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CHAPTER I 

T H E N A T U R E O F E X C H A N G E C O N T R O L ^ 

MAIN TYPES OF EXCHANGE CONTROL 

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

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

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

3. Bank for Internationa] Settlements, Monetary and Economic Section, 
"Note on Certain Monetary Aspects of the Liquidity Crisis, 1931-32," 
mimeographed {Basel, April, 1932), pp. 9-10. 
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The earmark of exchange control in a sense appropriate to 
Continental systems since the crisis of 1931 is not stabilization, 
but protection against loss of value in the monetary standard 
through capital flight. Common to all types of exchange control 
in this narrower sense we find by consequence a more or less 
categoric prohibition of all outward capital transfers except under 
official auspices, and a monopoly of devisen trade by the state to 
implement the prohibition. Even the mildest form of exchange 
control of this genus, a type which involves neither enforced offi
cial rate of exchange nor rationing of devisen, implies rather 
far-reaching interference. 

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

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

1. On these various possibilities, cf. F. W, Paish,The Effects of Foreign 
Exchange Control on British Trade, U. K. Memorandum No. 2, International 
Institute of Intellectual Cooperation (Paris, 1939), pp. 2-^. 
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balances and of transfer moratoria are not as synonymous with 
exchange control as totalitarian experience would seem to sug
gest";' payments upon pre-war foreign obUgations in gold or 
devisen are to be transferred as required.^ Quite obviously this 
milder form of our second type of exchange control is limited to a 
country with adequate gold and devisen reserves. 

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

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

1. Economist (London), September 9, 1939, p. 493. Moratorium could 
indeed be regarded as a part of exchange control; but since the latter usually 
permits some repayments but, again unlike moratorium, allows no capital 
flight by nationals, I have adhered to the popular usage. 

2. Explanatory Leaflet: Defence (Fiuance) Regulations (London, Sep
tember, 1939). (This is presumably a government publication, but no source 
appears.) Later dispatches, however, indicate departures from this poUcy. 
"The diffidence of the authorities in giving their permission to such conver
sions . . . has already created the phenomenon of blocked sterling." Econo
mist, September 23, 1939, p. 568. 

3. Paul Einzig, Exchajige Contro] (London, 19B4), p. 228. 
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control. Clearings and the entire apparatus for preventing capital 
export by citizens and foreigners persisted from a more rigorous 
regime in 1931 and early 1932; but foreign exchange was dealt in 
upon a substantially free market and practically no resort was had 
to allocation of devisen. There was thus realized a system oi 
capital-flight prevention which dispensed with so many of the 
major interferences involved in other systems that one may well 
hesitate to apply the terra "exchange control" sans -phrase.^ 
Having in mind the further departures from a liberal international 
system to which we now turn, I have not refused to consider the 
Austrian case an example of "successful termination" of exchange 
control in any rigorous sense. 

A third degree of intensity in control is reached when, 
beside prohibiting outward capital remittances and adopting the 
necessary complementary measures, a country sets official prices 
upon the foreign exchanges and tolerates no other quotations. 
The purpose of this measure is to reassure the popular mind, 
which is prone to identify exchange depreciation (including deval
uation) with outright inflation. Now it is of course only too prob
able that any one of a number of circumstances may shortly cause 
the "real" rate of exchange for the controlling country to fall 
below official parity. The difference between the present or third 
type of exchange control and the fourth type lies in the divergent 
character of the causes of such a possible disparity. From the side 
of supply of and demand for bills of exchange without reference 
to relative price-level developments at home and abroad, the real 
equilibrium price may faU below official parity because (1) the 
state itself transfers interest or amortization abroad more rapidly 
than permitted by the current national demand for imports in 
terms of exports which the economy offers in payment; or because 
(2) evasion of the state prohibition of private transfers abroad 
confronts the same inelasticity. From the side of supply and 
demand for bills of exchange directly dependent upon relative 
commodity prices, real equihbrium may fall below official parity 
because (3) there has been monetary inflation or lagging deflation 
relatively to foreign countries; or (4) a flight from the currency 
into real value has produced price-level developments similar to 
the preceding ones (under 3) ; or finally (5) because through cost 

1. Karl Schlesinger, "Kapitalfluchtbehinderung? Ja! Devisenbewirt-
schaftung? NeiD!", Osterreichischer Volkswirt, Vol. 24, pp. 290-294, 325-327. 
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or demand changes the barter terms of trade have shifted adversely. 
If the disparity of real and official rates arises from the forces 
described under (1) and (2), the exchange control belongs to the 
third type; if the disparity arises from forces (3) (4) or (5) either 
alone or in conjunction with (1) and (2), the fourth type of 
exchange control is present. 

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

Prior to April 26, 1936, Poland pursued a policy of deflation 
and free exchange on an open gold standard. The introduction of 
exchange control and official rates on devisen apparently ushered 
in a system of the third t3rpe: prices rose in Poland less rapidly 
than on world markets, the zloty showed no tendency to depre
ciate, noprotecfion was afforded domestic producers, and though 
import devisen were allocated by a semi-official scheme, no com
plaints were heard as to a shortage of imported raw materials.^ 

In general all countries introducing exchange control imme
diately after the credit crisis of 1931 found themselves sooner or 

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

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

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

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

•,. 2. Alexander Yovanovitch, M^raoire sur le controls des changes en 
Yugoskvie, Institut Internationa} de la Cooperation Intellectuelle (Paris, 
1939), p. 46. 
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effort to offset inaccurate official rates of exchange in foreign 
countries and differential treatment of various commodities 
through subsidies, quotas, and the Hke. Frequently, however, 
differential exchange rates signaUze attempts at discriminating 
monopoly; and the same motive hes behind the exaction of free 
devisen payment even from exchange-control countries for a 
certain proportion of exports of a commodity wholly or partly 
monopolized by the country of origin—as, for example, for oil 
exports from Rumania. Differential exchange rates may finally — 
as would be quite patent — afford a convenient, flexible, and at 
least partly secret method of political discrimination. 

W H Y WAS EXCHANGE CONTROL INTRODUCED? 

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

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

1. Gustav Cassel, Money and Foreign Exchange after 1914 (New York, 
1922), pp. 443-444. 
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deflections of market exchange rates from equiUbrium, which he 
beUeved to be described under "purchasing power parity." 

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

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

1. Capital flight may take the form of lea\'ing the proceeds of exports 
on deposit with foreign banks. In this case the export can at best do nothinij 
toward supporting the country's exchange rate, if the export was made ad hoc 
and not in answer to ordinary profit motives. If the export would have been 
made anyway in line of ordinary business, the practice referred to actually 
reduces the exchange rate. Furthermore, the withdrawal of capital in real form 
may reduce the production of a nation, though in the widespread under-
utilization of capacity following 1931, this was probably not serious. Neither 
of the foregoing qualifications seems to impair the validity of the generalization 
made above. 
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reserves. It is in such circumstances that the problem arises 
concerning the future course: is it to be moratorium, currency 
depreciation, deflation, or finally, locking the wicket for the dis
cernible future by exchange control? 

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

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

Deflation is the remedy of economic orthodoxy, since it 
I. Ludsv-ig von ifises, "The Return to a Free Foreign Exchange Market," 

mimeographed report to the Vienna Congress of the International Chamber 
of Commerce, May 30, 1932 (Paris, 1932), p. 2. 
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dispenses with breaching the international money and finance 
mechanism through departures from gold parity, through defaults 
upon loans, and through direct authoritarian interference with 
exchange dealings and commerce. Where a reasonable hope can 
be entertained for bridging over a flight of capital through a 
temporary loss in reserves and a subsequent activation of the 
trade balance by reducing prices, the ends striven for through 
deflation — integrity of monetary standards, inviolabiUty of con
tracts, free private initiative in trade and capital movements — 
are worth substantial sacrifices. Unfortunately from several angles 
many countries found that, in the midsummer crisis of 1931, 
deflation promised too Uttle or bid fair to cost too much. 

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

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

] . Jacob Marschak, "Diskontpolitik," Der deutsche Volksmrt, vol. 46, 
p. 1553. 
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be tnisted to work without lagging behind the export of capital 
far enough to force currency depreciation.^ 

(3) Let us assume that, despite these very real difficulties, 
deflation can actually develop an adequately favorable balance 
to equihbrate with the fhght of capital; does it necessarily follow 
that the pohcy is socially desirable? By the summer of 1931 
depression had already prevailed for two years, and there is good 
reason to suppose that it had already reached a stage of "secondary 
deflation,"^ wherein any imaginable corrective value had dis
appeared and a mania for liquidity had begun to carry the volume 
of output and employment with cumulative momentum down
ward. The counsel of academic economists was probably generally 
in this direction, although this Draconian severity must have been 
weakened by Keynes' two magna opera since that time. Economic 
practitioners in central banks and Treasuries have, at all events, 
rather generally testified that the cost in unemplojmient counted 
heavily against the deflationary method of securing equilibrium. 

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

A variant of the policy of deflation, as formulated by Machlup, 
would consist essentially in an iron-clad refusal of the monetary 
authority to create loans for purposes of a flight into foreign 
currencies, and a readiness to accept some temporary deprecia-
tion.3 The financial wherewithal for purchasing devisen could come 
from three direct sources, according to Machlup: hoards, income 
including new savings, and business turnover; and from three 
indirect sources, namely, sale of property, termination of loans 

1. Herbert Gross, "Ausgangspunkte, Formen, und Wirkungen der 
Devisenzwangswirtachaft," Archiv fiir Sozialwissenschaft, Vol. 69, p. 54-

2. Wilhelm Ropke, Crises and Cycles (London, 193C), pp. 119-134. 
3. Fritz Machlup, "Die Theorie der Kapitalflucht." Weltwirtschaft-

liches Archiv, Vol. 36, No. 2, pp. 512-529. 
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and new bank credit. Each of these, with the exception of the 
sixth, is rather narrowly limited unless the sixth comes into play. 
If the central bank refuses to supply new credits, the capital 
flight would rather quickly burn itself out by reaching the limits 
of available funds. 

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

Deflation has been examined at some length for the reason 
that, whether actually attempted or not, the idea was always 
entertained seriously. The third alternative to exchange control, 
exchange depreciation — whether through letting the rate sink to 
its "natural" level or through an act of devaluation—was of course 
proposed in some quarters outside the sterUng bloc, but in the 
debtor countries was never seriously considered until exchange con
trol had been in effect for many months. That a reduction in the 
monetary unit would have increased the real burden of foreign 
debts, aside from possible favorable repercussions on national pro
ductivity, weighed heavily against such a solution. SterUng deval
uation had indeed reduced the real burden, but this did not show 
that it should be increased again. Throughout exchange control 
history the "real burden" argument has deterred devaluations or 
the recognition of de facto depreciations. 

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

BILATERAL AGREEMENTS CONCERNINQ 
INTERNATIONAL PAYMENTS: THEIR CHARACTER AND THE CAUSES 

OF THEIR EMPLOYMENT 

Clearings, compensations, and "payment agreements" in 
the narrow sense represent the three varieties of international 
payment under bilateral agreement. As the League of Nations 
investigation reveals, they grow directly out of exchange control;' 
indeed, so intimate is the association that it is practically impos
sible to conceive one without the other. This has produced a certain 
embarrassment in terminology. When the specific measures are 
being considered, "exchange control" designates the unilateral, and 
"clearing" and the like the bilateral actions. But when economic 
results are the subject of discourse it is frequently impossible to 
distinguish those flowing from unilateral measures from those 
arising from bilateral agreements, and the term exchange control 
is used to refer to the nexus of both sets of regulations. I have not 
attempted to improve upon this somewhat elastic usage; the 
context usually reveals whether exchange control should or should 
not be understood to include bilateral agreements. 

