of exports over imports averaging some £3 millions, 
thongh this dilferenee was subject to fiuctuations (due 
to the greater aensitiveness of export prices) within the 
normal limits of about plus £11 millions and minus 
£4 millions annually. 

(5) Such 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 

1. 'I'be ~ QUQted. in tbh artleJe are drawn from amcw Jnforalatlon.; aotaIIb" 
tIM .&.traliaD CollUDODwealtb and New Zealand Oftleial Year Boob, tbIt New ,...... 
MoDtIIb' and tbo Autnllan Quarterl:r .AbstraeIII of StatlRlca. and the Report. of tile 
Beooomfc Commit-. 1982.. The writer hi indebted to Prof .... r H. BeWaaw, Aackla .. 
V~ CoIIeeI. for • numba' of helpful .ua-Uou. 
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payments over reeeipts up till the year ended 3l1t 
March, 1929. In Australia, on the other hand, the 
national accounts had been showiDg a 1endency not to 
balance for some time put. 

n 
On this aituation there impinged the followiDg iDJInene., 

moatly originating overseas:-
(1) A aharp fall in commodity prices, increasing the real 

burden of fixed money indebtedness and other con­
tractual obligations expressed in terma of money. 

(2) A greater fall in the prieea of exportable goods than 
iD the prieea of imports:-

T_. 

1924 •• 
1926 .• 
1926 .• 
1927 •. 
1928 •• 
1929 •• 
1980 •• 
19S1 •••• 
1982 (.June) 

lfldtz Number (WAol"'lIN) 

(1909-13 - 1000) 

-. --. 
16M 1534 
1627 1616 
1668 1487 
1478 1876 
1492 1846 
1488 1842 
1449 1382 
1836 1309 .. 1299 1288 

~.'Ne -. 
1788 
18118 
1640 
1626 
1688 
1628 
1288 

984 
849 

These drop. over the lut two yeaN would have been abont 
10% greater but for the exchauge movement, whereby £110 New 
Zealand roughly equal £100 (.terling) to-day. The drop in 
the pric .. of imported g~ has been retarded aI.o nearly a 
further 100 points because of the enormom incr..... in the 
tariff on petrol, wheat, 1I0ur, and smaller inCrea&efI in re.peet 
of praetieally the whole range of imported goods. 

The fall in pri ... of New Zealand exports waa not, how­
ever, a8 great aa the corre.ponding fall in Amtralia, the fall 
to first quarter, 1932, since 1926-27 being 42% in the case of 
Australia (in Amtr.lian currency) and 40% in the case of 
New Zealand (New Zealand currency). In terms of sterling, 
the falls have been 63% Australia and 45% New Zealand. 

Thia maladjustment led to:-
(a) Seriom :financial difficulties for the prodneers for ex­

port, who, to the extent 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, 88 there is 
re880n to BDPpose the retome to the farmer have fallen more 
sharply than the index number of export prices beeanse of the 
B1uggishness of costs of processing and transporting farm pr .... 
duce between the time the goods leave the farmer and the time 
they are shipped for export. It is unfortunate that fuIIer de­
tails are not available as regards these latter costs. 

-. IDda: lftllllba' of Indo: of Export 
....AdaIO --........... y-. hna ec.t:. (.... Putoral and XOIH!'T w ..... ...-. C!Iudlna ..... ). DairY Prodvc&. 

1924 1586 1649 1533 1567 
1925 1582 1747 1556 1599 
1926 1555 1407 1579 1608 
1927 1574 1896 1604 1594 
1928 1642 1548 1656 1602 
1929 1686 1492 1658 1599 
1980 1628 1168 1665 1662 
1931 1490 881 1542 1447 

The fundmnental eanse of the depr....non in New Zealand 
is stated in the Economic Report" to be the "fall in export 
prices, combined with the failure of other prices, including in­
terest, rents, wages, fees, taxes, and other payments for services, 
to fall in sympathy. These diflerences in price movements are 
due, in the mai,n, to the retarding inIlueuce on lOme prices of 
contraet, agreement or cnstom." Thns the farmer or bnsinesa 
man whose products are falling in price is faced with interest 
payments which are fixed for a considerable period, while 
cbanges in the wages and aaIaries 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 

. to a further curtailment of demand, so that a further fall in 
prices is neeessary if output is to find a market. Since proftt 
is the mainspring of enterprise and productive effort, production 
mnst faIl of!' and unemployment increase. Hence, the only way 
in which eeonomic recovery ean take place is to cause the profits 
of enterprise to emerge or increase. Practieally this means that 
a readjustment must occur between selling prices and costs." 

There has been a consequent weakening of the security of 
mortgages and embarr&88lllent of the stock and station agents 
and other institutions bound up with rural finance. 

It is clear that the depression fell with greatest severity 
on the pBStoral farmers and the wage-earners who lost their 
jobs, and to a lesser degree on the recipients of hnsiness proftts 

L ZcaDc.de Bepazt. par. t. 
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(especially in the 11lDlrY trades) ; while (except where suhstan­
tial concessions were made to debtors, and except to the extent 
that the creditor claaa has been loaded with extra taxation to 
meet budget deficita and unemployment charges), until the paIIII­

ing of the National Expeuditure Adjustment Act, 1932, makinc 
further cuta in wages, interest and reuta, the recipienta of fixed 
ineomes have actually benefited from the circumstances which 
brought ruin to others. The wheat farmers have also been in 
a favoured position, because the price of their product bas been 
suhstantially maintained by the sliding seale of import dn..., 
while their eoeta have declined fairly sharp1y. 

(b) A temporary depletion of the London balances of the 
six commercial banks operating in New Zealand, leading to a 
raising of the exchange rates and other devices to adjust the 
volume of importa to the altered conditions. Incidental ettects 
have also eusned. There has been an increase in the money 
burden in New Zealand of fixed money interest and capital 
obligations abroad, aeeompanied by aome rslief to export pro­
ducers. There has, however, been an inerease in the coat in 
New Zealand currency of importa into New Zealand. 

(c) An almost complete drying up in London during 1931 
01. the soureee of loan funds. This closing of the London market 
to new loans came mnch later than in the ease of Anstralia. 

(d) A sharp fall in national income. 
(e) Emergence of Government deficita, despite streuUOID 

<!Borta towards eeonomy. In the year ended 31st March, 1930, 
there W88 recorded an excess of reeeipts over expenditure 
amounting to '15 millions. In the next year there was an 
__ of expenditure amounting to 1-63 millions, and in the 
year ended 31st March, 1932, an excess of expenditure amount. 
ing to 2-14 millions. 

(f) Other evideneeB 01. &aute depression are as follow l-



1924 UIll6 1928 1927 1928 1929 1930 1931 --
Unemployed on Regiaten. mid..J'une .. -- -- 680 493 2,247 2,462 3,3]3 3,431 5,448 44,G21Cl 
BuDding permits !:Jbrincipal towne, ~ .. -. Il Il 9·7 9'0 8·6 8·9 6-0 • 2'6 
Mortgages regiote , £In • • • • .. .. 41·1 47·1 40·0 33·2 38·6 39·8 30·6 13'4 
Mortgages diachargedb, £In . . . • .. .. 29·7 34·0 29·2 24'0 26'3 28·3 20·6 10·1 
Land Tranafel'lJ, £In . . . . . . .. .. 34·0 36'6 33·3 29·6 30'6 32·1 26·3 13.8 
Totalizator Inv8stmentsc, fm .. ., ,. ., 7·7 8·4 8·6 7·6 7·6 7·2 7·6 6·3 
Percentage of free to fixed D.~ta, D.o. quarter, % 124 121 110 88 76 74 67- 47 
Bank debits, weekly average. . . • . . . II d d Ii 19·10 22·0 20·1 16·8 
Average of 26 share f.rices in January (par= 100) .. 199 206 204 213 231 196 162 
Value ~roductioJl , £m . . . . . . . . 118-1 111·7 112·1 119·9 126'3 118·2 97·9 90·3/ 
EltiIna national income, tm . . . . . . 142·0 136·0 138'0 144·0 UO·O 142·0 120·0 110-0 

• The It81 ftauN .... ".140. b Year elided 3l.t "reh followl .... e Year ."dedI Ilat lab'. • Not aval1abh. 
• Lut alae monthl nb'. f Prellaltaan MbaatL 
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m 
There have also. been the following amoDgBt other interDal 

obetacles to recovery:-

1. Past borrowing, notably for transport services,' for 
hydro-electric development, and for advances on real estate in 
excess of the real requirements of the Dominion. Local bod,y 
indebtedness in New Zealand increaced from £26·19 millione on 
31/3/21 to £65·69 millione on 31/3/31; while general Govern. 
ment indebtedness increased in the same decade from £206 
millions to £276 millions. This condition will be remedied gradu­
ally as population increases, bnt it adds appreciably 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. Virtnal exhaustion of fruitful avennes of eapital expen­
diture, due to a failure in the post-war period to realize the 
merits of a (admittedly difficult) policy of saving np capital 
works in times of general prosperity, to be prosecnted with 
exceptional vigour in times of general depression. For some 
years prior to the depression it had been recognized that there 
must be a gradnal "tapering off" of borrowing. A problem of 
transferring labour from capital works would therefore have 
arisen eooner or later, even if the price fall had not supervened. 

4. Rigidity of interest rates, rents, and other long·period 
aontractnal charges. •• Over recent years the burden of interest 
payments on the taxpayer has been increasing in four separate 
ways, which are cumulative in their e1fects. This burden hall 
inBreaeed :-

(i) By the rapid increase of debts. 
(ii) By the renewals of debt at higher rates of interelt 

not wholly offset by other renewals at lower rates. 
(iii) By the declining interest-earning capacity of publio 

works, due io part to the recent expenditure of heavY 
sums on new works which fail to meet their ioterelt 
bill. 

(iv) By the fall io prices, which means that more pMuee 
must be sold to meet the interest bill.' 

.. See N'" B.,... ....... Jiq. 1111. ~ 'll-ll. a. '1' __ .......... 
....... HOY'. lth. paa. HI-If5. a. 8IDidl. BM ... " ......... XaF. 1", ...­...... 

'- ..... Ie BePCJIt. pM. Ii.. 
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5. Rigidity of wage rates and working eonditioaa. 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 
inlluence in keeping up costs than does the level of money wages. 
At a time when all seetio9s of the community are revising stan­
dards that were economically possible only in the period of high 
e%pOrt prices and beavy overseas borrowing, a revision of rep ... 
lations governing working conditions in industry is appropriate. 
It is not suggested that free competition without any intor­
mediary regulating authority should be restored. What i. re­
quired is a relaxation of the rigid conditions that the community 
could ad'ord in the days of prosperity, hut cannot ad'ord now.'" 
6. Protection of uneconomic industries. At one time, 

wheat and 1Iour were receiving a tari1l' protection of the order 
of 100 %, and the present figwe is not far below this. Recent 
offieial investigations of certain manufacturing industries have 
also caused some uneaameaa as to whether the community is not 
paying too dearly for the protection it affords certain secondary 
industries. I 

It is not, of course, suggestad that the whole of the pro­
teetive tari1I'should be aboliahed overnight, as that would doubt­
less involve serious unemployment. Many proteetad industries 
are, however, beyond doubt a national incubus, and the polieT 
of treating the asaistance of immigration as a capital expendi­
ture in the past has simply meant that a liability has been 
treated as an asset. 