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

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

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

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

Compensation, Uke clearing, dispenses with devisen entirely; 
but unlike clearing, trade does not proceed against open book-
account involving a periodic balancing of all items, but rather an 
immediate offset to each parcel of export by an import of equal 
value. In two respects it is less "liberal" than clearing. It narrows 
the field of choice for exporter and importer: both must first dis
cover the difficult "double coincidence" necessary to barter. And 
it makes no progress toward the Uquidation of frozen claims. In 
other respects compensation proves less confining than clearing, 
for it frequently allows some trade to proceed when clearing stands 
at an impasse because of an unliquidated balance; and secondly 
it sometimes permits, in the concealed form of pHvate bargaining, 
departures from an artificial rate of exchange enforced in the 
clearings. 

In brief outline these are the modes of bilateral arrangements 
for international pajroents and the two reasons for their original 
introduction.' It need scarcely be said that an amazing variety of 

1. Heuser gives two types of clearing agreement paralleling the two 
reasons for introduction; cf. Heinrich Heuser, Control of international Trade 
(London, 1939), pp. 68-71. 1 have reserved the idea of type to differing tech-
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combinations of motives and types characterizes the actual scene. 
Central European countries stood in a debtor relation to the West, 
but in a creditor relation to the East and Southeast, and the clear
ings of Germany, for example, reflect both circumstances. Com
pensation frequently appears as a subdivision of a payment or 
clearing agreement. Clearings differ in all imaginable ways, 
concerning organization, items admitted, transit trade, rate of 
exchange, duration, settlement of balances, and the like, described 
by Einzig and the League Enquiry. Occasionally clearings even 
provide for triangular trade, either directly through triangular 
clearing (though this is rare')i or through permitting one clearing 
country B to receive raw material from country A, selling the 
finished product to C, whereupon country C pays via the clearings 
to A for the raw materials involved and to B for the fabrication 
costs — the so-called Brocchi system. But we need not dwell upon 
further technical possibilities. 

Once exchange control has prevailed for some time, additional 
grounds may appear for instituting clearings with new countries 
or for extending the scope of existing agreements, (3 ) Since the 
clearings include the bulk of ordinary trade, a fair presumption 
exists that transactions outside the clearings may represent 
attempts to export capital; to secure this simplification, the net 
of clearings may be extended. ( 4 ) A more or less deliberate cam
paign may be instituted to purchase as much as possible over the 
clearings, forcing the seller to extend involuntary credits in the 
way of unsettled clearing balances, obliging his government to 
shoulder the burden, and perhaps eventually inducing the accept
ance of inferior goods in payment. (5) Finally, hke exchange 
control itself, clearings may become an instrument for economic 
and political bludgeoning. The threat of Zwangscharing in many 
cases has been a justifiable method of forcing recognition of 
creditors' claims; but all too frequently the control of direction 
and composition of trade, delivered into bureaucratic hands by 
the clearing method, has been perverted to partisan interests 
DJcal arrangements, once clearing has begun. The League Enquiry, by dividicg 
the first reason into desires to hquidate commercial and financial debts, comes 
out vi-ith three reasons for clearings (p. 11). But there are others; cf. points 
3, 4, and 5, above. 

1. Siidost Economist, Vol. 1, No. 3, p. 81. One example is the recent 
triangular clearing of Germany, Rumania, and Jugoslavia. 
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within the country, to purely autarkic ends, or to intimidation 
of other countries.' 

THE EFFECTS OF ECONOMIC FORCES ON EXCHANGE CONTROL 

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

1. In The Exchange Clearing System (London, 1935), Paul Einzig lists 
fourteen causes for the establishment of clearings. Such an extended list 
involves much reduphcation and not a little error. Numbers 1, 2, 3, and 14 
all refer to the willingness of creditors and the requirement of debtors that 
debt payments shall be made in goods and not in devisen, the first cause in my 
enumeration. Numbers 4, 6, and & fall under the second cause, the desire on 
both sides that current trade proceed. Einzig's 11, 7, and 13 amount to my 
3, 4, and 5. But his items 5, 8, 12, and 10 are spurious. Clearing does not 
permit a country to escape such direct quantitative limitation of imports as 
quotas, import licenses, or prohibitions; furthermore the clearing agency 
usually has authority to accept or reject any proposed transaction. The 
allegation that clearing reduces "the disturbing effect of cash transfers" 
actually gives the thesis of the book, apparently recanted in Bloodless Invasion, 
that multiangular clearing promises to be the ideal international system of 
the future. Another error is the belief that a country wishes to "balance" its 
trade with particular countries; balancing may he achieved hut only for an 
ulterior motive. Finally clearing cannot afford a means to "replenish the 
currency reserve," though adnuttedly clearing may prevent further depletion 
of reserves. 
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turns upon the clash of ordinary business motives with these 
artificial differentials. Had the various governments taken no 
steps to modify their control systems, the tendency toward unfa
vorable balances would eventually have brought an absolute 
cessation of international trade. 

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

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

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

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

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

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

Exchange control passes from type 4 or 5 to type 2 (with or 

1. Cf. Yovanovitch, op. cit., pp. 27, 3.̂ -35. Cf. Virgilc Madgearu, Le 
controls dea changes en Roumanie, International Institute of Intellectual 
Cooperation, Paris (to be published), pp. 17, 37, 44. 

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

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

ECONOMIC PROGNOSIS FOR EXCHANGE CONTROL 

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

Authoritarian action of the first type enumerated has already 
1. This is said to be one of the chief bulwarks of exchange control to 

Rumania. Madgearu, op. cit., pp. 9, 21. 



22 EXCHANGE CONTROL IN CENTRAL EUROPE 

been treated in a special literature;' it does not belong to exchange 
control in the narrower sense of the present enquiry. It is the 
chief characteristic of the second type, permitting the rate of 
exchange to move freely and dispensing with devisen allocation, 
that it prevents an exodus of capital. Undoubtedly such an 
embargo may interfere mih the tendency of capital to bring its 
marginal employments to equality and thus maximize yields. 
Flight capital, however, can scarcely be thought of in this Ught, 
"If the authorities endeavor to prevent abnormal capital move
ments from affecting the exchanges," says Einzig, "they assist 
in the working of normal tendencies, instead of obstructing them."^ 
On the other hand, in preventing capital repayments, exchange 
control effectively discourages the investment of new foreign 
capital. Since the "natural" direction of capital-flow was toward 
the debtor (now exchange-control) countries, this is probably the 
more serious consequence.' The third type of control presents no 
important economic pecuUarities over this situation, and we pass 
to the fourth and fifth types, in which overvaluation entails 
devisen allocation (Devisenbewirtschaflung). 

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

1. Consult, for example, N. F. Hall, The Exchange Equalization Account 
(London, 1935); Seymour Harris, Exchange Depreciation (Cambridge, Mass., 
1936), Chapter 15; and F. W. Paish, "The British Exchange Equalization 
Fund," Economical February, 1935; February, 1936; and August, 1937. 

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

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

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

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

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

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

An "ideal" system of bilateralism embracing all countries could 
be achieved by lowering the rate of foreign exchange in the favor
able-balance country and raising it in the unfavorable balance 
country in each bilateral relationship until the bilateral exports of 
the two coimtries stood at whatever ratio had been contemplated 
in the clearing. The situation is " ideal" (mthin the limits imposed 
by bilateralism) in two respects: it is bound to achieve the bi-
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lateral balance desired if pressed far enough;' and it achieves this 
end with a minimum of authoritarian interference, since foreign 
traders can buy and sell where, what, and as much as they desire. 

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

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

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

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

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

In a final chapter we return to the a priori expectations of the 
preceding pages to determine whether they are validated in actual 
experience, and whether a theory of exchange control can be 
further elaborated. It is intended that the following studies of 
individual co\mtries should be intelligible as separate monographs. 
But the ultimate aim throughout the enquiry is a general appraisal 
of exchange control on the basis of its observed operation. 



CHAPTER II 

AUSTRIAN EXCHANGE CONTROL: AN EXAMPLE 
OF SUCCESSFUL TERMINATION 

THE AFTERMATH OF THE CREDIT ANSTALT FAILURE 

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

To enable this institution to meet demands, the central bank 
increased its private discounts, as may be seen from Fig. 1, in a 
tremendous bound from 69,500,000 to 451,300,000 Schillings dur
ing the three weeks from May 7 to May 31, almost exactly parallel
ing the Credit Anstalt withdrawals. The note circulation increased 
in the same period from 905,400,000 to 1,140,600,000 Schillings, an 
apphcation of the Bagehot principle for meeting runs. Conclusive 
proof that the increase of notes merely supplanted deposits, and 
therefore cannot be stigmatized as inflationary, appears in Fig. 2. 
The increase of notes proceeded entirely from the thousand-Schil-
Ung category, a denomination not much used for exchange but 
predominantly for hoarding. Foreign withdrawals and domestic 
hoarding also began their disastrous inroads upon the National 
Bank's gold and devisen reserves (cf. Fig. 1). A decline from 
855,500,000 to 732,200,000 Schillings during May alone provoked 
only the moderate discount-rate advances from 5 to 6 per cent 
on June 8, and 7^4 per cent on June 16; not until July 23 was the 
rate raised to 10 per cent, at which level it remained until the 
introduction of exchange control. 

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

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

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

1. Actually this sum waa not subsequently supplied, and instead the 
original advance was reduced to 90,000,000 Schillings, Furthermore, the Bank 
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deposit*, a consortium of more than a hundred of its foreign 
creditors agreed to a two-years postponement of claims. The 
"London Agreement" of June 16 covered 500,000,000 Schillings, 
the bulk of the Credit Anstalt's short term obligations.' 

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

In this extremity the government addressed a desperate 
appeal on August 7 to the League of Nations for a 250,000,000 
Schillings loan. Representatives of the Financial Section went to 
Vienna to study the situation, but not until the summer of 1933 
was the loan actually consummated. However, a meeting of 
foreign bankers in Basle, August 14-19, accorded a six months* 
standstill upon the remaining 240,000,000 Schillings" of Austrian 
banks' short-term debts, under the so-called Bruins agreement.^ 
of England required a repayment of 50,000,000 Schillinga of its advance, and 
thus hastened the advent of exchange control, 

1. By subsequent agreements on .January 11 and April 27, 1933, its affairs 
were finally put in order through a "Foreign Holding Company" with the 
participation of the Austrian Government. On July 20, 1934, the guarantee 
of its deposits was flnallv terminated. 

2. All figures in Schilhngs to p, 54 .paragraph 1 are given on the basis of 
gold parity, thereafter at the "private clearing" rate. 