7. Increaae in unemployment (and conaequent necessity 
for relief taxation) due to: 

(a) Depletion of certain natural resources, e.g., timba-, 
kauri gum. 

(b) Technological ehanges. 
(e) 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 action, the Government 

called a joint conference of representatives of the three main 
political parties in August, 1931. No report reaulted; the Bole 
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 
olIIcial Opposition. 

5. ~ par. lOL ..... , .. ......,.._"' ... _ .. Ia_ ....... r __ 
.... 11 ... 8.«.\). 
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The end of 1931 marks a convenient dividing line, sinoo 
it was early in 1932 that the "Economic Committee" and the 
National Expenditure Adjustment Commission were oet up. Up 
till the end of 1931 the following measures of readjustment 
(_e of them automatic) had been e1feeted aince 1928:-

(i) A fall in internal prieeli and in the eoot of living of 
the order of 10%. 

(n) A rise in the exchange rate to 10%, bringing relief 
to export produoors. 

(iii) A contraction of imports from £45 m. to £24, m., under 
the in1luence of (a) banking policy 88 regards interest 
and exchange rates, (b) increased tari1fa. 

(iv) A general reduction in wages of 10%, ordered by the 
Arbitration Court on 29/5/31 nuder Part II of the 
Finance Act (No. I), 1931. Previoualy moet awards 
had had a currency of some three years or more. 

(v) A reduction of 10% in wages and aalaries in the 
Public Service, and other eeonomieo in public expen­
diture, under the Finance Acte, 1931. 

(vi) The paaaage of legialation to enable mortgagors to 
secure relief from both interest and principal under 
certain conditioDB, and special conaideration to mort­
gagors by all Stete lending departmente. These pro­
viaions were extended by the Mortgagors' and 
Tenante' Relief Act, 1932. 

(vii) Taxation relief and increased wOOdies to the fanniDg 
industry. 

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

(iI) Special taxation on gilt-edged income. 
(x) Increased land development and settlement, and un­

employment relief. 
(:Ii) Legislation for a co-ordination of transport to limit 

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

(m) The utilization of reserve funds and raids on certain 
speeial funds, e.g., the Main Highwaya Fund, bnilt 
up largely from the ear-marked proceeds of motorista' 
taxation. 

(xiii) The raising of special taxation for unemployment 
relief. 
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In December, 1931, the Government found itself faced with 
some difficulty in the matter of meeting its loan obligations iu 
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 so, on 1st January, 1932, a system of exchange con­
trol was brought into operation, all exports being effected under 
licence, and the proceeds realized in Loudon being ratioued by 
the banks, who were during the six months the pool lasted 
accorded a monopoly of exchange business. This amounted to 
a virtual pegging down of the New Zealand-London exchange at 
the existing le-.:el 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 bndgetary 
situation in New Zealand. The Economic Committee presented 
a comprehensive report on the 24th February, twelve days after 
appointment. The report considered that the measures of read­
justment 80 far adopted were inadequate, assuming (as the 
members, not without reason, believed they were jnstified in 
doing) that export prices would not rise, a resumption of over­
aeas borrowing was not likely, and any suhstsntial increase in 
production per head was not to be looked for" 

The recommendations of the report may be considered under 
six main heads:--

A. Compulsory "cuts" in internal interest and rents of 
20% and/or special taxation of investment incomes, this finding 
being based mainly on the injustice caused by the change in 
the purchasing power of money alfecting all unmodified credi­
tor-debtor relations that had not subsisted for at least fifteen 
years, on the danger of wholesale insolvencies if 80me relief Was 
not given to debtors, on the intolerable, growing, real (as dis­
tinct from money) hurden of fixed charges on industry gener­
ally, and on the impracticability of making any further" cuts" 
in wages 80 long as the wage-earner tnew that one clasa in the 
community (people with titles to fixed money amounts) was 
actually benefiting from the circumstances which were spelling 
diaaster to many. A somewhat similar recommendation was 

7. EeoDomic a..port. par. "-
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made by a majority of the members of the National Expenditure 
Commissi9n in their Interim Report:--

"Private compositions alfeeting both principal and In_ 
ars being arranged daily, but, in our view, & general ehaDp 
sueb as i. contemplated cannot be left a1togetber to natural 
economic forces to bring about, as mch a poliey may under pre-­
MDt eonditions be too slow in operation, and may not result in 
an equal all-round adjustment. Mortgagees and others whose 
Incomes ars derived from fixed investments cannot hope to 
.... pe a comparable and equitable contribation to tbe ceneraI 
acrifiee. " 

The urgency of these considerations was deemed to outweigh 
any adverse effects that might arise incidentally through impair. 
ment of confidence in the "sanctit.>' of contract .... 

The Economic Committee, however, omitted to consider the 
alternative of a cut in capital ohligations without a cut in in· 
terest rates, nor did it consider adequately the inequities involved 
in cutting internal bnt 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 fall in prices, while the other creditor's investments (apart 
from default) 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 thia 
Act & 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 threc financial years commencing with 
that beginning during 1932). The following exemptions are, 
however, provided:--

(a) Bents 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 contracts entered into after 1st April, 1932. 
(c) Interest on deposits or advances repayable on demand. 

L Economic Report. Section X; Natioul hpeDlIlItuN ComID*IoD·. IDterbIl 
Bepart (1'12. B-U. paps 11 and 17 .. 

I. &coaomlc Report, par.'1. 
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Thia standa:td rate of cut is 20% of the rate prescribed by 
the contract if entered into within the five years ended on 
1st January, 1930, and in other case. 20% of what the rate 
would have been had the contract been entered into on that 
date. Power exists for any aggrieved creditors to apply to the 
Court for exemption on the grounds of hardahip, etc. No 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. 
(c) Five per cent. on other mortgages and on prefereDCe 

shares. 
Why these quali1!cations were introduced was probably on 

the aasumption' that if such low rates were prescribed 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 a low 
rate no concession at all, e.g., where the debtor has submitted 
to an unduly high capitalization in the case of vendors' mort­
gages or some other onerous conditions. 

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

. cut and ordinary dividends had more or less vanished would 
have created an anomaly. Yet the effect in those relatively few 
eases that exist where profits have been maintained has cer­
tainly been to penalize the preference shareholders in favour 
of the ordinary shareholders, unless the aggrieved shareholders 
have been able to secure exemption from the Court under the 
"hardahip" clause. In good times, when the ordinary share­
holders may be receiving from 10% to 15% dividend, 'there is 
no suggestion of increasing the preference shareholder's return; 
he received a limited return in good times 80 as to be assured 
of a reasonable retum in bad times. There is the further point 
that the capital value of a mortgage remains nearly the &&me 
because it will eventually fall due at par, whereas a reduction 
in the rate of interest on preference shares amounts to partial 
eonftseation of capital through reduction in value, a preference 
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share being at no time redeemable at par. Here, again, the 
point seems to emerge that an all·round scaling down of capital 
obligations would probably have been more equitable than in· 
terest "cuts". A hint of this problem is contained in Section· 
166 of the National Expenditure CommiNrion's Interim Report 
(1932 B4), which ststes "Iter alia:-

"Cognizance must be taken of the fact that the burden im­
posed by mortgage charges based OD inflated values is impos­
sible. 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 values is involved.. 
A reduction in the rate of interest from (oay) 7 to even 4 P!'r 
eent. io not going to help a borrower who has a mortgage of 
£10,000 on a property whieh to-day will not produce sufficient 
to enable him to pay the reduced rate on :£5,000, or even less." 

The Govemor·General bas also by Order·in.Councii author-
ised by the Act prescribed low maximum rates of interest on 
income payable On deposits with savings banks, with buildings 
and investment societies, and with trading companies. Without 
aneh a provision, the difficulties in the way of making reduced 
rates of interest effective would have been very great. Even 10, 

difficulties exiet in that the bank rates of interest were left 
una1I'ected, as, indeed (being mostly at call), they needs must 
bave been. The commercial banks bave, however, voluntarily 
reduced their rates by!% per annum, following a previous i% 
reduction a year or 80 back. 

By way of further· exception, on virtnaIly 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%. Loeal authorities, after the deduction of 5% of the pro­
ceeds for administrative expenses, are entitled to receive the 
net proceeds of this new stamp duty. Where this stamp duty 
is imposed, the previous 2d. fiat rate duty on receipts for 
interest is abolished. 

Why a lOrD 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 Act, 1932. This 
Aet extends the previous year's provisions for postponement of 
action against (and other relief of) mortgagors in the following 
l'8Ipects, ,"'er alia:-
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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 exerciae power of 
sale, ete. 

(ii) By extending to all elasses of mortgage lut year's 
special provisions relating to farm mortgages in reo 
spect of postponements, reductions and remissions of 
interest paymenta and postponement of principal 
repayments. 

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

(iv) By enabling the Court in its discretion to release 
mortgagors of land from their obligations under the 
e C 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 previous legislation in connection with the relief of debtors. 

The legislation, while assisting the position of existing 
debtors, and imposing on the creditor class a measure 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%, so as to bring about a 
reduction in real income received by the wage and salary .... rD­

ing class, thus making it bear some proportion of the real fall 
in national income, estimated to be between 10% and 15%.10 

Pursuant to this recommendstion, the National Expenditure 
Adjustment Act, 1~32, made a cut in public servants', ete., 
wages and salaries, in addition to the 1931 cut, snch that the 
majority of snch employees sustained an aggregate cut of 19% 
(slightly less in the case of the lower-paid ranks, slightly more 
in the ease of very highly-paid oftlcers). Althollgh an Act of 
1931 gave power for general reductions in wages to be amended 
by the Arbitration Court not more frequently than once in six 
months, and although the possibility of reducing award wages 
is facilitated by the more elastic provisions of the Industrial 
Conciliation and Arbitration Act, 1932 [see (e) below), this 
aeeond "cut" has not been applied to award wages or to more 
than a section of other wage and aalary earners in the less pros­
perous industries. A further cllt in award wages of some 6% 
(this will be increased when the full effects of the rent, etc., 
cuts manifest themselves) is already justified by the recent falla 
in retail prices, assuming that the emergency unemployment 

1.. a. Caeker. EeotIOMic Raor4. May. leu. pqa lleM!!. 
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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 fnrther 
general eut is undoubtedly hindering in many industries a 
solution of the problem of getting production costa down to • 
level mODe commerumrate with the fall in wholesale prices, and 
eontains elements of irritation and danger to indnatrial peace, 18 

'under the new conditions wage reductiona are likely to be 
. ell'eeted in pIecemeal fashion, in accordance not so mueh with 
economic needa as with the relative bargaining strengths of the 
parties. Against this must be set the fact that many concentl 
are not working fnll time; alao casea of wages being paid in 
excess of award rates are much 1_ nume1'01lll now tIuin two 
'or three years ago. 
. C: Relaxation of the past rigid working conditioJl8.ll Bee 

1Miint III (5) above. 
This position was met (though perhaps not in a manner 

that would earn the nniversal approval of the members of the 
Economic Committee) by the Industrial Conciliation and Arbl­
,nation Amendment Act, 1932. In the past, generally speaking, 
every dispute has had to be referred to a Conciliation Council 
before going to the Arbitration Court; 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 automatically to the Court for settlement. Now, however, 
reference to the Court in the event of failure of the Conciliation 
Council to reach a settlement is to take place only if the a_ 
SOrB are virtually unanimous that the dispute should be so 
referred; in any other case where settlement is not arrived at, 
existing awarda or industrial agreements affecting the parties 
to the dispute automaties1ly lapse in most eases 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, nnion, or 
association affected at any time within a month of the dispute 
being settled before a conciliation council. 

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

11. EeoDoadc Brfpo~ 8eettn XL 
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Previously it was virtually impossible to vary an award during 
ita currency except in so far as 1931 legislation bad permitted 
general" cuta" in wages to be applied not more frequently tban 
once in six monthe. • 

A further provision of the 1932 Act is that unless \he Court 
considers circumstances are inappropriate it is in every future 
award to provide for the establiehment by mutual arrangement 
between the parties of "Indnstrial Committees" representative 
of employers and workers in the indnstry throughout the dis­
trict covered by the award, with the object of promoting har­
monions 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 BOpn to say yet how far the adoption of (a) to (0) 
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 existing tax rates, 
(2) Exploration of new forms of taxation-the "sales" tax 

is especially mentioned, not without some misgivings. 
The Government has, however, announced that it will 
call a halt in taxation increases for the nonce. 

(3) Treasury Bills. 
(4) Additional "economies", some of which are suggested 

in the Report, but which field has been more fully ex­
plored by the Natioual Expenditure Commission, many 
of the recommendations of whose interim report found 
expression in the legialation of the 1932 Emergency 
Session, notably curtailments of pensions, raising the 
school age from five to six, raida on special funde, ete. 
Other recommendations of the Interim Report bave not 
yet been fully adopted, notably, those in favour of 
reducing the number and curtailing the privileges· of 
members of Parliament, closer scrutiny of permanent 
appropriations, etc. 

E. As regards loeal body matters, the Economic Report" 
expects that much would result !"om a Commission set up to 

11. Beoaomle Report. SectIon xu. 
lL &eobuade BQort, Seetioa. XIIL 

6 
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eumine II11Ch quations 88 compulsory mergers of small, con· 
tiguous looal districte, other economies, ete .• ete. So far. how· 
ever. the Government has made no move to set up such a 
Commj8Rjon. 

- F. RaiIMg exchange rates from the present 10% to an 
nnspecllied higher level; thus maintaining the money value of 
securities and other assets. scaling down the real burden of 
internal fixed money indebtedn..... reducing without industrial 
friction real wages and other costs, thus incidentally tending to 
alleviate the unemployment problem). shifting part of the bur­
den from the paatoral farmers and the etoek and station agents 
to other classes in the community. and checking the further 
prospective fall (by repercussion) in the incomes of the reet 
of the community." Mr. Park (Secretary to the Treasury) 
dissented from this particular recommendation. and it haa been 
freely criticized in other directions, notably. on the following 
grounds:-

(11 The danger of UBing curreney manipulation 88 an in­
atrnment of political poliey. 

(2) The beneficial results of the higher exchange in 80 far 
as they affect the budget are less immediate and certain 
than the adverse effects, and in the transition period 
the Treasury might be eerionsly embarrassed. Pr0-
fessor Murphy writes on thia point:-oJ" 

"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 bonua materializes at a higher 
income level. And in any ease there can be no proof 
other than that of experience that aggregate national 
income would be increased by such a policy. especially 
when the indirect reactions of depreciation in damaging 
imPOrt and other bnsinau activities are taken into 
accounL" 

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 leut temporarily, an­
other problem in the shape of an undue building up of 
the Londou funds of the banks. These could only be 
used to payoff some of New Zealand'. overseas debt 

14 Ecooomle Report. 8ectIom VnI and IL 
11. N.&. Ii'iIutINW n.... "q.. 1_ papI 1 ... L 



1982 IIEALB: CBlSlS IN N.z. 181 

(but that would entail a certain 8IWlunt af antedating 
of internal taxation in New Zealand), to transfer to 
New Zealand some.of the loans at present domiciled 
abroad, or if a bad season supervened in Australia 
might be nsed to ~and advances in Australia to an 
extent not p088ible if Australian and New Zealand 
banking were entirely independent. 

(4) 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 up substsntial 

reserves in their books againat exchange apprecia­
tion. 

(b) The uncertainty of the situation would tend to 
hamper trade. . 

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

(d) Secondary industries would 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. 

(5) The Report did not foresee the easing of the situation 
that took place later throngh the raising of a £5 m. loan 
on the London market. 

VI 
Under the following heads action seems, however, still to 

be ealled for:-
(1) Further lightening the burden on the pastoral farmers. 

Farm products are, however, notoriously subject to wide 
price fluctuations, and'a case can be made out for 
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relieving the farmer, not of the whole burden, but onl7 
such portion thereof as he could not have been by 
reasonable foresight expeeted 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 suggest real economies to bridge the gap, and at 
the same time not aggravate the unemployment prob­
lem. The question of economies in local body admini&­
tration will also have to be taekled. 

(3) Removing the burden of uneconomic industries, both 
primary and secondary. 

(4,) Finding a solution of the unemployment problem." 
In the last few years unemployment in New Zealand, in com· 

mon with other countries, has assumed serious proportions. A 
committee was set up in 1928 to investigate the problem, and, 
following on the presentation of ita report, an Unemployment 
Act was placed on the statnte-book during the 1930 session of 
Parliament.17 

Moat of the schemes are of the natnre 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 establishing themselves. 

E. P. NEALE. 

II. Dr. N-.)e'. paper eoatalMd .. brief daeriptloa of the 1IIM!IDPlOJlDlllt 
____ adopted b7 New ZealaDd. TbaM haTe been outlined in receDt __ 01 ~ 
B ..... ic- BcMord. to _bleb nferenee ta made in footnote 17 below. T(I ... e Q&Oe. 

&hU part of Dr. NeaJ.e'. paper baa heeD pea~ abridpd (EdItor). 
17. See Ffllher. ECIOftOMiW: RU07'd. No.em.bu. 11ft. p:qa 8 ..... 71; ~. 

BOOII01Itk ~eoNl. No~. 1930, J)QtI 2SS-llfO: Lawn. BGOft01Ilicl .B.oonI. N~ 
.... 1111, PaaeI 10"-101; 0uIIP.beD. B...,.id lUeord, ..,.. tt81. P"- 101-1CK. 
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L Introduction. 
n. Seasonal Price Fluctnatio .... 

m. Seasonal' Flow of Supplies from New Zealond ' 
IV. Trends in Dai!'7 Produce Pri ..... 
V. 0rIcin of Dai!'7 Produce imported into the UDitec\ XiDgdom. 

VL Potential Suppliel of Butter and Cheese. 

I 
In the pr_nt paper it is intended to examine BOme of the 

faetors which are operating at pr_nt, and which are likely to 
operate in the future, on the marketa for dairy produce. It 
will be obvioas by the nature of the subject that it will be impos­
sible to do more than deal briefly with such topics 88 are dis­
cassed, and further, that the method of attack will be selective 
rather than exhaustive. While mcidental reference will be made 
to world conditions 88 such, the main purpose of the paper is 
to analyse New Zealand conditions in the light of world con­
ditions, and to make BOme commenta 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, hut it is submitted that 
with prohibitive tariffs in Canada, the United States of America 
and Germany (although in the last country the tari1I' may be 
temporary), the aole available market of any size is England. 
Consequently, any major effecta arising out of conditions of 
supply will be observed in that market. As far 88 Australia 
and New Zealand are concerned, Eugland is practically the sole 
market of any importance. .Any changes which are to react on 
the conditions in th_ two countries will be traced in the Eng­
lish market. 

II 
It is not the whole truth to say that the prices of butter 

and cheese on the London market determine the profitahleness 
of the New Zealand dairy farm. Nevertheless, since there is a 
very considerahle lag in internal costa of dairy farming, the 
effects of price changes are magnified considerably in the ulti-

1. 1111 colleeti_ data for t1da paJ'l4Z' the wrlter h.. recelYeCi Talu-' .. Iat.aDN 
ftom Sir wUUam Hant and lIr. KcKeIlar. of WrWht., St.pbadOD " eo. ud fro-. 
II-.n. Bruch aad Pott.iDpr. of the New Zealand DairT Baud. 
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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 since butter 
and cheese represent 32'3%, 36'4%, 40-7% and 43·0% of the 
total exports in 1928, 1929, 1930 and 1931 respectively, the 
importance of bntter 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 

8ea.sOML Varialions 'n Priu 
Tobl6 .A01Oing IA. """,'Aly ""erage pric .. for tTte fen 11 __ 

1922-31 of New Zealmod butler aM cTt .... Oft fTt. 
London market 

(In shillings per cwt.) 

.oath 
January 
FebNU7 
M ... h _. 
April •• 
May 
June 
July 
AuguR _. 
September 
October 
November 
December 

Butter 

168-1i11. 
188·6 
183·7 
167·, 
167·2 
IM-! 
170·7 
172·9 
177·7 
178·3 
171·1 
188·2 

H·3 
93·7 
92·, 
87·8 
84·0 
87·2 
00·3 
91·2 
H·O 
98·8 
98·0 
91·1 

The above table is illustrated in graphieal form in Graphu 
1 and 2. The figures show 1lDJDistakable seasonal trends. In 
each case the lowest month is May, with a marked tendency to 
rise to SeptenIber in the case of butter, and Octoher 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~me Northern Remi­
ophere butter, particularly Danish, tends to approximate the 
price of colonial frozen butter in May, June and July progres­
sively, and to diverge therefrom till January. From which 
mouth to May the divergence tends to grow smaller. A similar 
!act is ollaervable With regard to Canadian Cheese. l)oth these 
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eases indieate a wider seasonal swing in the priees of the eom· 
modities of these countries than in the prices of Southern Hemi· 
sphere products. Thls divergence probably reflects .. demand 
factor. Fresh, spreadable Danish butter is always in demand in 
certain areas, and· during the northern winter the supply is 
insnftieient to satisfy the demand at the prices necessary to 

CHART I 

MONTHLY PRICES OF BUTTER AND IMPORTS. 
• GREAT BRITAIN 
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The followiDg eunes are represented:-

L Percentage of total lUIllual imports of butter enteriDg each 
month. 

IL Percentage of annual import from New ..... '.Dd enteriDg each 
month. 

IlL Monthly prl ..... 

clear the product in the ftuah months. The fact of the divergence 
of Canadian cheese suggests also a qualitative di1I'erence from 
the New Zealand product.-

It will be Been from Graph No.1 that there is a very _­
tinct inverse correlation between the price curve of New Zealand . 
butter and that of the total supply of butter. This is what 

z. New Zealand e ....... of the cheddal' 't'ariety and bellee .to. not ~ 
wJtb the hard eheeM of the Contfnnt. n. main eQIIlpet;iton are the c.a.dIa. .. 
...... cbeddara. Ii b He .......... ",Idle PGUDUUi7 ~t ~ aN 
DQt. at pnMDt of ndt .. YOI1uDe .. to warrut apedal ..at:km. 
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might be upected. Despite distinct 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 
po6itive correlation between January and May suggeatB that there 
are countervailing factors operating. There Bl'O, of course, the 
inereaeing supplies of new 8e&8On's butter from the Northern 
Hemisphere. The more negative correlation from June to De-
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The following curves are repre_ted:-

I. Percentage of annual import of eh_ from New ZeoJend enter-
ing each month. . 

IL Percentage of annul import from New Zealond and C&II8da 
entering each month. 

m Monthly price& 

cember is a re1leetion of the decline of Northern Hemisphere 
butter, and of the fact that till October Southern Hemisphere 
supplies 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 cheddars. 