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

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

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

1. The Exchange reopened in early November, 1931. 



AUSTRIAN EXCHANGE CONTROL 31 

B y September, however, the foreign short-term obligations of 
all Vienna banks, including the Credit Anstalt, had been prolonged 
by agreements, and government guarantees had assured bank 
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•League of Nations, Austria: Public Finances, First Report (Geneva, 
1936), p. 12, extended to termination of the Bank's existence in March, 1938. 
The decrease in private discounts and simultaneous increase in state debt are 
explained by the absorption of Credit Anstalt los.>es by the Treasury. Cf. 
p. 54, n. 1, below. For statistics, cf. pp. 3 4 9 - 3 5 1 , below. 
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liquidity. But the sapping away of central bank reserves through 
capital flight, continued by Austrians and foreigners aUke, caused 
popular apprehension to turn now from the banks to the currency. 
Reductions in savings deposits persisting throughout the final 
third of 1931 to a low point of 1,878,000,000 Schillings in Decem-

B A N K - N O T B S IN CiRCnLATION BY DENOMINATIONS* 

PIG. 2 

* Monataberichte des Osterreichischeo Institutes ftir Konjunkturforachung 
(hereafter: 0 . I. f. K.), Jhrg. 7, Nr. 2, p. 19. For statistics, cf. p. 350, below. 

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

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

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

1. ExperipDce with these two series has indicated to the Austrian Cycle 
Research Institute that closest conformity through a number of previous years 
is obtained when the Austrian series is advanced by four months. A normal 
divergence of 25-30 per cent of the Austrian curve above the American is 
eliminated by reducing both to 100 in June, 1931. 

2. Thus Wilhelm Ropke also: Crises and Cycles (London, 1936), p. 8, n. 6. 
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could have foreseen a fall in the international price-level in 
the immediate future, to say nothing of a continued decUne for 
two or three years to come? 

HO 

AUSTRIAN SENSITIVE PRICES* 
(As PER CENT OF AMERICAN, JANTIARY 1 9 3 1 = 1 0 0 ) 

1931 1932 
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OlfK 

„ 1931 
F/33 

Fio. 3 

* O. I. f. K., Jhrg, 7, Nr. 4, p. 65. The time basis for Aiwtria appears at 
the top, for America at the bottom, of the diagram. For statistics, cf. pp. 353 -
355, below. 

Another course would have been an attempt to maintain the 
gold SchiUing by deflation. To cope with the panic psychology of 
a capital flight, sharp and rapid contraction of credit is requisite, 
with a successful outcome by no means assured. It is difiBcult to 
believe that credit could have been substantially reduced. Dr. 
Viktor Bloch called the attention of the Wahrungsenquete in April, 
1932, to the fact that of 850,000,000 Schillings in National Bank 
loans nearly 700,000,000 Schillings directly or indirectly represented 
frozen Credit Anstalt assets, leaving a maximum of 150,000,000 
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Schillings which could be affected by the rediscount rate. Though 
commercial banks would have had to follow this rate, a large por
tion of their loan portfoUos, in turn, were iUiquid. Precisely this 
general condition is recognized by those who say that the cost of 
salvagmg the Credit Anstalt was the gold Schilling, although the 
same persons inconsistently upbraid the National Bank for not 
deflating. 

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

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

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

1. Cf. Ppeech of Otto Bauer in Protokoll dea sozialdemokratischen 
Parteitages. Abgehalfen vom 13 bis 15 November, 1931 (Vienna, 1931), p. 22. 

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

3. Pertinax, Oe^^terreich 1934, (Zurich, 1934), p. 163. 
4. Walter Federn, "Der Zusammenbruch der osterreichiachen Credit-

Anstalt," Archiv fiir Sozialwissenschaft und Sozialpohtik, vol. 67, p. 427. 
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Government to restore the viability of this large part of Austrian 
industry by cancelling the heavy loans these undertakings had 
obtained from the Credit Anstalt ;̂  and they continually demanded 
a reduction of the National Bank's rate of discount. It was in the 
main because of the socialist opposition that the National Bank 
did not raise its rate immediately after the failure of the Credit 
Anstalt. In the general panic precipitated by sterling devaluation, 
the socialists did, indeed, vote for a law which reduced the salaries 
of civil servants and railroad employees and imposed additional 
taxes on wages and salaries.^ But even this shy attempt to pursue 
a policy similar to that adopted by the German Social Democrats 
aroused deep distrust amongst the party's membership and 
represented the last concession poUtieally po.ssible. Under these 
circumstances introduction of exchange control was the only 
alternative left, and the socialists readily gave their votes for the 
Constitutional Act of October 8, 1931, which created the legal 
basis for subsequent exchange control by cabinet decree. How the 
introduction of exchange control at an earlier point — for example, 
on May 8 when the Credit Anstalt failed, or on the occasion of the 
Danat Bank closing and the adoption of control by Germany on 
July 13 — would have altered the course of events belongs to the 
realm of pure guesswork. Since the primary purpose of introducing 
exchange control is to meet an emergency, the measure should 
have been adopted at one of these junctures, if ever. The great 
benefit would have been to preserve devisen reserves against a 
capital flight. This might have permitted an orderly devaluation 
in September along with the pound, and probably an immediate 
return to free payments. On the other hand, the device would have 
irritated Austria's creditors and possibly have delayed the agree
ments beyond even their tardy consummation as things were. 

The actual occasion for introducing exchange control was 
England's departure from the gold standard and the further 
encircling of Austria by control countries. To Germany and Hun
gary were added Czechoslovakia on October 2, and Jugoslavia on 
October 7, accounting together for 42 per cent of Austria's exports 
and 52 per cent of her imports. Those countries which absorbed 
half her exports without paying in devisen were the very ones from 

1. Cf. the "Economic Program of the Social Democratic Party"; Jahr-
buch der osterreichiachen Arbeiterbewegung 1931 (Vienna, 1932), p. 21. 

2. Budget Sanierungs-Gesetz, October 3, 1931, BGB1.294. 
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which Austria had to derive her raw materials. Furthermore, 
although the Credit Anstalt arrangement in June and the Bruins 
agreement in August prevented the withdrawal of 750 ,000 ,000 
Schillings of short-term capital, there remained not only an annual 
debt service on all categories exceeding 450 ,000,000 Schillings, but 
also the possibility of an indefinite flight of domestic capital. 

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

THE ATTEMPT AT FULL MONOPOLY, OCTOBER, 1931 
TO FEBRUARY, 1932 

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

1. League of Nationa: Quarterly Reports on the Financial Position of 
Austria (cited here under the author's name); Rost van Tonningen: First 
Quarterly Report (January 12. 1932), p. 10. 

2. MitteJlungen des Verbandes osterreichischer Banken und Bankiers, 
Bd. X V I , Nr. 12, p. 328. 
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was necessary not only to transfer abroad foreign and domestic 
means of payment of all categories, including deposit books and 
deposit receipts, but also for a bank or even for a private firm to 
credit a foreigner's account on its own books. Foreign means of 
payment and bank accounts had to be registered and offered for 
sale to the National Bank within eight days, if their total exceeded 
1,000 SchilUngs, or if their total subsequently reached 500 Schillings. 
Anyone exporting goods to a value exceeding 200 Schillings was 
obliged to inform the Bank of the payment conditions, and upon 
its requirement to deposit a sum immediately as a guarantee that 
devisen proceeds of exports would be duly surrendered. An excep
tion was made for sales in terms of Schillings against foreigners' 
Schilling accounts in Austria. Ofl̂ icial approval of the Bank was 
required also for lending or borrowing abroad or for making pay
ments of principal, interest, dividends, etc. abroad in foreign money. 
Finally, the National Bank was granted access to all business book
keeping and correspondence; and extreme penalties were enacted 
— a maximum 250,000 SchilUngs fine for the first offense and 
double this sum and imprisonment up to five years for the second 
offense. Any bank violating the statute might have its charter 
revoked. 

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

1. With the majority of exchange control countries, the Austrian authori-
tiea attempted to lighten the task of the central bank itself through two 
devices — a certificate system, and a prehminary examination of demands for 
devisen, both with the cooperation of the Chamber of Commerce. Immediately 
after the First Devisen Law the National Bank empowered the Chamber to 
grajit to exporters of known standing certificates or attestations which permit
ted them to retain devisen ]jroceeds for essential imported raw materials. The 
system seems to have been administered with too open a hand; on January 9, 
1932, a census revealed 1,700 hcensed firms, and the Bank was moved to a 
vigorous reduction of their numbers. 

Although the imposition of exchanr;e control had been impending for 
several weeks by the time of its actual adoption, the National Bank, caught 
without provision for its heavy duties, could attend to only a mere fraction of 
the apphcations for devisen. A first step in simplifying matters was the complete 
stoppage of rationing for certain import categories. The Bank also fostered a 
system of Ad'visory Councils, the first one being created for the shoe and 
leather industry on October 28; subsequently there were extensions to metals, 
wood, resin, and glass. Although the Councils were designed to represent and 
adjust the divergent interests of manufacture, trade, and commerce, they 
functioned poorly and had to be supplanted by another system. 

As early a-s November 15 there were established in the Austrian IVational 
Bank twelve administrative divi.aions, corresponding to an equal number of 
important groups of industries, for the allocation of devisen. At first these 
divisions attempted to carry on the work in the Bank alone, but by the 
end of November the task of dividing out this allowance amongst individual 
applicants was left to complementary agencies called Vorpriifungsstellen. 
These picliminary examination boards were not fully established before the 
really active period of control terminated. The first one, organized on Novem
ber 30, controlled bread-cereals and fodder; and during December and January 
similar units were created for industrial raw matorials, fertilizers and textiles. 
One unit existed quite outside the Chamber of Commerce—the Vorpriifungs-
stelle m the Ministry of Agriculture. Its isolated position gave rise to recrimi
nations, because in the later developmenta, when industry generally had to 
purchase devisen at the free market price, farming interests still received sub
stantial rations of exchange at the official par. iCf. .\rbeiter Zeitung, June 21, 
1932; Neues Wiener Taghlatt, November 28, 1932.) The impression prevails 
even with high authorities in the Bank and the Ministries that allocation pro
ceeded in all quarters by high-handed and arbitrary methods. 

file:///rbeiter
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THE EFFICACY OF CONTROL 

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

It is surprising, however, that illegal evasion should have been 
resorted to at all, in view of the many possibiUties within the law. 
Most important amongst these were the so-called "export against 
SchilUngs" and the purchase of foreign securities. Both these modes 
of evasion were faciUtated by the anomalous position of legal 
trustees under (he Devisen Acts. On a slightly different level were 
the virtual evasions through purchasing goods on credit and through 
the clearing system. 

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

What the spirited journal discussions apparently missed was 
that this question involved not simply a particular practice but 
the whole matter of exchange control. The advantages to exporters 
cited by proponents of "export against Schillings" were real 
enough; but, after aU, the "advantage" of reducing the commercial 
debt was precisely what exchange control was designed to prevent. 
President Kienbock pointed out that he later permitted this mode 
of payment merely as one way of withdrawing from the system. So 
long as exchange control was to be enforced, however, it is clear 
that the National Bank was right in opposing "exports against 
Schillings. " 2 

1. Cf. the Sofortprogram of the Chamber of Commerce of Vienna in its 
Gegchiiftsbericht iiber den Monat Mftrz. 1932; also the demands of the two 
leading industrial and commercial organizations to Austria ID the Neue Freie 
Prease, February 6, 1932. 

2. ExecutioQ of this decision was seriously crippled by two defects in the 
Devisen Ordinances. For one thing, whereas the First Devisen Act (Sec. 5) 
authorized the National Bank to require of exporters a promise under oath to 
dehver export proceeds, if payment were taken in foreign devisen, a mere notifi
cation of the Bank by the exporter was sufficient, if payment were taken in 
foreigners' free SckUlijig deposits. But Section 5 of the Third Devisen Act 
(November 18) omitted mention even of the notification; this circumstance led 
to the popular impression that the bars had been Jet down to "export against 
Schillings," though the omission was really a "joker" perpetrated by interests 
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Another pecuharity in the ordinances was that only credit 
institutions were prohibited from transferring foreigners' accounts 
to others without the permission of the Bank. Until the Fourth 
Devisen Act expressly extended the prohibition to all agents, 
hundreds of attorneys drove a lucrative business with impunity by 
acting as trustees for foreigners and transferring accounts to 
third parties. 