The above discussion 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 August, 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 

production of butter and cheese in New Zealand. The figures 
for 1922 to 1931 ouly are given, as the general cllM'e of produc­
tion has been practically identical over the past ten years:-

TABLE n 
Mo.dlt.l!l Proauctm. of DaW!I Proaw:e Oft N..., Zeoland. 

Table .howifl{} 110_ m01ltlt.l!l proauctm. of bulter a .. a chee.e III 

a perce .. tage of ", .... vol supp/!l for 110_ decade 1922-31 

Butter Ch_ 

Januazy .• 13·' 1'·8 
February 10·8 12·1 
March g.: 10·8 
Aril 6·G 8·0 
~y .. ,·1 S·8 
June 1·4 2·0 
July ·8 ., 
August 3·0 ·7 
September 7·2 4·2 
October •• 12·0 9·8 
November IS·1 J 14.2 
Deeember 16·G 16·7 

Allowing for a lag of two months necel!lllllY for the produce 
to arrive in England, the production curve and the imports 
curve follow almost identical contours in the periods 1922·25. 
However, the curve of imports into England for tire period 
1928-31, while agreeing with that of the period 1922-25 for the 
months of December to March, the lluBh 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 waa avallable in the period 
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from July to October. In thess years only 6·3~ of the annual 
butter supplies were available over the mouths of August, Sep­
tember and October, and 5·5~ of the annual cheese supply 
during the mouths of September, October and November. Now 
this smallness in supply coincides with the period when there 
ia a marked reduction in the qUantity of Northern Hemisphere 
butter. Consequently there ia 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 
following table:-

TABLE III 
810wiftg 'he change ." Npply of N OV1 z...z-a b .. " .... arul ch __ 
01t ,ho Engl"l market at partic..wr perilHU during 1922-25 au 

1928-31 
(Til. figtt.ru qt<Ot.d .h_ the percefttage of a""ual Npply 

a1lGilable ." th_ """",.. .rulicat.d) 

Ba_ 

I_lUI 1928-1931 

.Jane to Ootober .. ))·7% 19·0% 
Augun to Ootober .. 6'S% 13·'% 

a.-

1922-1_ 1928-1931 

.June to October " .. 17·00/0 18·9% 
September to November .. 4·4% 10·1% 

Not •. -Total cheese ia total Canada and New Zealand. 

Any policy which aim. at the orderly marketing of New 
Zealand butter and cheese muat aim not merely at smoothing 
the New Zealand aupply curve, but also at some smoothing 
of the total supply curve. To do so involves some reduction 
of New Zealand suppliea 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 practieal 
detail, the merits of whieh it ia not propOiled to diBCUBB fully 
"6ft!. For eumple, it would involve not only increased atorage 

.,' 
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capaeity in New Zealand, but aIao considerable finance for the 
period of storing. Further, it would involve greater co-ordina. 
tion of marketing policy than is apparent to-day. 

It is extremely difficult to &tate the extent to which the 
policy of the New Zealand Dairy Control Board baa resulted in 
a smoothing ont of seasonal price tluctuations. When com­
pared with the seasonal tluctuations 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-DECEMBER, 1931 
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butter, and between 1925 and 1930 in the ease of cheeae. How­
ever, it is difficult to say whether the tluctuations in the earlier 
period were due to a marketing policy (or to a look of poliey) or 
to general uncertainty on the market. It is probable" that the 
smoothing out of New Zealand supplies as described above baa 
bad some smoothing tendency on prices. , 

IV 
Long-term priee trenda are important in &dequate survey 

of the market for butter and ebeese. The aeeompanying graph . 
"-, 
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(No.3) shows the trends of butter and cheese prices over the 
past ten years. They are constructed ou a thirteen·monthly 
moving average of prices. A very interesting fact, for which 
adequate details are not at preoent available, is that the prices 
of butter and cheese tended to move in opposite direetion 
between 1922 and 1925. This probably redeeta a supply factor. 
The following table givea index numbers of total import&, and 
of importa of New Zealand bntter and cheeae into Great Britain 
during the period 1922-31:-

TABLE IV 
IfIdoz N"mbers of Imports of Butter Gild Clwue to .E"I11a1ld, 

1922-31 
(Base: Annual Average for 1922-31 = 100) 

Bu_ 
y-

Total Imp<ll"W N.Z. Imp<ll"W 

1922 .. · . 12 85 
1923 .. .. M 87 
1924 .. .. 89 83 
1926 .. · . 98 96 
1926 .. " 97 89 
1927 · . · . 98 97 
1928 · . · . 103 98 
1929 .. .. 107 101 
1930 .. " 113 120 
1931 .. · . 1M 1_8 

m.-
Y ... 

Total Importo N.Z.Impon. 

1922 · . · . 90 82 
1923 · . · . 96 88 
1924 · . · . 98 94 
1926 .. · . 106 87 
1926 · . · . 102 G6 
1927 .. · . 100 103 
1928 · . · . 102 lKI 
1929 · . · . 102 114 
1930 · . · . 118 1116 
1931 " · . 98 109 

. It will be noted that cheese importa have been relatively 
stable over the put ten years. There is some evidence of a riae 
in the standard of living in the immediate post-war years, with 
a consequent inereue in the demand for butter. Relative to 
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this increased demand, butter tended to be in short supply till 
1925. Butter consumption, on the other hand, inereased eon­
siderably between 1922 and 1925, after which the rate of pro­
gress was much less rapid. The increased supply would natur­
aIly offset any tendency to rising prices in 1923. In 1924, since 
the imports (e"cluding Irish butter, which is included 88 

an import for the first time in 1924) are considerably lower than 
in 1923, the decreased supply would tend to cause a 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, aa noted above, 
with a steadiness in the supply of cheese and a falling off in 
the supply of butter in this latter year. The ahove deductions 
are admittedly meagre, but are sufficient for our present 
purpose. 

From 1925 the contour of the curvea 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 cheeae rose in 1928 to the price received 
in 1925, butter did not reach to within lOs. per cwt. of the price 
of 1925. (Discnasion is, of course, on the baais of the thirteen­
monthly moving average of prices.) It is also rather significant 
that this upset the normal ratio hetween butter and cheese 
prices, and provided a stimulus to cheese making in the 1929-30 
season. Cheeae then fell at a greater rate than butter, and 
hence the reverse tendency was noticeable, namely, a change to 
butter making. Sin.ce New Zealand provides the major portion 
of the cheddar cheese supply of Great Britain, the effeet of 
these changea 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 
statistical investigation failed to give any really definite resulta 
aa to the amount of change in price relationship between hutter 
and cheese, which haa proved necessary to cause a change from 
butter to cheese making or ~6 vwm. 

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 importa from 
1903 to 1931. 
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It must be remembered that while cheese importa have 
increased by about 18% since 1913, and by about 11% since 
1923, butter importa 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 yeara. On the other hand, 
butter importa have very ateadily increased, the average in­
crease being about 5% per annum. (N.B.: Throughout this 
paper, unless expressly stated, cheese refers to New Zealand 
and Canadian cheese.) 

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

1. Tbe steady increase in Australian supply since 1927, 
reflecting a movement in Australia towards dairying. 

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

3. Omitting Russia, the steadiness of the proportion of 
about 45 % of Baltic butter arriving on the English 
market since 19M. 

~ The slow but steady increase 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 
increase in the proportion of New Zealand cheese, are the out­
standing features. However, the cessation of the export of fresh 
milk from Canada to the United States, consequent on the rais­
ing of the U.S.A. tariff, has already resulted in an increase in 
factory production; and though this increase has mainly affected 
butter making, it is bound ultimately to affect cheese produc­
tion. Hence the predominance of New Zealand in the London 
market is bound to be challeuged 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 discussing the prae­
tical operations of ~ marketiug. 



TABLE V 

)903 )906 )909 )912 )914 )918 1921 1924 1927 1928 1929 1930 1931 -----
AlI8tnWa .. .. · . ·4 12·4 7·7 16·8 11·4 34·3 26'3 10·7 I1·G 12·3 14·8 14·0 18·G 
Canada .. · . 8·8 7·0 1·1 I·G .! 1·6 ·7 .g 1·2 
New Zealand : : .. · . 4·8 7'1 6·G 8·1 9'4 21·3 20') 23·1 21'4 24·8 22·3 2!'2 28·0 
Argentino .. .. · . 2·) 1·2 2·1 ]'8 2·3 16·' ~3-9 12·2 10·] 6·6 6·9 6·3 6·3 
Denm.ark .. " · . ,,·4 87·8 ".) 40·0 43·4 11·7 4·0 40·6 37'3 38·6 36·1 37'9 36·0 
France .. " · . 11·0 8·) 9·4 4·1 9·3 1·8 ·2 1·7 ·3 1·1 ·3 ·1 
Holland " ., .. 3'9 3·7 3'4 2·6 2·3 1·7 1·3 
Norw.y &Ild 8_ .. 16·! 4·1 8·3 8·' 4·2 1·1 3·4 2·7 3·7 4·9 3·4 
Rulli. " .. .. 11·) 11·8 )6·6 16·8 14·0 '8 .g 4·7 "0·8 6·2 3·6 2·9 
Fin1&nd .. .. . . 2·4 3·8 3·6 3·8 '·0 3·4 
Other •. . . .. .. 14·3 10·4 8·3 4·4 6·7 12·9 ·0 2·7 2·7 G·4 3·8 6·1 2·9 - -----

lOa 100 100 100 100 100 100 100 100 100 )00 100 100 
~~ - ------- ----- ~-~ ----- ---- - ----- ----~- ~ - ----- '--

TABLE VI 

)903 )906 1909 1912 1916 1918 J921 1924 11127 1928 1929 1930 ]931 ---------
AuotnWa .. .. .. 2·4 1'0 '8 1·7 2·0 ·9 2'3 
Canada .. .. 67·6 74·6 65·2 64·9 47·& 14·3 40·8 34·3 33·0 27·] 28·7 24·9 21·6 
New Zealand .• .. .. 2·1 4·4 14·2 19·6 24·0 26·8 50''/ 51·5 &2'1 66·) 54·5 69·2 63'1 
Holland .. .. .. 11·6 8·7 12·4 9·9 11'4 6·7 3'3 6·8 6'9 7·7 6·9 6·5 6'5 
Italy . . .. .. .. ·0 ,.& '·7 4·8 '·4 '·7 4'6 
Switzerland .. .. .. ·1 ·3 '9 ·8 1·3 1·1 1'2 
U.S.A. .. .. .. 13" 8·2 3·2 2·2 11·5 10·8 1·6 ·6 ., .& ·1 ·2 ·1 
Other . . .. .. .. 6·3 ,·1 4·0 3·4 G·6 2·' 1·2 1·0 1·2 1·3 I·G 2·6 1·6 ---

100 100 100 100 100 100 100 100 100 100 ]00 100 ]00 
- -"~-
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VI 
It seems lItting at this stage to analyze the potential sup­

plies of butter and cheese to th~ English market. Criticism 
may be levelled at this continued concentration on the English 
market, but, as before pointed out, the United Kingdom market 
form. 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 tariJl'. may be only temporary, it still remains a 
fact that European countries cannot compete with the new world 
in arable farming, but they can e1feetively compete in dairy 
marketing. Further, it has always been the policy of Germany 
to stimulate her agricnltural production, and it i. fair to sur­
mise that the stimulus to expansion given by the tariJI', eoupled 
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 '. dairy products. 

The first fact of importance is the tremendous increase in 
the butter marketed and conanmed in the United Kingdom over 
the past ten years. The Empire Marketing Board in a recent 
weekly circnlar indicated that, though the increase in the con­
sumption of butter waa about 1 lb. per head of the population 
between 1907 and 1925, reaching about lSi lb. per head in the 
latter year, the fall in price since 1925 has stimulated consump­
tion till it is in 1931 20i lb. 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 seem. 
reasonable to assume that, failing a very substantial rise in the 
general price level, the present quantities can be consumed only 
at priOOll ranging from 958. to 110s. per hundredweight. 

Recent reports of the Empire Marketing Board indieate 
considerable development in praetically 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 chielly to butter. 
Norway, Sweden, Finlaod, Estonia aod Latvia have all devoted 
much attention to dairying. Some of these countries appear as 
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elq)Ol'tUIg eOllDtries for tIM 8m time in the Jut year or two, 
and in every case there has been a marked exp8ll8ion of export 
anrplns. Russia, according to a reoent Empire Marketing Board 
report, expected in 1929 to have 1,845 additional creameries in 
operation within the next year or two. Danish potential pro­
duetion is by no means lesI!ened. This development of dairying 
ia largely because of the increasing inability to compete with 
the new world in the production of arable products. Further, 
there is a greater time lag in a ehange from dairying to arable 
than from arable to dairying. This is largely dne to the fact 
that dairying involves mneh more hed capital, not only on the 
farm in the way of milkiDg and other machinery and buildinga, 
dairying cattle, and so on, but alao in the mannfacturing planta 
neeeasary to process the raw material, and alao to the tim/! 
__ ry to raise dairy stook. 

The extent of the investment· of capital in taed plant is 
such that change from dairying to arable requires a much more 
prGlonged and mOl'e decided movement of prices in favour of 
the latter than a movement in the opposite direction. Hence 
the COneinsiOD is that in the immediate fnture-and Sllch a 
period would embrace the next decade at least-definitelY-iB.· 
ereased produetion of butter can be expected in the northern 
European eountries. This is more likely in vieW of the faei 
that recent development in the techniqne of grassland farming 
IUId of fertilizing have resulted in the postponement of the point 
of diminishing retnrns to investment of capital in dairying. 
Henee, as these northern European countries develop, they are 
bonnd to be infiueneed by these improvements in technique. 

Anstralia, too. is an important consideration. Large areaa 
. are being devoted to dairying, and the increase from 47,000 tons 

in 1930 to 77,000 tons in 1931, and to 100,000 tons (aeeording to 
all official estimate) in 1932, with every indication of a continll­
&nee of the increase, Sllggests that Australian blltter will be a 
very serious competitor on the English market in the flltllre. 

It has already been indicated that Canada, beeallge of the 
prohibitive tari1f on fresh milk and cream imported into the 
U.S.A., has had to concentrate (In dairy mannfacmre. The. 
tari1f poliey of Canada itself has also aimed at stimulating 
dairying. These factors have been felt chiefly in the Maritime 
and Upper St. Lawrenee &reas. Further, the inereased 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 cireniars of the Empire Marketing Board have Kivell 

K 
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details of the expansion of output in th_ areas. Again, the 
Prairie Provinces, under the urge of low prices for arable pro. 
ducts, although not particularly mited to dairying, are devoting 
considerable attention to dairy farming as a sideline .to arable 
farming. That ie to aay, mixed farming ie increasing. Thie 
iast development may, of course, be temporary. Tbe develop­
ment in the Middle Weet and the Prairie Provinces ie chiefly in 
butter production, and Canada appeared as an· exporter of 
butter last year for the firIIt time for many years. 

Again, Argentine production ie inereasing, and it ie rather 
aigtrl1Icant that some of . the other South American republies, 
which have not previo 'appeared as exporters of butter,' ex· 
ported small but sign; cant amounts last year. Finally. the 
increasing supplies fr South Africa and Rhodesia, and the 
fact that both of th countries have recently instituted Dairy 
Control Boards, ie • dicative of trends of development in the 
butter induetry. e Kenya Colony, although at present ex-
porting very sm amounts of butter, ie said to have good 

proepeets in thie e of production. r#. 
As far as ew Zealand ie concerned, e production of 

butter was 87, ,98,000 and 101,000 to in 1929, 1930 and 
1931 respectiv y, despite a steady fall' roduction per cow 
(due largely 0 a temporary reductio in t e use of fertilizers 
on account the depression). Thie eugg that with a return 
to normal onditions the output of butter will inerease enor­
morudy in few years time. 

In , it can be seen that the otential 811Pplies of 
bntter' the very near futl\re are very m 00 greater than at 

and even assuming , rise in the eral price level, it 
probable that butter rices will ri comparably with 

prices. Limiting facto to thie concl 'on are, of/course, 
increased consumption of tter in G t Bri . J and/or 

er markets f . butter. to the fo er, au oritative 
o inion believes t t at prices r betw 95s. d 11Os., 

hiOO.are believe to~e low at which dafrying can be 
oarried on at the eneral , vel of p . cae in moat eountries, the 
point of consump ve aatM! has~n reached. 

Even assumin a . in fav of the Dominiona on butter 

im~d into the 'ted ,King m, it appears that thie wiD 
not use any very great fal.! in : quantity of butter imported. 
In fa ,the P~10% d'Uti on.. Danish butter has not been 
borne the g . consumer at all. The DIUI8I have 80 far 
borne the ty th\mselvee. 
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Summing up the above arguments, it is very likely that 
the quantities of bntter on the English market will very materi­
ally increase within the next few years. This increased import 
can be eonaumed only at a very subatantial rednction in price. 
Snch a rednction in price will cause considerable hardship on 
account of the very large amounta of capital invested in the 
dairy industry, and the consequent reduced capacity of farmers 
to ehange 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 eompetition from Auatralia, are anpplying all the 
demands. However, the very small increase in cheddar cheese 
eonsumption in the Iaat decade anggests that the demand for 
cheese is much more elastic than the demand for butter, and 
that increasing quantities of anpply will involve a more than 
proportionate fall in price. 

It remainS to indicate why butter rather than cheese baa 
increased in anpply. Cheese making involves (1) a anpply of 
whole milk, necessitating the situation of factories near the 
lIOlIl"Ce of anpply, and (2) an efficient tranaport syatem to con­
vey the whole milk to the factory. In other words, cheese making 
involves a fairly well-deveIoped area and a large number of 
factories. Hence the nltimate capital coat of cheese making is 
higher than butter making, in which, with the development of 
the cream separator, the factory can be situated much further 
from the source of anpply. Consequently, fewer factories are 
needed, the size of the factory can be much greater, the economiea 
of large-scale production are possible, and the coo per unit of 
output is therefore less. Further, because of the smaller bulk 
of the raw material, butter making does not involve anoh a 
development of tranaport facilities and roailing as cheese mak­
ing. It is for the above reasons that butter making has been 
undertaken rather than cheese making in the lesser-developed 
eountries. 

F. B. STEPH8N8. 



INTERNATIONAL RESEARCHES INTO 
RELATIVE COSTS OF MAINTENANCE 

OF DIFFEREm FAMILIES 
L Relative Food Requirements. 

IL Relative Housing Requirements. 
IlL Relative Clothing Requirements. 
IV. Relative Requirements of Fuel and Ligbtlnc, P'urnlture ana 

Furnishings, and .}lisoellaneous Item&. 
V, Relative Generailiequirementa. 

I 
Most of t'he authoritative sc&J.es of the relative food 1"equire­

menta of men, women and children of various ages are mown in 
the writer's pamphlet entitled Food, published in 1920. Por­
tions of this table were reproduced in 'the Fetkral Basic Wage 
CommisJlio" Report of 1920.' For example, the requirements of 
man and wife only as a percentage of the req1lirementa of the 
il<llllestic unit used by the Basic Wage Commission of 1920, viz., 
man, wife, boy aged 3t years, girl aged 7 years and boy aged 

. 10'1 years, are ealenlated from the above-mentioned table .... 
follows:-

Engel ................. . 
Rubner ................. . 
Atwater .............. . 
Znntz ............... . 
American Honaehold .. .. .. 
Langworthy .. .. .... .. .. 
Knibb •................ 
Lnsk ............... . 

57% 
61% 
55% 
52% 
54% 
55% 
55%' 
47% 

)(04ern British opinicm _ to be well1"ep_nte4 by .tbi! 
'WritiJJgaof Professor Starling, Who was one of the repl"e8eDta­
tivea of the United Kingdom on the Inter-Allied Food Commis­
sion !Mit up dn1"ing the Great War. "There is no doubt," said 
Starling, "that the allowance f(lt ·children :by Atwater _ .too 
low, but if we exclude the well-fed and over-exereised school­
boys of the wealthier classes the values given hy Lusk may be 
accepted as sufficient to secure fnll health and development in 
the great masses of the popnlation.'" 

1. See u.o T.\e Nono.at Diet b, D. T. s..wlda.,. Gem. Prlu_. Sri..,., I'll. 
Tabae VIII, p. 21. 

z. E'e".,uihlrw Oft LiriflO iw. eM Cotfl.MOII .. ..,t.\. Nov., 1811. b7 Q. B. Kniblal 
MeIboum.. 1918, P. 2S. 

I. 2' .. ' ...... , N ..... bJ' E. B. Starllq. LoDema-. ltll. 
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Da it mllllt be a4mittM. that although the American HOUIII!­
tild :aeale, used by the United States Bureau of Labour Stati&­
ties, is at least tweaty-ftve, and ihat Ilf Prnfesl101' Lusk, of <::cr­
nell University, U.s.A., more Ulan ...... years old, there is still 
ao eOJllJl!llll1lll on tlUa question. Engel's" que!" seaJ.e was used. 
in tJie &Dalyais of budget inquiries made in Switzerland in 
1'12, iAHungary in 1917, atId '" Belgium", 1921. Atwater'. 
was used. by Mr. Bcrovntree for his investigationa in York -in 
1901, and in a Japanes~ inquiry in 1920-21. Lusk's was adopted 
by the Inter·Allied Scienti1i.c Food CemmiasioDof ~18, 00 which 
Ploofessor Laek waa one 'of the American representatives, far 
oonverting the popaIatioll8 of different eountriea.'I;G" equinleut" 
..mIt maiea. 

It was pointed out in 1922, in The N atioMl Diet, that the 
fiDWng of the Committee of the Boyal Society of Great Britain 
in 1917 as to the INerage grOfiS ration.of the British population 
before ihe war, viz., 4009 ~oriea per man, would have fallen 
te 3700 calories per man had Lusk's coefficient. been used.' A 
parallel observation is made in ihe report of the Swedish .Family 
Budget Inquiry o~ 1923 :-" . . . the nutritive value of the 
foodstu1fs consumed by the working-elaas households covered was 
3410 net calories per day per unit of conaumption (i.e., average 
adult male's eonaumption) on ihe American seale. If the so­
called German seale had been used instead, the result would 
have been 4370 net calories."5 The author of this report;how. 
ever, did not thus make fair use of the so-eaIled German seale, 
which is a seale .. based on ihe relative requirement. of other 
groups of commodities as well as food. The range of scientific 
results·as regards food requirements which can be derived by 
using the different acaIes is, therefore, less !:hall. .he aaggests. 
But it l"eIIlains considerable. 