A second main channel of legal evasion was the purchase from 
abroad of internationally traded securities. Under the exchange 
prescriptions, the seller of a foreign security outside Austria could 
be paid in "inland" or blocked Schillings, and these sums could 
legally be invested in domestic securitie;?, real estate, or by per
mission be applied to exports. To the degree that blocked Schil
lings were actually utilized by foreigners there could be no damage 
to the foreign value of the SchilUng, aside from cases in which the 
foreign purchaser would otherwise have taken the Austrian 
goods or titles even for payment in free de\isen. If, however, the 
proceeds of the sale were simply left in blocked accounts, their 
growing magnitude drove down quotations on these Schillings to 
lower and lower levels. 

By the end of October, 1931, the Vienna quotations on Austrian 
League of Nations bonds and the International Federal Loan stood 
20 per cent above the foreign quotations. A heated discussion arose 
in the press as to the desirability of following Czechoslovakia, 
Germany, and Hungary in requiring the sale of privately held 
securities to the government. The proposal was stigmatized as a 
squandering of the national wealth, especially, it was said, as Aus-
trians held a much higher proportion of their wealth in foreign 
securities than the nationals of other exchange control countries. 
Actually the proposal was not incorporated into the Third Devisen 
Act as the public had feared, and even the Fourth Devisen Act 
prohibited merely the acceptance of foreign securities in payment 
for exports. The purchase of foreign securities continued to be a 
opposed to fh« control sy.stem. A reduction of foreigners' Schilling deposits by 
29,000,000 Schillings from November 30, until the Fourth Devisen Act defi
nitely Concluded the practice for the time being, explains fully one-seventh of 
the adverse balance on capital account during this interval. The figure of 
29,000.000 Rcliillings actually includes the four months period from November 
30. 1931, to March 31, 1932. Cf. Rost van Tonningen, Fourth Quarterly 
Report (November 30, 1932), p. 9. It is fair to assume, however, that most of 
it ia accounted for in the limits given above. 
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mode of capital flight long after exchange control in other respects 
had been abolished, and not until April 5, 1933, did the Finance 
Ministry prohibit deaUngs in certain Swiss railway bonds which 
had become favorites. By this time the practice had become so 
deeply imbedded that the demand simply switched over to Swiss 
stocks, English consols, and various war loans.^ The proposal to 
prohibit purchases of foreign securities, or to end the practice by 
compulsory sale to the government was a logical complement to the 
compulsory sale of devisen. The failure of the Austrian devisen acts 
to embrace this category of international credit instruments 
resulted in a direct channel of capital flight. 

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

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

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

CLEARING AGREEMENTS IN THE PERIOD OF ATTEMPTED MONOPOLY 

The history of Austrian clearing falls into two phases, the 
first extending from late December, 1931, to the spring of 1932, 
the second extending to March, 1938. During the former phase, 
while Austria imposed sharp restrictions on all foreign pa3Tnents, 
the introduction of clearings proceeded on foreign initiative; 
whereas in the latter period, while Austria relaxed exchange con
trol, she was forced to rely upon clearings to secure payment for 
exports to control countries. Another very significant difference 
between the two episodes of clearing was the use of gold par in the 
former and a rate approaching free market quotations on the 
SchilUng in the second. The Austrian attitude itself underwent a 
complete reversal. The earlier president of the National Bank, 
Dr. Reisch, had enthusiastically supported clearings at a confer
ence sponsored by the Bank for International Settlements in 
Prague on November 2 and 3, 1931; by the end of December, he 
announced with evident satisfaction, that ten agreements were 

1. Der osterreichische Volkswirt, November 12, 1931, pp. 181-182. 
2. On January 1, 1932, the Bank reported as follows upon the period 

October 9 to December 31, 1931: devisen received, 185,300,000 Schillings; 
devisen paid out —for the state debt and government needs, 53,600,000 
Schillings; for the service of otlier loans, 13.900,000 Schillings; for commercial 
purposes, 109,300,000 SchilUngs; a total of 176,800,000 Schillings. (Cf. Rost 
van Tonningen, Second Quarterly Report, May 2, 1932, p. 10.) The total 
receipts of 185,000,000 Schillings represent not only the entire devisen yield 
from 280,000,000 Schillings exports, but also from the compulsory sale of 
existingstocksatthe outset! By the end of January, 1952, allocations amounted 
to 1-13^ per cent of demand. The fact that the first four weeks of control 
produced 85,000,000 SchiUings in devisen receipts, whereas the next eight weeks 
yielded only 99,000,000 Schillings, is explained by the absorption of stocks in 
the earlier period and by the growth of "export against Schillings" in the 
second 
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completed or in process of formulation.' But his successor, Dr. 
Kienbock, regarded clearings as a defensive instrument only, and 
proceeded to liquidate the agreements with free exchange countries 
as fast as Austria herself could reduce the obstacles to international 
payments.^ 

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

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

1. Die Borso, December 24, 1931. 
2. Kienbock, op. cit., p. 385. 
3. Neuea Wiener Tagblatt, December 25, 1931. 



46 EXCHANGE CONTROL IN CENTRAL EUROPE 

such as Switzerland and France, while Austrian importers from 
weak cmrency countries profited by utilizing the clearing, la 
consequence the clearing balance took an even more unfavorable 
turn than the balance of trade. 

In January and February, 1932, exports dwindled to an unprec
edented low level of 61,000,000 Schilhngs and 66,000,000 Schil
lings; during the fii"st quarter of the year gold and devissn reserves 
fell from 318,000,000 to 215,000,000 Schillings. Unliquidated 
clearing balances with partner countries mounted meanwhile to 
such appalling suras with the Austrian National Bank that the 
whole system had gradually to be recast. On March 10, Austria 
denounced both the Swiss and Italian agreements, upon which 
balances of 9,000,000 and 19,000,000 Schilhngs had accumulated; 
and on March 22 Jugoslavia denounced the existing agreement, 
though a renewal carried on the old parity clearing until October 5, 
with an accumulation of 10,000,000 Schillings against Austria. 
The French clearing represented a distinct anomaly in being intro
duced on May 1 with the parity rate; it persisted, how^ever, until 
June 17, 1933, with an unfavorable balance to Austria of 10,000,000 
SchilUngs. At the end of 1932 the total of Austrian short-term 
commercial debts had I'isen by 100,000,000 Schillings, largely 
through adverse clearing balances.' 

Except in one case the liquidation of these balances proceeded 
painfully and with numerous bickerings as to rapidity of payment 
and rates of exchange applicable to old debts. The introduction 
of a 12 per cent premium on SchilUngs in Jugoslavia between 
October 5, 1932, when this country denounced the clearing, and 
October 20, when the agreement actually ceased, enabled the 
Austrian National Bank to pay its entire debt within the fortnight. 
In aU cases the repayment had to be effected by a retroactive levy 
upon Austrian importers who had utiUzed the clearing during the 
period when the indebtedness accumulated. Not until May, 1933, 
was the Swiss balance liquidated; and the process continued until 
September, 1933, and February, 1934, respectively, for the Italian 
and French balances. Liquidated clearing agreements were not 
renewed during the remainder of Austria's independent existence; 
and after the spring of 1932 the clearings — restricted to countries 
with exchange control—proceeded, with the exception of Hungary, 
until late in 1935, on the free market value of the Schilling. 

I. Oscar Morgenstern in the London Times, July 20, 1937, p. 18-
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How AUSTRIA ESCAPED FHOM EXCHANGE CONTROL: 
FEBRUARY, 1 9 3 2 - M A Y , 1935 

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

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

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

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

TURNOVER ON THE PRIVATE CLEARING 
(Million Schillings) 

Jan. Feb. Mar. Apr. May June July AUR. Sept. Oct. Nov. DM. 
1932 56.8 90.0102.3130.7119.3 
1933 113.6119.6 164.8 169.1 204.6 181.8 187.5 164.8 187.5 227.3244.3204.5 



AUSTRIAN EXCHANGE CONTROL 49 

1931: 
(in million^ of Schillings) 

October-December 108.4 0.4 — — 332.7 
(December 

i2: only) 
January-March 79.4 38.8 

j Estimates f 394.6 
April-June 44.7 42.4 j Estimates 50 < I 364.-
July-September 23.3 39.1 18 (From 

July 17) 
12 312.1 

October 3.4 20.1 9 11 107.3 
November 0.8 18.5 11 10 108.5 
December 0.5 14.5 14 12 117.-

Total 260.5 173.8 52 45 1,736.2 
, Paymentsabroad convertedatparityrates.inpIudinRpaymentseffectedbythe National 

Hank in foreign eichanite under the Jugoslav clearing. "Old Debts" aocount, and under the 
Hungarian clearing, "Wheat" account; excluding payments vmder thp Bulgarian and Greek 
tobacco clearings, and for the debt service of the Swiss clearing. This table is ryprodueud from 
Rost van Tonningeo, Fifth Quarterly Report (February 24, 1933), p. 8 

escaping control or passing over the remaining clearing and com
pensation agreements. Circumstances combining to produce this 
evolution were four: the termination of clearing agreements 
belonging to the "first period"; the attenuation of devisen rations 
by the Bank and its designation of further items of payments to 
be covered in private clearing; the reduction, eventually to zero, 
of the raw material quota; and, finally, the progressive liquidation 
of frozen accounts, so that virtually all payments passed over the 
free market. 

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

AUSTRIAN IMPORTS AND AUTHORIZED IMPORT PAYMENTS* 
AUocationB 
Granted by Settled by 

National 
Bank for • •• • Imports 

Period Imports to 
and Sundry Inter-State Private S chill in B Austria 
Commercial Clearing Clearing CompenBatioa 

Purposes 
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private clearing market, allocations for all private purposes ceased. 
Meanwhile, because of the violent protests of the export interests^ 
the "raw-material quota," which had stood as high as 40 per cent 
and even normally had varied from 20 to 15 per cent, was reduced 
to 12 per cent. On December 6 the final step in this direction was 
taken with the complete abolition of the quota. 

Austrian importers still had to pay extra amounts over the 
clearing rates in order to liquidate the adverse balances with 
France, Italy, Rumania and Switzerland. Not until April 6, 1933, 
did the National Bank formally suspend its right to pass on trans
actions to be admitted to private clearings; the same decree also 
terminated the formal obligation of Austrian citizens to surrender 
devisen to the Bank at its official price. This eliminated an anomaly 
which had persisted from the end of the "raw-material quota," 
namely, that whereas ordinary exporters received the free market 
value for their devisen, the low official price was still appfied to 
devisen received by authors, patent possessors, annuitants, and 
dependents. 