Til.. American Household aeaIe was .again 'IJIIed in the U.S. 
budget inquiry of 1918·19, in some eight inquiries in Sweden, 
Denmark, and Norway between 1915 and 1922, in the 80utl 
African ilUJv4ry 011925, and in the inquiry into the standard of 
living of employees of the Ford Motor Co. in 1929.5& The German 
seale mentioned above, modified, has been applied in some seven 
European inquiries carried out between 1907 and 1922. 

It is, therefore, clear that no seale has world-wide accept-
ance. l'f it be conceded, asheJd by the Basic Wage 'Commission 

4. 09. cit., p. 10. 
6. 1,,~.LsboMr .n. •. ~. 1.21. p. 100. 
Ia. "llItllmatlonal ~ -lido 'o.ta of Llwiq. I.L,o ••. 0.......- till "f8e':Ia .. 

(S&atilt:lcl) No. 1'1.) 
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of 1920, that theLuak coeftIeients used by the Inter·Allied Food 
CommiAAion 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 Luak's 50 for the child aged 31 years, 
while retaining the I!usk fignres for children of five years and 
upwards, we find 49 % as the percentage to be applied to the 
requirements of the five-memberOd family, with children of the 
specified ages, in order to reach the requirements of man and 
wife only. 

This seems to be about the Ioweet percentage applicabie 
under Australian conditions. Rubner's seale gives 61%. At­
water's, favoured by the Basic Wage CommiAAion, 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 used by the Basic Wage Com­
mission to the cost for man and wife only. Ranges may be cal­
enlated in like manner for families of other &ius and ages of 
children. 

n 
A report entitled MetAodl of Conducting Family Budgd 

Inquiries, published by the International Labour Office in 1926, 
states that "very few attempts have been made to construct 
seales of housing requirements ", and quotes only on&-and that 
without recommendation-viz., the scale used by Professor Bow­
ley in his book LAve/Mood aM Ptwerly. the figures being:-

Adnlts .. .. .. .. •. .. .. .. .. .. .. 100 
Boys, 14-18 " •• •• .. .. .. .. .. .. .. 75 
Girls, 14-16 .. •• •• •• •• •. .. ;. .. 75 
Children, 5-14 .. " .... .. .. .. .. .. 50 
Children under 5 .. .. .. .. .. .. .. .. 25 

It may be noted that while using this seale in a more recent 
book for the purpose of providing "a mechanical teet"s of the 
average number of persons per house and per room, the authors 
state that they omit eertaio derived percentages "because an 
Gggregllle of equwalent. adult. in many households is a con­
c."tilm ",Aose aseflll_, " deblllable".' 

Setting out a standard budget in 1919 fOl' & family of five 
persons, the United States Bureau of Labour Statistiea toot one 

.. s .. p...,.,. lHM.;d,.". IP7 ~ and Boa. t.o.ke.' lIS. p. I. 
'1' .. B .. .ro..re. DMlw .... , • .". Bowler Ad Baa. I.ooIIIIIIl. .... Po 40. 
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room per person as the minimum allowance. The Basic Wage 
Commission in 1920 and the N.S.W. Indnstrial 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 
super1luous. The allowance for man and wife ouly would then 
be three rooms, including the kitchen. On the other hand, the 
N.S.W. Industrial Commission in 1929 retained the four-roomed 
house for two smaller domestic units, viz., man and wife only, 
and a little later, man, wife and one child. 

The average usage of the community is important here, as 
in conneetion With other elements of the cost of living. A table 
introduced in the report of the Commonwealth Census of 1921 
shows the distribution of houses of various sizes according to 
the number of inmates.s It appcars that, in New South Wales 
as 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, 4,8 rooms; with four inmates, 5 rooms; 
with five inmates, 5,2 rooms; with six inmat .... 5,4 rooms; with 
seven inmates, 5·5 rooms; with eight inmates, 5·7 rooms; etc_ 

Thus, after reaching 4, 8 rooms for three inmates, each addi­
tional inmate was- 8880Ciated with an average addition of about 
oue-fifth of a room.' This sequence was followed very closely up 
to twelve inmates, who occupied dwellings containing on an 
average 6,6 rooms. After this point, the average rises rapidly, 
but it becomes increasingly unreliable, because of the small nnm­
bers from which it is calculated. 

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

The foregoing JIgnree fnrniah 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 5, 5 rooms, and 90 on. On the other hand, 
the aetna! distribution of dwellings according to inmates shows 
households of six persons occupying dwellings of various Bizes 

L c...u _I t'- eo. .... ..rc... 112:1. p. 1'l1t. 
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neragiBe 5'4, YOOIIl8 eMh, ... ......,. of lhe ~a"B ill dwllillp· 
a-..eraging 5·2 rooms e&eh, alld 80 on. 

CClIIlparlng the allOW8Dee& for SJWiller lIIIIIIseItolda, we ha~ 
for two imnateB, by the general avenge 2·2 r_. by actual 
wrage predominantly 4 ud £) rooms, with an average of 4' 4, 
I'OOIIIJI; for three inmates, by tlte genenl average a· a rooms, bY' 
aetual lJlIage predominaJliJy £) alld 4, NOms, with &» average of 
4,'S rooms; for four inmates, by the leDeral average 4·4 roolllll,. 
br actual usage predominantly £) 8Jld 4, rooms, wUB aD. averaae 
of £)'0 rooms. 

Relatively to tH general aftl'llge rtlI!8!'ded as a IItaJIdarO. 
there ill a good deal of overerowding on the one band, 811d spamIB 

oeeupation on the other. If we ealculate either 8 eoeftleient or .. 
faetor of correIation between the number of inmates and tile 
number of rooms oecupied by them, both the eoeftieient and the 
factor of correlation work out at about O' 4, (rather 1.... than 
more) . As 8 general rule, eoefficients above 0·7 give abnoat 
certain evidence of eorreiation, and th_ above 0·5 an 
wmally significant, while coeftieients under 0':1 are llSIlalI:r 
regarded as giving very liille indication of any de6nits 
eonneetion between the variable quantities COIllIidered. Statis­
tical theory thus suggests that there ia no lIlarked degree of 
oorrelation, at any rate, over the whole field, between the nUlll­
ber of inmates and the nlllDber of rooms in the dwellinp 00011-

pied hy the population. 
In an important section of the field, however, l1li has already 

been noticed, it appears that an increase or deereaae of one in 
the number of inmates ia associated with aD increase or deereue 
of about OJl6ofifth of a room in the avenge number of rOQllUl 
oeeupied. 

The gap between this variation of one-fifth or O' 2 of a 
room and the general average of 1'1 room per inmate shOW! 

how the community departs from what may, perhaps, be re­
garded as a eommuniatic allowanoe. Constraints elearly exiat. 
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 teD inmates), or the six·roomed (fOll eleven or more 
inmates) dwelling predominates; indeed, 72% of the OtlCupied 
private dwellings in New South Wales in 1921 were of one or 
other of these sizes. 

This predominanee of the. houae of about five l'OOIIII, and 
ladI: of marlted eorrelatioD between Dumber of inmatal and 
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number of rooms, is a phenomenon which is not peculiar to New 
South Wales or Australis. HIJI Poveriy Dim ..... hedt, by 
Bowley and Hogg, already quoted, includes a aeries of double 
tabulations of ho~ occupied 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 ao satisfactory. 
There 53 % of the hOll$B contained 3 rooms, and those of 4 
and 5 rooms formed 44 % of the total. Stanley, in the centre of 
a busy coal1leld, was a comparatively poor specimen. Nearly 
20% of the houses covered by the inquiry had 2 rooms, 40 % 
had 3 rooms, 30% 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 &lao in almost every case predominant what­
ever the number of inmates. And both the coefficient and 
factor of correlation were less, if anything, than the correspond­
ing quantities given above for the case of New South Walea. 

Knowledge of these constraints and naages of the com­
munity, and of the difficnlty of applying in the case of the 
housing allowance for man and wife only, a ge"eral average 
allowance, 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 authori­
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 requirements, the Board of 
Trade's family of four becomes approximately 2· 8 "equivalent 
adults" as against 2 "equivalent adnlts" 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 Profesaor Bowley's 
scale, and the result of adapting the corresponding allowance 
of 5 rooms is, for man and wife, 3'1 rooms. Both these results 
were rejeeted. Alternatively, the general average allowance of 
1'1 room per inmate was &lao rejected. 

L 
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Ill. 
There are greater difIIeulties in the way of establishing a 

seale for clothing than for food. In the ease 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 ease of clothing no attempt has been made 
to conatrnct a test of physiological requirements. Seience gives 
no clear lead as to relative merits, quantitatively set out, of, for 
example, undergarments of wool, wool and cotton, or cotton, 
under specified meteorological conditions for a specified type 
of population. The only method of approach to this problem 
so far available is that of discoverin(; the existing usages of the 
eommunity. 

The discovery of usages has been attempted in two ways: 
first, by oral evidenee; secondly, by systematic household budget 
inquiries. That the results obtained by the way of oral evidenee 
are apt not to be generally acceptable is made clear by the 
following criticism of the Report of the Basic Wage Commission 
of 1920. In delivering judgment in the Gas Employees' ease, 
September, 1921, Mr. Justice Powers, President of the Com­
monwealth Arbitration Court, said: "It is difIIcult to know why 
the Commission proposed £8 snits for basic wage men, when 
workers and men in banks and elsewhere can get snits much 
cheaper." The learned judge then qnoted advertisements of 
oheaper suits "by a leading tailoring establishment and by one 
of the largest business establishments in Melbourne".' 

The second method, that of systematic budget inquiry, has 
not been much exploited in Australia. The Commonwealth 
Statistician's small 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 woman 
exeeeding that of a man by 67 per cent., and the average cost 
for 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 season 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 
2'7 of the same unit. 

9. C.AR.. VoL iii, 'P. 814. 
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The only seale based on actual budget inquiries which was 
considered worth mentioning by the International Labour Office 
in its reeent Report on Methods of Conducting Budget In­
quiries1• waa that derived by the United States Bureau of 
Labour Statiatics from the inquiry of 1918-19, which included 
nearly 13,000 American families. The yearly expenditure and 
relative figures were as followa <-

Average Ezpe..mture Otl CIoIA"'g ... U.S.A., 1918-19 

"-
F_ 

at:ata. ... 41 .a.a. V-I> BoIati_ 
v_ -.... _ .. taro ........ EIpenciiture ........ 

$ , 
Parents .. .0 .0 .0 .. 71·4 100 63·6 89 
Children 16 years and over 81·8 116 96·6 186 .. 12 aod under 16 47·1 66 49·9 70 .. 8 .. .. 12 39·4 66 39·3 116 .. 4, ." .. 8 31·3 « 32·6 46 .. under 4 .... .. 22·1 31 23·7 33 

These figures include the average aaving eft'ected by such 
passing on of clothing as occurred in the whole group of families 
reviewed. Some correction wonld be needed if the figures were 
compounded for the case of a family of diJferent 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 
parenta 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 ease 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, exeeeds that of either the father or the mother. 

At fii'Ilt 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 usually been put at about 14 years in determining the living 
and basic wages. But on closer consideration it wonld appear 
that the high expenditure of the youth of both sexes must at 
some stage begin to decline, and must ultimately 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 reached. 

10. SellCUa ... lWpon.. Series N. No. eo GeMva. I'" 
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So 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 seale of the United States Bureau of 
Labour Statistics, as well as the AmeriC8ll seales for other 
expenditure, they rejected the Ameriesn clothing seale. They 
colllltmeted a special seale as folloWs:-

JapaflU6 Scale oj RelalOtJ6 ClotM1I{I Reqvir"menls, 1919·20 

Ap laM Birthdu In Yean ..... F_ 
1·10 .. .. .. .. 20 30 

11-16 .. .. .. .. 30 GO 
16-20 .. 60 90" 
21-26 .. 70 80 
26-30 .. 100" 60 
31-46 .. 70 40 
46-60 .. 60 40 
61-75 .. 40 40 
76-90 .. 30 10 

• Iladma at the8e .... 

One might be inclined to reject this seale ofIh8lld on the 
ground that it is Oriental. Bnt its parallelism in certain re­
spects with the American seale is most interesting. For 
example, the female over 16 8lld under 21 has a coefficient of 
90, 8lld, taking a rough average for females of higher ages, 
it appears that to the ages of probable parenthood there corre­
sponds 8ll average coefficient of about 60. Thus, as in the 
AmeriC8ll seale, female children over 16 years of age require 
50 per eent. more th8ll the mother. 

The more closely the J ap8llese scale is scanned the more 
elearly it appears as a seale colllltmcted by rational human 
beings. It seems undeniable that the adV8llce to and the descent 
from the maximum clothing requirement are on these lines, both 
for males and females. It may be that lI01IIe modifications are 
needed-:-possibly for ages 21-25, as compared with ages 26-30-
to adjust the Jap8llese table to AUBtrali8ll usage. Broadly 
viewed, however, this seale seems to represent better th8ll any 
other seale hitherto constructed the relative requirements of 
elothing by human beinge according to age 8lld sex. 

If the J apMese 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 reeently­
constituted unit of this type might have a coefllcient of 180 or 
190, i.e., nearly 88 much 88 man, wife and two children. On 
the- other hand, if the marriage were of long duration, 80 that 
all the children had passed the age of dependence, the coefficient 
might be 100 or 110. U the marriage had been sterile, involun­
tarily or voluntarily, the coefficient might range from 100 to 
190. 

For an industrial tribunal -mng the cost of requirementa 
of man and wife ouly, the choice for basic-wage purpoees be­
tween what might appear to be the two main types, viL, the 
lately-married couple and the Darby and Joan type, would seem 
to be mainly a matter of sociological attitude. The relative 
proportions of various types are roughly aseertainahle. At the 
Census of 1921 about 22 per cent. of Australian wives had been 
married for leso than five years, and about 5 per cent. had been 
married for leso than a year. On the other hand, 34 per cent. of 
families in which both parenta were living had no children under 
the age of 14. So it seems that at least 80 per cent. of the 
married couples having no dependent children belonged either 
to the voluntarily or involuntarily sterile class, or to the class 
with euperannuated children. Put the other way, the conclu­
sion ia that not 80 many as 20 per cent. of the married couples 
having no dependent children can be set down as reeentl:r­
married people who are able and willing to fulfil the function 
of parenthood. 

The Japan."e clothing table, quoted above, forms a first. 
class effort to comprehend from one point of view the changes 
in the standard of living of a human being d~ the progre8ll 
of life. While the mind of the inquirer has been set upon . 
:8nding workable statistieai averages, little thought has been 
taken in budget inquiries of the continual flux in the standard 
of living of a family during the variona stages of ita develop­
ment. And when the bndget inquiries have been limited to 
families containing children, it has been impossible to derive 
therefrom information as to the change in the young people '. 
standard of living, and in the correlated standards of value 
which they sell for themselves, in the beginning and early yean 
of the married state. 

The dynamic development comprises a aeries of phases which 
the static average either obliterates or ignores. The most reput­
able clothing sc:aI.e based on Western naage so far constructed, 
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the American elothing seale, suffers from this defect. .A static 
average o~ $71 per annum is set down for a 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 seale W88 calculated they were parents of 
euatly thl-ee children, no more, no less, although the ages of 
the children varied from family to family. "In order that the 
data presented might be as uniform as p08Sible, families having 
three children under 15 years of age were aelected, and in order 
to ahow enough eases· to make the figures authoritative, data 
from a number of cities have been combined. "11 Thus mns 
the published preface to the tables of clothing expenditure. N 9 

similar sorting and "",elnsion of data W88 regarded 88 necessary 
in the ease of food. But if the precaution of excluding the 
elothing budgets of all families but thoae with three children 
had not been taken, the objection conld have been raised that 
the resnlting average costa were not necessarily applieable 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 whieh "minimum quantity budgets" were then being 
constructed in Ameriea, it was importaot that this objection 
ahonld be avoided. 11 

Under the same apprehension, it wonld be important to 
treat only the budgets of families consisting of man, wife and 
two children, if the objective were a standard clothing seale for 
a family of that size. Similarly for the ease of man, wife and 
one child and the ease of man and wife only. .A series of static 
averages of clothing costs for the male parent or husband wonld 
thus be derived, and a corresponding series for the other parent 
or wife. The final term of the aeries wonld be the cost for the 
bachelor in the one series and the spinster in the other, and 
the quantities might be expected to ahow an orderly decrease 88 

the number of children increased, although age wonld p08Sibly 
be a 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· 

ll. jfOll.fAl. r...bcNT &rirw. u.s. Bureau of 8tatiHla. Nov .. 1911, p. L 
11. .. _ """'- _. u ..... __ .. LoIoow _ -. 
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tenance at a level of health and decency of employees of the 
same cl88S, viz., Government employees at Washington, on 
approximately the same price basis. One budget was for a 
married employee having a wife and three children aged 2, 5 
and 11 years, the middle ehild 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 foUow: 

• Single man •. •. .. .. .... •..•• 158 
Single woman .. .. 240 
Family-

H~band .. •. ~1 

Wife ........ " 
Boy, 11 years •• 

Girl, 5 " 
·Boy, 2 " 

Total for family 

166 
97 
83 
47 

514" 

The sum of the allowances for a single man and a single 
woman is $398, as against a total of $287 for h~band and wife 
in a family of five. This di1I'erenee of $111 can hardly be 
rationalised except by some principle of orderly decrease of 
reqnirements as the married state is reached and the children 
come into being. 

Whatever the sizes of the sueeessive steps in this downward 
. movement, it seen>s that the doubts felt by Professor Bowley and 
Miss Hogg, the authors of Has P01Jerty Dim ..... ked', of the 
applicability of seales or coefficients to the case of housing, may . 
be extended to the case of clothing. As they put it in regard to 
ho~ing, •• an aggregate of equiValent adults in many households 
is a conception whose ~ulness is debatable"." Similarly, it 
may be doubted whether a really useful clothing seale can be 
co~cted on the basis of the reqnirement according to ~ 
or 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 cl88S, not only according to the 
conjugal condition of the adult, but also ac:eording to the num­
ber of children in the family or "domestic unit" in whieb the 
adult ill a parent. 

I&. JlOUll. LGbow ....w.. UaIW ... aar.u of &laUd! • Dee. lilt ..... 
..... .Iau.. 19lW. pp. I6-U. 0-
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In an attempt to choose a typical family of a given Biu, 
wage authorities and budget inquirers have sometimes speei1ied 
sex and age for the children. The inquiry into Government 
employees' Mats at Washington just mentioned is an example. 
Of great interest to Anstraliana is the cboice of the Federal 
Basic Wage C<lm1Ilia8ion of 1920, who took the children aa a ' 
boy aged 31 years, a girl aged 7 and a boy aged 101. 

Is this a typical family of three children' To include a 
ohild aged 101 years, the duration of marriage of the parents 
would usually be little less than about 111 years, and one of 
the late Sir George Knibbs' tables shows that families of approxi­
mately this standing contained Oft atI average at least 41, not 3, 
living children.to The inference is that the gap between the 
ages of successive children in a typical family was in 1911 far 
less than the 31 years assumed in the Commission '8 family . 
.Although since 1911 the average number of children per family 
haa fallen, the statistics indicate that the gap between the ages 
of successive children is not appreciably greater now than it W88 

then. The typical gap is still probably between 2 and 21 years. 
Further, the alternation of sex aasumed in the Commission '8 

family is probably not typical. In a three-child family the pos­
sible arrangements according to sex, M indicating male and 
F female, are:--

1 MMM 
2 .. MMF 
3 MFM 
4 MFF 
5 FMM 
6 FMF 
7 FFM 
8 F F F 

The Commission scheduled the individual requirements of 
its selection of children, and deducted about 5% from the total 
eost of clothing for the family 88 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 paasing on of clothing is practicable, and in 
cases (1) and (8) a still greater measure. These alternative 
arrangements, 8881lDling a binomial distribution, have three 

11. 7''' ...... tM:r.t n...r. _/ Popee' rr sa. • • •• 0.- of the Coal­
awnw.uth of AUitraUa. I'll. Vol. J. Appa& A. ]t. at. 

• 



1982 SAWKINS: COSTS OF FAMILY 1LUNTENANCB 161 

times the frequency of the Commission's arrangement, and 
recent research suggests that arrangements (1) and (8) are, in 
fact, more frequent than would be expected under a binomial 
diStribution.1• Moreover, an age gap of 2 to 2i years implies 
a much greater practicability of passing on clothing than the 

. assumed gap of 3t years. These considerations indicate that if 
5 % is a valid deduction in the ease of the family selected by 
the Basic Wage Collllllission, a higher percentage would more 
1I8WLlly be applicable to real families containing three dependent 
children. 

IV. 

No attempt has So far been made to construct 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 annual _expenditure on fuel and light, furniture and fur­
nishings, might be regarded as being on about the same scale 
for sex and age as the expenditure for housing accommodation. 
As a very large part of the expenditure on these residual items 
is incurred for common rather than individual use and advan­
tage, it seems impossible to construct a seale for these items on 
the lines of the seales proposed for food and clothing. 

V. 

The coeft!cient or seale system iIi its existing atats of incom­
pleteness has been shown to be very valuable in the ease of 
food, bnt of doubtful applicability in the eases of housing and 
clothing. If doubt is reasonable in these eases, it is at least 
equally reasonable in the ease of the remaining items, Which. 
consist largely of items for common use and advantage, although 
containing 80me 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 seales or coefficients for the purpose 
of reducing the whole cost of living for a family of one size to 
the corresponding cost for a family of another size. However, 
certain seales have been constructed, no~ with the idea of going 
to the extreme point of adapting to a family of a dilferent size 
a cost of living calculated for guidance in fixing minimum wages, 

It. StatWtiod JldI&otU I ... .... rcA WorIrcr .. R. A. FIIber •• td. EdItIoa. 1 .... 
a.c..ll,BLI. 

, 
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bat as tentatbe devieea for reducing to a common buia the 
information collected in family budget inquiries. 

The difficulty of the problem is explained in the above-men­
.tioned publication, Melhods of CO'IIdtlCti4lg li'lJmuy Btuigel 1ft­
quiriuP as follows:--" The incomparability . . . could be 
avoided by collecting data OtIly from famuN. of a gitI". sia •• 
Such a 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 dift'erent size 
are included." One may repeat here what has been &aid above 
with regard to clothing, viz., that if such method were adopted 
the results obtained would be truly applicable ouly to famili08' 
and membera of families of the particular size ehoaen. 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 unit choaen. The unit may be, for 
example, the consumption of an adult man, an infant, or a 
family of given size." 