Intimately associated with the disappearance of devisen 
rationing, compulsory sale of devisen, and the "raw-material 
quota," were two other processes contributing to the slow eva
nescence of exchange control in Austria — the liberation of cer
tain frozen accounts, and the cautious and piecemeal official 
recognition of devaluation. The new Bank regime, in recogniz
ing that future stability of the Schilling could be jeopardized by 
the presence of Austrian Sperrkonti on foreign markets, immedi
ately took steps toward their Uquidation. On March 9 the banks 
were authorized to honor drafts against frozen accounts up to 
1,000 Schillings monthly for each owner for travel in Austria. 
On April 22 all blocked accounts — estimated at 10,000,000-
12,000,000 Schillings — accumulated between October 12 and 
December 3, 1931, were converted into "free" accounts, appUcable 
to a variety of domestic uses and to exports. The measures of 
May 2, 18, and 25, June 22, 1932, and January 21, 1933, liberal
ized the use of blocked accounts for travel in Austria. Blanket 
permission to receive payment for export in Schillings, regardless 
of date of contract and currency originally stipulated, was 
extended on October 20, 1932, provided that (1) 12 per cent of the 
bill was paid in foreign devisen; (2) the payment was for commer
cial purposes, and (3) the export proceeded to the country where 
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the account was owned. The export stimulus of this measure was 
somewhat dampened by the 12 per cent "raw-material quota"; 
but six weeks later, as we have seen, it too was removed. The 
monthly reductions of foreigners' Schilling accounts in conse
quence of these measures can be traced in the following figures: 

CHANGES IN FOREIGNERS' SCHILLING ACCOUNTS* 
(In Millions of Schillings) 

ffiBtimatea) 
Free Inland Blocked Scbilling 

From T o Schilling Accounts Accounts 
Nov. 30, 1931 Mar. 31, 1932 -29 .0 + 2.1 
Mar. 31, 1932 June 30, 1932 -11 .3 -14 .0 
June 30, 1932 July 31, 1932 - 4.0 1.0 
July 31, 1932 Aug- 31, 1932 - 2.5 - 4.3 
Aug. 31, 1932 Sept. 30, 1932 - 1.2 + 0.8 

-48 .0 -16 .4 
* Host van Tonningen, Fourth Quarterly Report (November 30, lfl32), p. 9. Cumulative 

fieuree have not been made public, and the monthly statistics given do not include accounts 
with other agencies than banks. 

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

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

The Austrian Supreme Court on March 23 and April 26, 1933, 
took the first legal step, in contrast with the foregoing purely 
administrative measures, in recognizing devaluation by upholding 
the vafidity of gold contracts. Supplementary cabinet decrees at 
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the same time proclaimed that contracts for effective gold pay
ment would be revalued according to the quotation of Schillings 
on the private clearing market, but leaving the precise date of the 
relevant quotation for future settlement. The actual valorizations 
subsequently enforced through taking the quotation "as of* 
different dates varied widely amongst the several types of obliga
tions. Owners of bank deposits, for example (the holders of 
Kassenscheine), were allowed an effective premium of 10 per cent 
by decree of November 14. But owners of agricultural mortgages, 
though their paper was revalorized by 25 per cent, or almost to 
the full 28 per cent premium which had eventually established 
itself on gold currencies, actually received nothing because the 
interest was reduced reciprocally, so that mortgages simply con
tinued at their old prices. Repayments on dollar and pound foreign 
loans into the special account for this purpose with the Bank had 
to be made at the full private clearing rate after August 28, 1933, 
and this was extended to all foreign loans after January 1, 1934. 
Another stage in the gradual recognition of devaluation was 
reached on April 30, 1934, when the Austrian National Bank 
revalued its gold reserves at 6,000 Schillings to the kilogram, in 
place of the old rate of 4,715 SchilUngs (cf. Fig. 1, p. 31), bringing 
about a correspondence with the 128-100 ratio of paper to gold 
Schillings, or a devaluation to 78.2 per cent.^ Not until December 
21, 1934, were possessors of baid: deposit-books and "current 
accounts" allowed the full private clearing rate on their claims, 
totalUng 10,000,000 Schilhngs. The obligations of industry to the 
banks were not settled, nor was the last step in legal devaluation 
taken, the redefinition of the SchilUng in gold-

LIQUIDATION OF D E B T S AND THE SITUATION PRECEDING 
INCORPORATION INTO GERMANY 

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

1. The "profit" of 20.700,000 SchiUings financed the reorganization and 
fusion of the Credit Anstalt, the Ti'̂ iener Baakverein, and the Niederoester-
reichische EscomptegeseUschaft in the Spring of 1934. 
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obligations of Austrian banks in May, 1931! Over the year, also, 
gold and devisen reserves had declined from 930,000,000 to 318,-
000,000 Schillings. The Bruins Agreement, covering 240,000,000 
SchiUings of short-term bank debts abroad in August, 1931, was 
renewed for the balance of 114,000,000 Schillings on January 20, 
1932, for six months with a complete standstill on principal and 
interest. Even so, with a remaining debt service of 23,000,000 
SchilUngs monthly, devisen reserves sank by 20,000,000 Schillings 
a month during February and March, and before the Transfer 
Moratorium in July, 1932, by a total of 114,000,000 Schillings, or 
by more than a third of the 318,000,000 SchiUing.s in reserves 
which had survived to the beginning of 1932. 

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

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

1. Rost van Tonningen, Fourth Quarterly Report (November 3 0 , 1 9 3 2 ) , 
pp. 14-15. The figure doea not include the Schilhng accounts cf foreigners or 
trade debts in SchiUings. 
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only at tho official exchange rate, but )ater the private clearing 
rate was applied. The total accumulation in the Foreign Debt 
Fund amouriled to 55,000,000 Schillings at the end of September, 
1932, and 88,000,000 SchillingH at the close of the year. Though 
limited transfer was resumed on January 1, 1933, the total rose to 
108,000,000 Schillings at the half-year. Several factors precipitated 
a fall to 17,000,000 Schillings three months later: the Bank allowed 
freer use of tho blocked Schilling accounts; many foreign creditors 
accepted payment in Schilling balances and utilized them in the 
country; and private arrangements for postponement or settle
ment increased in number. From September, 1933, to May, 1935, 
the Fund dwindled from 17,000,000 to 8,000,000 SchiUings, and at 
this point the Bank was able to authorize complete transfer on all 
funded foreign liabilities. 

When allowance is made for the underwriting of the Credit 
Anstalt, Austria experienced a relatively small increase in public 
indebtedness, a fact which contributed substantially to the 
strength of the Schilling.' Foreign indebtedness included under 
the original Stand.̂ itill Agreement amounting to 295,000,000 
Schillings (in devalued Schillings) was reduced by 230,000,000 
Schillings at the end of 1933, and on December 10, 1934, was 
completely extinguished. It was not until two years after Austria's 
first plea to the League and a year after the Geneva Protocol that 
the Austrian Government Guaranteed Loan (1933-1953) was 
finally floated, in August, 1933. Tho yield of 237,400,000 Schillings 
enabled the Bank to repay tlie 100,000,000 Schillings credit from 
the Bank of Kngland and 90,000,000 Schillings from the Bank for 
International Settlements, prolonged at six-months intervals since 
July, 1931; and to liquidate 50,000,000 Schillings arrears on the 
1923 League Loan and the Federal Loan of 1930. Dollar devalua
tion accounU'd for 508,000,000 Schillings of a total foreign debt 
reduction of 1,059,700,000 SchiJJi/igs between 1932 and 1933, and 
the devaluation of the franc and other currencies in 1936-1937 
contribu1,ed 42,000,000 Schillings. An important event of 1934 

I. The absorption of Credit AnHtalt liahihties from the Au-strian National 
Hank accounted for an increase of the jmblic delit from 2,077,400,000 Schillinga 
at the end of 1031 to 2,013,000,000 Schillings at the ond nf 1932. By the 
end of I'Xi'.i, tho figure bnd r i H c n nhghtly to 2,711,700,000 SchiJIingg, or to 
3,471,100,01)0 Schillings when account is taken of devaluation. In the closing 
months of Austria's independent existence, the public debt stood at 3,900,-
000,000 Schillings. 
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Total 4,251.0 3,191.3 2,590.0 2,429.9 2,063.2 1,881.3 
* Data from " T h e Austrian National Banit in Liquidation," as given by the Berichte of 

the newly constituted Wiener loatitut fur Wirtachaft und Koniunkturforechung, Jhrg. 12. Nr. 
B-10 . p. 230 . 

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

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

1. In my judgment, a small additional devaluation would have had 
beneficial effects on balance. 

was the conversion of the 1932 League of Nations Loan from 
interest rates of 6, and 7 per cent to 4?^ per cent, completed 
by December 1, with a consequent reduction in Austrian foreign 
liabilities of 80,000,000 Schillings. In consequence of these favor
able developments, foreign indebtedness was reduced over the 
entire period by 56 per cent. 

AUSTRIAN FOREIGN DEBTS IN FOREIGN CEIRRENCIES* 
(Year-end figures in million Schillings) 

1932 1933 1934 1935 1936 1937 

Bonded indebtedness 2,574.6 2,542.3 2,002.2 1,928.7 1,707.1 1,592.7 
Long and middle-term debts 389.0 360.1 343.2 353.5 256.0 241.7 
Short-term debts 1,287.4 378.9 244.6 147.7 100.1 46.9 
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with her available capital reserves. Embracing only a small part 
of demand on international commodity markets, she could not 
possibly reduce the level of gold prices by devaluation, but the 
SchilUng prices of imported raw materials and foodstuffs would 
rise instead. It would be impossible to compensate for this tend
ency by lowering import duties and thus abruptly exposing domes
tic producers to foreign competition.' 

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

Definite evidence of the success of the currency poUcy came 
with the flotation on February 6, 1937, of the Domestic Invest
ment Loan of 180,000,000 SchiUings. Without gold or gold-value 
clauses characteristic of previous loans, and with an effective yield 
substantially below even the depression-period loans of 1933 and 
1935, ninety per cent of this issue was absorbed by the general 

1. League of Nations, Austria: Public Finances, First Report (Geneva, 
1936), pp. 10-12. 
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FIG. 4 

*O.I.[.K., Jhrg. 1 1 , Nr. 4, p. 7 9 . The figure has beou extended through 
February, 1 9 3 8 . For statistics, cf. pp. 7 8 - 8 0 . 

ing the liquidity of the National Bank. Gold and devisen reserves 
of the Bank equalled 34.2 per cent of its notes and deposits in 
February, 1938, or almost exactly double the reserve ratio at its 
low point in December, 1932. 

Nevertheless, the exchange control laws were never revoked, 
and some of their provisions were still enforced, such as the blanket 
prohibition, except to owners of exporters' certificates, of remitting 
abroad without permission of the National Bank. This included, 
beside pajTnents on old obligations, remittances for travelfing, for 
relatives abroad, and for imports in the transit trade. What had 
been achieved was, in fact, the "simple exchange control to prevent 
capital flight" advocated as early as December, 1931, in mercantile 
circles.^ 

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

1. League of Nations, Austria: PubUc Finances, Second Report (Geneva, 
1 9 3 7 ) , p. 4 . 

2 . E.g. by the eminent Vienna merchant Julius Meiol, an ardent liberal. 
Cf. Neues Wiener Tagblatt, December 3 1 , 1 9 3 1 . 

public with extensive participation by small savers.^ The loan 
indicated the solid position of the Schilling, but it also contributed 
to stability through consolidating short-term Tx^easury debts, 
improving government industrial holdings, and indirectly increas-

AnsTRiAN PRICES SINCE 1 9 2 9 * 
(LOG. SCALE; 1 9 2 9 = 1 0 0 ) 
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was amended on July 11,1936, to allow Austrians to purchase travel 
marks at the usual discount and to provide for an increased expor
tation of Austrian dairy products. On January 27, 1937, another 
agreement sought to expand the mutual trade of the two countries 
by 40,000,000 Schillings through switching some of Austria's coal 
importations from Poland to Germany, which would then absorb 
an increased quantity of Austrian cattle, horses, dairy products, 
lumber, iron and steel, and such invisibles as travel and copy
rights. Supplanting unilateral action on quotas, prohibitions, etc., 
a system of mutual agreement through permanent trade commit
tees was inaugurated. With the introduction of exchange control 
in Poland, Austria put into effect the clearing arrangement of June 
12, 1936, which was subsequently modified to permit increased 
"compensation" dealings. 