Further discussion in the report shows that this "alterna· 
tive" to the "impracticable" is, in short, impossible, although, 
it must be admitted, this conclnsion is not there 80 baldly stated. 
However, in a recent review of the reaults of the Swedish family 
budget inquiry of 1923 by Dr. Cederblad, of the Social Board, 
Stockholm, the following passage oecura:-

" . . . the number of units of consumption should not 
be used aa an indication of the size of the family, but the families 
should instead be classified ... natvral groups; for instance, 
childless families, families with one, two or three children, 
families with one grown-up child, etc. This method achieves 
two purposes. In the first place, as long as the question of the 
most suitable manner of redv.cing familiu of diger".t me ito 
terms of a common unit has not been sollled, or in other words. 
aa long aa the most suitable seale of units has not been found, 
it is desirable, wherever possible, to avoid nsing such seales in 
the compilation of the data. . _ . Secondly, if the dift'erent 
types of families in a given ~for instance, of the working 
cJew are arranged according to the age of the eldest child, 
a picture is gi"". of the c1&ronolollical dBvelopm.nt of a working 
class family. "IS . . . 

11. hter:aatioDal L.baar 0-. 8 .......... lUporU. Serle. If, No. It ~ 
1 .... P. &6 ., -v. 

la. ltaUrn un" lAbow ....... 0c&0I.r. lnt. 1'0 .... 
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Notwithstanding these objections, it seemJI desirable to pre­
IMIJlt the general scales for inspection. 

The two seales of general requiremellts which have been 
publiehed are the German scale and the American "ammain" • 
seale. In the report, quoted above, of the International Labour 
Office an •• Australian, Scale based on other group. 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 thia 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." Indeed, the Commonwealth Statis­
tician (the late Sir George Knibbs) then aaid: "It is not prac· 
ticable to obtain similar resnlts for sex and age classes in regard 
to expenditure on iteme other than food, owing to the difficulty 
in computing any satiafactory system of weights accurately 
denoting the extent to whieh the various iteme are used or eon· 
sumed by persons in the various classes." 

The German seale was drawn up by the German Statistical 
Oftiee for use in its family budget inquiry of 1907. "It is based 
not only on food consumption but, to a certain extent, on other 
groups of expenditure. "21 But the extent to which it is based 
on other groups of expenditure is not at all clear. It was subee­
quently modified by including ages 15 to 19, and is now as 
folloW8:-

German Beate 
(Based on other groups of commodities as well 88 food) 

Under 4 •••••• 
4 and under 7 .. .• .. 
'1" ,,10 .. 

10" .,13 .. 
18" ,,15 .. 
15 n ,,17 .• 
17" "19 .. 
19 and over .... 

Male and Female 
10 
20 
30 
40 
&0 

70 60 
90 70 

100 60 

Weighting the coeffi,cients for children under 14 aecording 
to their frequency in Ne'" South Wales at the CeDSUS, 1921, the 

11. 0". t:U., p. 48. • 
20. ec..oa.~ ~llof c..111 aDd SCatIatIc. •• LeNw ... i..........w ....... 

~No."'. p." •. 
11. Jlc&AoU 01 ~ ,_it" Bttd,., ltlQ'llirioN. op. ~ p. 10. 
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coe1llcient for the average child works out at 25. The coefficients 
for" domestic units" of vari01ll! sizes work out as follows, taking 
the children as average children:--

Man and Wife .. .. .. .. .. .• •. .• .. .• 180 
Man, Wife and one Child .. .• ., 205 
Man, Wife and two Children .. •. .• .. 230 
Man, Wife and three Children .. •• •• .• 255 

The American seale of "ammains" was produced by lfr. 
Edgar Syde1l8tricker, of the United States Public Health Ser· 
vice, Washington, D.C., and Mr. Willford I. King, of the 
National Bureau of Economic Research, 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." These 
investigators published two seales, one of "fammains" and the 
other of "amm~". The word "fammajn" is explained by 
them as a condenaation of the phr8lJe "food for adult male 
maintenance", and is defined "for any given class of people 
aa a demand for food of a money value equal to that demand by 
the average male in the given class at thll age when the expense 
for his food reaches a maximum ". 

The word" ammajD" is similarly explained as an abbrevia· 
tion ot the phr88e "adult male maintenance", and is defined in 
corrcspondiog terms. The" ammain" scale is a combination 
of the "fammain" seale with another seale computed by the 
authors to represent relative expenditures on articles purchased 
for individual use. 

It is admitted that in the "ammaiD" seale resulting from 
this combination" a number of important itema of expenditure, 
snch as rent, fuel, light and furniture, are omitted from con­
sideration ", but it is indicated that house rents in mill villages 
rarely amount to over 5 % of the family ineome, and that 
generally snch articles or services purchased for common COfl­

... mptiml "form but a ~tively BIIlail fraction of the total 
living expense of mill families". The $thors think that, 
although the scales are derived exclusively from mill employees' 
budgets, they nevertheless have a general value, and, indeed, 
that, if applied to other groups of the American population, •• the 
chances are that the actual errors thus ariaing would be 80 trivial 
that they might aafely be ignored". The following table is a 
eondenaation of the originals, in which the coefficients are given 
to three significant figuresI-. 

II. J"..... 0/ PoHtMwI ....... Vet. XXIX. 1111. pp. In ..... 
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American 8C4lu of" AmtnaOns" aM "Familia""" 

....... , .. Pammabuo 
An in Yean IIaIe F ...... Jble ....... 

Under 1 .. 22 22 -28 27 
1 •. 24 24 SO 29 
4 •. 83 83 41 40 
7 •. 40 40 4S 46 

10 •• 47 45 66 62 
18 .• 69 &6 69 82 
16 81 70 90 76 
19 96 78 98 84 
22 99 79 100 86 
26 100 79 100 86 
30 97 78 100 86 
36 96 76 100 86 
40 93 74 100 86 
46 92 72 99 8& 
60 89 69 98 84 
56 86 67 96 82 
60 •• 81 66 86 81 
66 •• . . 79 64 93 79 
70 77 63 92 78 
76 75 62 91 77 
80 .. 74 62 90 77 

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 aa 
follows:-

Average C/t.iId vMer Age 14 .... 
Amml;nl . .:. •• .• •. •• •• 
Fammaina ..... .. . ..... 

38·4 
46-6 

In applying the "ammain" coefficients to husband and wife 
or parents, there is the difficulty of choosing the ages. (This is 
relatively unimportant in the ease of "fammains".) As re­
gards the group man and wife only, it baa already been pointed 
ont that less than one-fifth of these are of recent constitution, 
while four-fifths either are so far sterile (involuntarily or volun­
tarily) or have been constituted for such a time that the one 
or more surviving children they have had have paased the age 
of dependence. It baa not been clearly determined by the 
anthorities concerned with the "cost of living" whether the 
average age or the predominant age of all these shonld be taken, 
or whether sociological considerations indicate that the recently­
constituted type or the type with oue 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 ehil.d may be 
divided into the recently constituted, the now sterile (involun­
tarily or voluntarily) and those with superannuated children 
(all but one). This is, of 00lU'8e, 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. H the choice fall upon ~e recently-constituted 
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 80 on, than 
if all members of each gronp be included. . 

Avoiding these difficulties momentarily in order to get a 
ro~ aDd tentative result from tile "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 u -desired.' However, ille 
results with these particular. ages . are as follows, 8SIIllDling 
average cbildren 0-

Man and Wife . _ .. .. .. .. .. .. 173 
Man, Wife and one Child __ ... .. .. .. 211 
Man, Wife and two Chiidren .. _... .. 249 
Man, Wife and three Children .. .. .. 287 

In the way of applying these or similar figures to the cost 
of living as a whole, an outstanding difficulty remains-the 
matter of rent, fucl and light and furnishi1ig1r--enditure 
regarded by the authors of this scale of "ammains" as not 
incurred for individual cOllBlllllption. 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 cbildren (except in rural areas of low rentals). 

The "ammajn" scale, therefore, can hardly be applicable, 
as it atsnds, 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, furniturl 
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 cbildren is made 
up of 35 units of money for rent, fuel and light, furniture and 
furnishings, and other items for common use and: l'dvantage, . 

• 1 
'I 
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&lid 65 1lIIita of money fo~ all other' items. The proportion 
cannot, of course, be exactly stated, but, if desired, adjacent 
proportiona can be tried and the final resulta compared. The 
.. ammain" scale. may tentatively be applied to the 65 units of 

. other expenditure to adapt it .to families containing man, wife, 
and two ehildren, one ehild, no child, etc. As regards the items 
rent, etc., covered by the 35 unita of money, perhaps the aug. 
geetion of the Int.ern&tional Labour Office that expenditure on 
fuel and light and furnishings, eto., is proportional to expendi­
ture on shelter may tentatively be accepted. It remains, then, 
to devise an aceeptable scale for rent or shelter, according to 
size of family; An attempt to do this by taking account of 
the honaing conatraints which are shown by thestatisties to 
exist in Australia is shown on the following schedule. The seale 
of total expenditure aeeording to size of family would then be 
ali follows:- '., 

Tenta.tw~ BeaU of G_al Reqvire",eflll 
(Aeeording to Size of Family) 

lIan, Wife, 3 Cbildnn 
" 0" 2 H 

." "lChild .. 
lIan and Wife only •• 

Shelter. Fuel and. 
Lbrh .. Fum ...... All ...... , ..... (.,. 
and Furnkhinp, "A!DmaiD." Scale) ..... 

86 
88 
31 
30 

65 
56 
48 
89 

T_ 

100 
89 
111 
611 

A comparison may now be made of the "ammain" seale, 
thna modified, with the original "ammain" scale and with the 
German scale. 

CompGrilota 0t 8calu of GeMrOl Requirement. AccordMtg 10 

Bue of Family 

-
1Ian, Wife, 8 Children 100 
""2,, 87 
D " 1 Child •• 7.& 

lIan IUld WIf~ only ., 60 

100 
89 
711 
69 

100 
90 
80 
71 

100 
90 
80 
70 

No solution can be claimed as anything more than a round 
approximation. . It is curioUB that the "Ammaim" seale, when 



i:~for the ~ ~ndi~ inA1I8Raii& cm,~~o~' 
practieal Purposes, Identical witl1 theGermlui '&cal .. '~ ,_, 
fi4rtu'ee shown in the last column as the "Mod.",m~ '.:~ 
may serve for AumaUa. They do, indeed, fit remarka'b$~ 
the 1\ndinga of the New South Wales induatriallluthoritie8~~ 
&it of the Federal BBBie Wage CommjlWri'lll for man, and'~' 

"oDly and with oue, two, 'and three children r8spectively. '" ".~ 
Neverthelees, although the e1Iect of pl)lllling on of clothing 

_y poesibly. be B1l1IieientIy rep_ted in th_ seal_the 
.. Ammain" scale''';'as derived by analyBis of actual expenditures 
incurred by the families investigated-two questioWi at least 
~ to remain ov.tetanding: fu'st, the variation of the' static 
averages for parent&(or' husband or wife) lIOOordin'g'to .u.'et 
funily; secondly, the questiOn whether, in a PameullU- family 
iii' "domestic uDit", the reeentIy-constituted !n>e should be 
chosep in preference io t.h.~type with superilnauated cJy1,dren, 

• 01' ""6 ""'10, or whether an inclusive aVlll'age should be accepted 
'fOr the group of each' size, ~ " 

, , 
. D. T, s.AWlUNS. 
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