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

1. With three countries, Bulgaria, Greece, and Turkey, Austria maintained 
clearings chiefly for tobacco purchases; and with Rumania, Jugoslavia, and 
Czechoslovakia, trade proceeded largely by means of compensation. The 
Hungarian clearing, the only one to have been carried over from the earUer 
clearings on a gold-par basis because it seemed to work reasonably well, had to 
be revised. Until mid-1934 no particularly large elearing balances were 
accumulated either way, since Hungarian wheat exports were paid for chiefly 
in devisen. In May of that year, however, the relation of Hungarian to Austrian 
wholesale prices suddenly increased from 64 per cent to 72 per cent, and thence
forward with occasional small reversals it advanced to 100 in December, 1935. 
The tendency for Austrian exports to increase while Hungarian exports 
decreased was given a new impulse, and the adverse balance of Hungary in 
the clearings mounted to 15,000,000 Schillings and 16,000,000 Schillinga in 
October and November, 1935. On November 27 the situation was at least 
partly remedied by an alteration of the clearing basis to provide a 10 per cent 
premium on Hungarian exports and a I3 per cent premium on Austrian exports 
to Hungary, approximating the purchasing power parity of 100 Schillings 
equals 90 Pengo revealed by FJg. 12, page 104, in the relative movements of 
wholesale prices and cost of living in the two countries, Austrian exporters, of 
course, opposed the measure strenuously. The year 1936 saw a decline of 1-7 
per cent in Austrian export values to Hungary, despite an 11 per cent increase 
inexpert quantitiea, whereas import values increased by 2.S per cent and import 
quantities by 7.9 per cent; the "balance" so essentia! to bilateral clearing was 
nearer realization, though substantial credits remained for Austria. 

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

AUSTRIAN EXPERIENCE WITH EXCHANGE CONTROL 

TO M A R C H 1938 IN RETROSPECT 

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

1. O.I.f.K., Jhrg. 10, Nr. 11, p. 280. 
2. Ibid., Jhrg. 11, Nr. 12, p. 258, and Jhrg. 12, Nr. 2, p. 24. 
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and early 1932. Bankruptcies during the first three months of 
1932 exceeded a weekly average of 100, the apex of a curve begin
ning in 1929 and extending to the present. The Berndorfer 
Metallfabrik, doubtless without full justification, ascribed its 
failure in June, 1932, directly to exchange control. Exchange con
trol contributed to the embarrassment of many firms, but the 
shrinkage of domestic production is too closely allied to the general 
course of depression to admit specific measurement of this particu
lar influence. The general impression prevails that agriculture 

AGRICULTURAL PRICES* 
(LOG. SCALE; 1923-31 = 100) 

» 0 

FIG. 5 

INDUSTRIAL PRICES* 
(LOG. SCALE; 1923-31 = 100) 

FIG. 6 

* O.I.f.K., Jhrg. 11, Nr. 1, p. 5, for both figures. For statistics, cf. pp. 
356-358, below. 
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fared better than industry in the National Bank's allocation of 
devisen, but no records exist by which this can be definitely proven. 
Furthermore, the artificially high Schilling rate bore more heavily 
upon industrial production, since Austria exported preponderately 
in this category, and it afforded corresponding protection to agri
culture. Figs. 5 and 6 reveal a wholly artificial recovery of domestic 
agricultural prices precisely through the period of most extensive 
exchange control (latter part of 1931 through 1932), when industrial 
prices both at home and abroad continued to sag and foreign agri
cultural products continued their downward course in price. 

INDEX OP PRODUCTION, EXPORTS AND IMPORTS BY V A L U E , 
EXCESS OP IMPORTS (INDEX B A S E : 1 9 2 9 = 1 0 0 ) * 

19291 30 I 31 I 32 I 33 I 34 i 35 1 as I 3? I3S 

FIG. 7 
* O.I.f.K,, Jhrg. 1 2 , Xr. 3, p. 78. For statistics, cf. pp. 352, 359, below. 
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Extensive import prohibitions upon agriculture, put into effect in 
June, 1932, offset the weakening of agricultural protection through 
the departures from Schilhng parity on the "private clearing" 
market. 

In the Austrian foreign trade, the effects of exchange control 
are again mingled with general causes, and Fig. 7 reveals the 
marked reduction in the total volume of foreign trade even before 
exchange control had been introduced. But the abruptly descend
ing segment of the import and export curves from mid-1931 to the 
end of 1932, while it undoubtedly reflects the composite operation 
of depression and all spontaneous and artificial factors miUtating 
against international trade, does coincide approximately with the 
period of "attempted monopoly" in Austrian exchange control. 
The continuance of both export indices for four years thereafter 
(1933 through 1936) at a low level of 40 per cent of 1929 values,' 
despite the dramatic improvement of production, rests on the 
prevalence in world trade of clearings, export and import quotas, 
import prohibitions, high protective tariffs and exchange control 
and, more specifically for Austria, the lack of commercial treaties 
with Hungary and Czechoslovakia. During this quadrennium, 
however, world trade proceeded at levels even slightly lower — 
35 per cent, 34 per cent, 35 per cent and 37 per cent of 1929 values. 
Thus Austria was able, by virtue of the abandonment of the official 
Schilhng parity and the rationing of devisen, to escape with a pen
alty upon its foreign trade slightly less than that imposed by more 
autarkic countries. 

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

l .The indices in Fig, 7 show movements of expor(;s and imports by 
values, but investigations by the Austrian Institute for Cycle Research 
reveal that the indices also are reliable for changes in volume. Cf. O.I.f.K., 
Jhrg. 12, Nr. 2, p. 52. 

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

PERCBNTUAL SHARE OF CLEARING COUNTRIES 
IN AUSTRIAN TRADE 

(January-September Values)* 
1935t 1936 1937 

Imports Exporta Imports Eiporls Imports Eiporta 
Clearing Volume 63.9 77.3 85.9 79-2 81.4 77.4 
Countries Value 53.3 57.7 58.4 62.6 54.3 57.7 

Another Volume 36.1 22.7 14.1 20.8 18.6 22.6 
Countries Value 46.7 42.3 41.6 37.4 45.7 42.3 

•O.I.f.K., Jhrg. 11, Nr. 11, p. 240; cf. also ibid; 3hig. 11, Nr. 9. pp. 191-192 and Jhrg-12, 
Nr. 2, pp. 51-60, 

t Poland is fimhted in 1935 figures, not having yet adopted exchange cootiol. 

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

Since 1927 Germany has been the chief source of imports, accounting for 
21 per cent in 1930 »nd 16.3 per cent in 1937. Hungary has held third place 
in importance, varying but slightly from a norm around 10 per cent (e.g. 9 
per cent in 1937), and Italy at fourth place has accounted for 4-5 per cent of 
total imports. On the side of exports, these four countries have accounted for 
roughly half the total, with Germany again leading. Its importance, however, 
dechned slowly through the period 1930-1937 from 17 per cent to 14.9 per 
cent, though the beginning of the decline dates back to 1928. Czechoslovakia 
lost ground from 1930 to 1937 from 12.8 per cent to 7.1 per cent, whereas 
Hungary and Italy both gained, the former rising from 7 per cent to 9.1 per 
cent and the latter from 10 per cent to 14 per cent. The fairly satisfactory 
working of the clearing supported Austrian exports to Hungary, and the 
Rome Agreements increased exports to Hungary. 

1. Ibid.. Jhrg, 11, Nr. 11, p. 240. 
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there was no net change over the years 1935-37, 77 per cent by 
volume and 58 per cent by value going to clearing countries and 
23 per cent by volume and 42 per cent by value going to other 
countries. Comparison of export and import figures indicates the 
probability that it was an efifort — for the most part not successful 
— to draw upon credit clearing-balances which accounts for the 
deflection of imports to clearing countries. 

Beside its influence upon international trade, exchange con
trol affects the foreign value of currencies. One would expect that 

THE PRICE OF GOLD m AUSTRIA* 
(As PER CENT OF PARITY) 

Fm. 8 

* O.I.f.K., Jhrg. 6, Nr. 9, p. 132. The figure has been extended through 
July 1933. For statistics, cf. p. 360, below. 

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

1. By a strange anomaly the publication of the price of gold at the Mint 
was never forbidden, even during the months of most rigorous attempts at 
maintaining official parity. 
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(1,100,000,000 SchiUings) at both dates (cf. Fig. 1, p. 31). Other 
comparisons yield similar results. Gold premia during the latter 
part of 1931 and 1932 fairly closely reflect the lag of Austrian prices 
downward in comparison with Germany (cf. Fig. 9, below) and the 
United States (cf. Fig. 3, p. 34 and Fig. 10, p. 6 6 ) . In Fig. 10 the 
movements of Zurich quotations on Schillings (reversed to show 
what Swiss franc quotations would have been in Vienna had they 
been permitted) and the Vienna quotations on a favorite Swiss bond 
describe courses resembling the variations of the gold price. 

AUSTRIAN SENSITIVE PRICES* 
(As PER CENT OF GERMAN, JANUARY 1 9 2 8 = 1 0 0 ) 

FIG. 9 

• O.Lf.K., Jhrg. 7, Nr. 2 , p. 2 3 . For statistics, cf. pp. 353-355, below. 

Shorter variations in the value of the Schilling are associated 
with certain phases of exchange control. The late November and 
early December, 1931, peak in the price of gold (142 per cent of 
par) and of A-K Bonds seems to have been caused by the pressure 
of capital flight carrying foreign devisen and valuta values beyond 
purchasing power parity. The evasion device of "export against 
Schillings," thriving between the Third and Fourth Devisen Laws, 
permitted an effective capital flight without resort to devisen or 
valuta. When this practice was stopped by the Fourth Devisen Law, 
and it was also made illegal to accept payment for exports in 
foreign securities, the A-K Bonds decUned, but gold prices rose, 
through January. The accession of Dr. Kienbock and the begin-
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INDICES OP THE DEPRECIATION OF THE SCHILLING* 
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FIG. 10 
•O.I.f.K., Jhrg. 7, Nr. 4, p. 64. For statistics, cf. pp. 353-355, below. 

in the marked fall of gold prices to 117 per cent of parity. The 
termination of ItaUan, Jugoslavian, and Swiss clearing in March, 
and the subsequent necessity for liquidating unpaid Austrian 
balances swung the pendulum in the other direction by the end of 
the next month. During May both the prices of gold and A-K 
Bonds reached a point above their final levels at a time when 
maturities were particularly heavy and the Transfer Moratorium 
was imminent. Following its provisional introduction on June 27, 
relief given the balance of payments produced a sag in gold price, 

nings of private clearing in February, 1932, gave the exchange 
market reassurances and permitted a fall of foreign exchange and 
security values toward their eventual equihbrium level. But this 
was also the time when the early gold-par clearing gave rehef to 
importers and removed their pressure on devisen, a change reflected 
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A-K Bonds, and Swiss exchange curves until March, 1933. There
after the gradual resumption of transfer raised the curves some
what, until finally a position of apparent equiUbrium was reaUzed 
by the eventual gold premium of 28 per cent. 

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

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

1. Including the Genossenschaftsverbiinde des Gewerbes und der Kauf-
mannschaft, the Ilauptverband der Industrie, the Handelskammer, and the 
Vienna Boraekammer. 

2. E.g. Oskat Morgenstern, Neues Wiener Tagblatt. February 3 and Sep
tember 10, 1032; Fritz Machlup, ibid., November 11, 1932; Gottfried Haberler, 
ibid., August 14, 1932. 

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

4. E.g., Neues Wiener Tagblatt, September 20, 1932; Arbeiter Zeitung, 
October U, 1932. 

5. The following is an estimate of costs of its own exchange control depart
ment during the first four years put at my di.tpo.?al by the Austrian National 
Bank: 

Employees Supplies Totnl 
1931, October 9 to December 31 8527,000 Sl41,000 S668,000 
1932 1,328,000 103,000 1,431,000 
1933 535,000 46.000 581,000 
1934 246,000 27,000 273,000 
1935, half year 134,000 5,000 139,000 
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for six-months intervals only; the Credit Anstalt Agreement was 
still far from a satisfactory formulation; and the de\'isen reserves of 
the National Bank were being depleted by the remaining debt 
service. Furthermore, no one could advance a ready solution to the 
riddle of domestic debts expressed in foreign currencies; the process 
required time not only for a crystalhzing of opinion and elaborating 
of details, but also for bringing recalcitrants to the reahzation 
that compromise would be necessary. Again, although it was stated 
by the proponents of immediate removal that 90 per cent of the 
population already recognized the de facto Schilhng devaluation, 
this "population" must be restricted to bankers, brokers, leading 
merchants, exporters and importers. The man on the street scarcely 
reaUzed the fact even ultimately, since devaluation was never made 
public; its recognition in 1932 might easily have loosed a disastrous 
velocity inflation and a renewal of the capital flight. Even under 
conditions prevaihng prior to March, 1938, after the foreign 
debts had been completely funded, the principal reduced, and the 
service of the debt lessened by conversions, and after the problem 
of the domestic foreign currency debts had largely been solved, a 
modicum of control persisted. The stability of the SchilUng despite 
gold-bloc devaluations had virtually removed any threat of panic 
psychology. But, as President Kienbock pointed out,^ two circum
stances required the retention of formal control. Clearing agree
ments are generally terminable on short notice by either country; 
without exchange control the Austrian Bank would have been left 
without authority to impose a defensive freezing of foreign bal
ances to force settlement of its own claims. The action of both 
England and Italy in empowering the central bank to introduce 
"compulsory clearing" in emergency is a parallel to the power 
retained in Austria under the Devisen Acts by the National Bank. 
In the second place, so long as contiguous countries exercised 
exchange control, it was necessary for Austria to control payments 
in order to avoid abuse of the transit trade, since otherwise third 
countries could have paid merely in clearing balances while the 
Austrian transit firm would have had to pay the original exporter 
in devisen. 

1. Mitteilungen, loc. cit., pp. 329, 331. 
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T H E INCORPORATION OF AUSTRIA INTO THE GERMAN 
EXCHANGE CONTROL SYSTEM 

In the cases of the Saar in March, 1935, and Sudetenland in 
October, 1938, the existing German exchange control laws were 
applied in their entirety by one decree. Because of the greater 
magnitude of the undertaking, the complexity of problems, and a 
necessary considering of political possibilities, the German authori
ties proceeded in the case of Austria very circumspectly, at first 
retaining the "devisen frontier" between the two countries com
pletely, and then only by a series of tentative steps arriving at the 
assimilation through a general recodification of devisen laws on 
December 12, 1938, exactly nine months after the political change. 

Inasmuch as prices in Austria before annexation lay consider
ably lower than the German level at the old clearing ratio of two 
Schillings to the Reichsmark, it was necessary to choose between a 
rise of Austrian prices, if the old relation were retained, or a simple 
recognition of the higher real value of the Schilling, if price stabil
ity were preferred. The first alternative was at first officially 
adopted; but the German Chancellor on March 17 decreed the 
oflEicial Schilling-Mark ratio to be S3 = Rm2, choosing thereby to 
avoid the politically unpalatable upward adjustment in Austrian 
prices. At the time of its introduction the 3:2 relation seems to 
have approximated the Austrian-Gemian purchasing-power parity 
based on costs of living, so far as this may be computed despite 
differences in kind and quaUty of consumers goods and services. 
Substituting the 3:2 rate for the old 2:1 clearing rate made German 
exports to Austria cheaper by 25 per cent and Austrian exports to 
Germany dearer by 33.3 per cent, and approximately removed arti
ficial distortion of trade between the two countries. If a computa
tion is made over the offi.cial value of the mark,^ imports from other 
countries than Germany became cheaper by 30.6 per cent and 
exports dearer by 44 per cent, the divergence between the second 
pair of percentages and the first being explained by the fact that 
the 2:1 Austrian-German clearing rate had already recognized a 
small percentage of depreciation in the Mark. If a computation of 
the change in the effective rate of exchange for Austria were 
carried out over the Mark rates actually prevaiUng in German 
clearings and sales of blocked Marks, considerably lower per-

1. As was done in [0.] I.f.K., Jirg. 12, Nr. 7, p. 178. 
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centages would be pven than 30.6 per cent and 44 per cent; but 
since the items as well as the source and destination of trade would 
be quite different for Austria before and after annexation, the 
results would be rather fanciful. Aside from this unreaUty these 
percentages indicate the artificiaUty of the ofiicial Mark value as 
imposed upon the Austrian economy with reference to non-
German trade. 

On the second day after the proclamation of German sover
eignty, payments abroad in domestic or foreign bills of exchange 
were forbidden to private parties, as was also the export or import 
of Austrian and German currency. To cope further with the 
immense pressure of flight capital, the authorities limited with
drawals from demand and saving accounts to 1,000 Schillings 
weekly; and the gamut of precautionary measures was subsequently 
run through — Umitation of money for foreign travel to the 
equivalent of 50 Schillings, compulsory sale of precious metals, 
foreign securities, devisen, and money to the Reichsbank, blocking 
of emigrants' bank accounts, etc. Curiously enough, the channel of 
evasion through "export against Schillings," which had flourished 
as a mode of transferring flight capital under Austrian exchange 
contro] in late 1931 (Cf. p. 40), enjoyed a brief resurrection until 
the practice was stopped by the German Devisen Office in Vienna 
by decree of May 21.^ The Second Devisen Law of June 1 applied 
to Austria the system of "Number Control" utilized in Germany 
to cope with capital flight effected by smugghng out domestic 
money, purchasing German securities abroad, and secretly bring
ing the securities back into Germany (repatriation). 

Imposition of the German Standstill and Moratorium decrees 
upon Austria followed as a matter of course. Formally the step 
was not taken for short-terra foreign debts until November, 1938, 
possibly because the sum owed by Austrian banks and industries 
did not exceed 47,000,000 SchilUngs. The long and medium term 
debts of 1,834,400,000 SchiUings in 1937 came under the Mora
torium law of 1933 by a decree of April 29, requiring Austrian 
debtors to pay into the German Conversion Office and offering to 
creditors the choice of blocked accounts or the regranting of loans 
at reduced interest. As for the Austrian public debts, Germany 
declined on principle to recognize them, on the ground that they 
had been contracted to prevent the Anschluss. Nevertheless, after 

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

The measure of creditors' success largely depended in these 
cases upon the size of the creditor country's adverse balance of 
trade with Germany. Since the United States had a favorable 
balance, it was unable to secure concessions, and fell therefore 
under a blanket offer made by Germany, still refusing any formal 
recognition of obligation to Austria's creditors, to convert the 
holdings to a Reich Loan at 43̂  per cent with a 2 per cent sinking 
fund without transfer. 

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

With regard to commercial debts in Schillings, however, the 
question of settlement threatened to bring certain sectors of foreign 
trade to an absolute impasse: Austrian importers refused to dis
charge their obligations at the higher sums in foreign currencies 
involved in the 3:2 ratio of SchilUngs to Marks, while foreign 
importers could not be induced to acquiesce in the upward valoriza
tion of their debts in terms of their own currencies. The impasse 
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was especially troublesome in the clearings, where Austria had a 
net creditor position of 134,000,000 SchilUngs. A part of this total, 
the eqmvalent of 30,000,000 Reichsmarks owed by Germany, was 
immediately repaid at the old clearing rate 2:1. Not until June 5, 
however, was there established any norm for the balance. On 
that date the Vienna Devisen Office declared that the S3 = Rm 2 
ratio had been intended merely for domestic relations; that obUga
tions in SchiUings entered into before March 17 were not thereby 
affected; and that, aside from special arrangements, settlement 
would be made on the basis of the last private-clearing quotation 
on SchilUngs. This decision put the Austrian exporter who had 
sold for SchiUings in a position exactly the reverse of that which 
would have resulted had the sale been made in terms of foreign 
currency: in the present case he received the equivalent of only 
70 SchiUings in payment of an invoice for 100 SchilUngs. The same 
inequities appeared in the settlement of Austria's unfavorable 
clearing balances. 

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

In the economic relations of the Altreich with the new Ost-
mark, the German authorities introduced many precautionary 
measures against a cataclysmic alteration of production and price 
conditions, particularly in the old Austrian territory. Although 
German tariffs upon Austrian goods were removed almost immedi
ately — on March 26 — Austrian tariffs upon German goods were 
at first maintained. However, every import into Germany required 
in advance a permit from the German Import Control Office 
(Vberwachungsstelle), ostensibly "to prevent denuding Austria of 
raw materials." A law preventing acquisition by citizens of the 
Altreich of new or old businesses or securities belonging to citizens 
of the 0.stmark was maintained with gradual relaxation even after 
June 1, when the "devisen frontier" between these regions was 
aboUshed. Gradually the Austrian tariffs on German goods were 
reduced by measures introduced on April 7, 23, 26 and on July 1, 
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and their complete removal followed on October 1. Even then for 
several months exporters and importers in both parts of Germany 
under certain officially inspired "territorial protection agreements" 
were prevented from invading previously existing market terri
tories. 

The imposition of "price-stops," beginning with a decree of 
March 18, has apparently a permanent character; their presence 
interferes with the effort to trace economic consequences of the 
Anschluss. The number of unemployed was reduced, according to 
German statistics, from 403,643 in April to 112,745 in November, 
1938. Nearly all significant indices, including the index of produc
tion, have not been carried forward; and it is impossible to isolate 
in the available trade statistics the share of German foreign trade 
carried on by the former Austrian territory. Until August, 1938, 
statistics of car-loadings for imports and exports exclusive of the 
Altreich were available and revealed an 18 per cent shrinkage in 
imports and a 33 per cent shrinkage in exports in the five months 
April-August, 1938, compared with the previous year, despite a 
revival of world trade.^ Complaints have been heard concerning the 
decline of the Ostmark textile and paper industries and the Vienna 
luxury goods exports. Although the loss of foreign trade as 
measured in car-loadings is more than offset for both exports and 
imports by increases in trade with the Altreich, the decline of 
Austrian foreign trade is in many respects more significant for 
Germany as a whole, especially in the Hght of its 433,000,000 
Reichsmark adverse balance in 1938. 

1. O.I.f.K., Jhrg. 12, Nr. 8, pp. 200-201. 



CHAPTER III 

HUNGARY'S STRUGGLE WITH AGRICULTURAL 
DEPRESSION AND INDEBTEDNESS 

ECONOMIC AND FINANCIAL CONDITIONS OF 1931 

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

Between 1924 and 1930 Hungary borrowed 2,026,000,000 
pengo,' one-fourth of which was at short term.^ Of this tremendous 
sum, 50 per cent went into federal and communal investments, 
made without much reference to productivity in a technical sense; 
and 40 per cent went to agriculture, where a large proportion was 
absorbed simply in the division of property rights.* Agricultural 
property accumulated mortgages to 37 per cent of its value.* The 
country had become oriented to a continuous capital Influx; a "pros
perity fever" infected borrowers and lenders as well, especially the 
American. But a reflux of securities began: in 1929 capital import 
sufficed only for the debt service, and during 1930 capital was 
withdrawn from Hungary on balance, reducing the reserves of the 
National Bank by 100,000,000 pengo, or one-third. At the time of 
the credit crisis in 1931, total foreign indebtedness amounted to 
4,310,000,000 pengo, with not more than 2,470,000,000 pengo at 
long term.^ The per capita foreign and domestic indebtedness of 
613 pcngd in 1931 was the largest in Europe, half again as large 
as Germany's or Austria's. Even for the years 1926-1929 the aver-

1. Otfice Central Royal Hongrois de Statistique, Donn^es de Statistique 
Economique, 1928-32 (Budapest, 1933), p. 9. 

2. Dr. Anton Eber, Ungarisehes Wirtschafts-Jahrbuch, Vol. 8 (Buda
pest, 1932), p. 322. This yearbook hereafter abbreviated as Ung. Wirt. Jhrb. 

3. Georg Kem^ny, Osterreichischer Volkswirt, September 5, 1931, 
p. 12S6. 

4. Idem., Pester Lloyd, January 6, 1933, p. 11. 
5. Magyar Statisztikai Szemle, Vol. 10, No. S (Budapest, August 1932), 

p. 677. 
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age per capita income was only 514 pengo per annum, according 
to Professor Fellner's calculations, and by 1931 it had sunk to 
360 pengo.' 

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

Meanwhile in continental Europe there was developing in the 
chief markets for Hungarian grain an approach to self-sufficiency 
which would eventually have brought the country to grief, even 
without a world economic depression- France succeeded by pro
tectionist measures in raising the yield per hectare of her wheat 
lands from 13.9 quintals in 1924 to 17.1 quintals in 1933; Germany, 
during the same span, from 16.6 to 24.2 quintals.* German wheat 
imports declined from 14,448,000 to a mere 3,000 quintals over 
these nine years.^ The consequence of European agricultural 
autarky, conjoined with competition of American gi'ain.s produced 
under revolutionary cost reductions, was a catastrophic reversal 
for Hungary. Both in value and volume her exports had increased 
far more than any other country's in the last two prosperity years, 
1927 to 1929.* But even at the average prices obtained for farm 
products from 1925 to 1927, tho value of Hungarian agricultural 

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

2. The Stock Rxchange Gazette (London), Vol. 31, p. 1139. 
3. League of Nations, Commercial Banks (Geneva, 1934), p. 133, 
4. P. N. Panaitesco, Les contingenteraents dans les relations commer-

ciales avec les pays agricoles (Paris, 1935), p. 9. 
5. Ibid., p. 25. 
6. Actually by 140 per cent. Cf. League of Nations, Course and Phases 

of the World Economic Depression (Geneva, 1931), p. 126. 
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exports declined from 936,700,000 pengo in 1929 to 920,500,000 
pengo in 1930, and to 680,400,000 pengo in 1931. 

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

T H E INTEODTJCTION OF EXCHANGE CONTROL, MORATORIA, 

AND STANDSTILLS 

The advent of exchange control is marked by three periods, 
the first extending from the failure of the Credit Anstalt to the 
bank holidays in July, 1931, the second to the middle of August, 
and the third to the moratorium at the end of the year.* When the 
balance sheet of the Credit Anstalt appeared on May 8, a run was 
begun upon the Hungarian General Credit Bank, holding nearly a 
third of Hungary's 823,000,000 pengo short-term banking obliga
tions to foreigners. Withdrawals shortly mounted to 45 per cent 
of the bank's liabilities. Possibly the situation was less acute than 
in Austria, since the General Credit Bank embraced not more than 
20 per cent of the fiabilities of the ten leading banks of Budapest. 
Even so, the Hungarian National Bank advanced its rediscount 
rate on June 15 from 5J^ to 7 per cent and began negotiation u'ith 

1. Z. Ko6s, Central European Agricultiu"e and the Problems of Foreign 
Debts (Budapest, 1934), p. 5. 

2. tJngarisches Institut fur Wirtschaftsforschung, Vol. 25, p. 56. Here
after referred to as U. I. f. W. Cf. Fig. 15, p. 99, 

3. Ibid., p. 40. 
4 . Richard Quandt in IJng. Wirt. Jhrb., Vol. S, pp. 283-294. 
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foreign banks for the floating of an Emergency Loan to the 
Treasury. Free exchange and payments were maintained, despite 
a shrinkage of gold and devisen reserves from 47.9 to 39.4 per cent 
over the two months, as portrayed in Fig. II, p. 91. 

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

Events in mid-August, however, combined to reheve the crisis. 
Arrangements for an Emergency Loan, which had been going 
forward since the run on the General Credit Bank, came to fruition 
on August 14 in the formal "Paris Agreement." Through the inter
mediation of the Bank for International Settlements and various 
central banks, the Hungarian Government placed 139,000,000 
pengo in Treasury Certificates on European markets, participa
tions being 40 per cent by the French, 10 per cent each by the 
Swiss and Dutch, and 30 per cent by the large Hungarian banks 
themselves. This credit was subsequently extended at three-
months intervals until its consolidation for three years in 1933.^ 

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

1. The Stock E.\ehange did not resume full activities until September, 1932. 
2. For central bank credit and bills discounted, cf. Fig. 11, p. 91. 
3. On October 18. 1933, the National Bank of Hungary agreed vrith the 

Bank for International Settlement and the central banks to pay one per cent 
interest and two per cent annual amortization on 119,000,000 pengo, the 
original loan after deducting 20,000,000 pengo for a special amortization from 
gold reserves. For the effect of this agreement on the Bank's balance, see 
Fig. 11, p. 91 and p. 361 below. 

4. The Gold Pengo Law was not altogether without precedent in Hun-
gar>-, for during the post-war inflation a "Sa\nngs Crown" had been introduced 
for debts — a sort of tabular standard aiming at stability of obhgations in 
terms of real values. 
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until the end of August, the paper pengo was to be regarded as a 
gold pengo, and that thereafter the National Bank was to establish 
daily a ratio between the two. But on August 29 the Bank was 
relieved of this duty, and the ratio, quite naturally, has never been 
published, since this would be tantamount to a devaluation of the 
pengo while all debts remained payable in gold. The obligation of 
banks, particularly, to pay in gold pengo has since proved an 
incubus; but the bizarre legislation had immediately a beneficent 
effect: to secure the privilege of effective revalorization in case of 
currency devaluation the banks converted their cash holdings to 
balances with the central banks; and private persons, by the same 
token, redeposited their hoarded currency in the banks. Rumors 
on September 23 that the Bank would publish a gold-paper ratio 
even produced the curious phenomenon of a run into the banks! 
Doubtless the Gold Pengo Law was originally enacted in good 
faith. When a gold premium of one or two per cent appeared on the 
black market, the Bank could see no gain in alarming the public 
by an official acknowledgment of depreciation; and when the 
premia advanced to much larger percentages, the Bank lacked 
courage to take the fateful step, though it continued to pretend 
that the Law was "the principal measure for protecting the 
currency."' 

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

The combined effect of the Emergency Loan, the Gold Pengo 
Law, and the cstabUshment of the Guarantee Bank was such that 
on August 17 bank deposits, which had been subject to a maximum 
limit on withdrawals of five per cent for July and again for August, 
could be hberated for domestic use. The third phase of the early 
history of exchange control in Hungary was characterized by the 
disappearance of acute panic, a reduction in credit demands on the 
banks, and the elaboration of a control apparatus described in 
subsequent pages. ̂  Nevertheless, the contraction of business and 

1. National Bank of Hungary, Reports Submitted to the Eighth Ordi
nary Annual Meeting (Budapest, i932}, p. 12. 

2. From its maximum o£ 608,000,000 pengo in August, the central bank's 
portfolio decreased to 520,000,000 pengo on October 23, and despite the usual 
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production was such that, even with a nine per cent rediscount 
rate, Hungarian prices rose by six per cent against a two per cent 
rise in gold bloc countries from August through December, 1931.' 

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

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

1. U. I. f. W., Vol. 24, p. 124. 
2. Tyler, First Quarterly Report (January 12, 1932), p. 9. 
3. Hungarian National Bank, Laws and Decrees concerning the Safe

guarding of Normal Conditions of Economic and Credit Life (Budapest, 1932), 
pp. 41-42. The League of Nations 1924 Reconstruction Loan was excepted 
from the Moratorium decree. 

4. Cf. respectively Pester Lloyd, January 6, 1933, p. 13 and Economist, 
July 18, 1933, p. 75 for these estimates by Dr. Julius Walders and the League 
Financial Committee. 
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could be arranged. Reference to the curve showing the portfolio 
of the National Bank {p. 91) reveals the extensive aid given to 
comraercial banks in these months; the sound appearance which 
their balance-sheets took on as a result probably delayed the 
Standstill. Furthermore, the American representatives objected 
to the priority of the League Loan, and attached their signatures 
to the agreement made by the others on March 31, 1932, only after 
the Hungarian default, on the League Loan in July. The first Stand
still, apphed to debts outstanding on February 1, 1932, provided 
that there should be no discrimination amongst creditors; that 
interest should be paid by debtors into a blocked pengo account 
with the National Bank; and that no capital repayments should be 
made except by cancellation against Hungarian balances abroad. 
Out of a total short-term indebtedness of 1,838,000,000 pengo, the 
Standstill included 823,000,000 pengo.' We shall return later to 
the tortured history of the Moratorium and Standstill. 

T H E HISTORY OF EXCHANGE CONTROL 

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

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

I . Magyar Statisztikai Szemle, loc. cit. 



HUNGARrS STRUGGLE WITH DEPRESSION 81 

went first to certain designated banks, then to an intermediary 
advisory authority, and finally to the National Bank. The Union 
of Manufacturers, the Agricultural Institute, and the Budapest 
Chamber of Commerce functioned in various spheres in the inter
mediate capacity. A few large firms, under an arrangement 
resembling the Austrian "certificates," received "compensation 
hcenses" permitting them to retain enough devisen to pay for 
imported raw materials used in exported goods; other firms were 
granted this privilege only ad hoc for certain transactions. Some 
exporting even at this early juncture was authorized as against 
frozen pengo; and also, by special dispensation of the central bank, 
a practice resembUng the Austrian "private clearing" began to 
gain ground. Hungarian metal industries, for example, obtained 
devisen for imported raw materials at a 12 per cent premium from 
exporters of poultry, and cotton spinners derived devisen under 
similar terms from exporters of beans, seeds, poultry, and sheep
skins. In October, 1932, President £ber of the Chamber of Com
merce estimated these transactions for the preceding eleven months 
at 60,000,000 pengo.' But outside these officially recognized 
channels, apparently an even greater volume of trade had to avail 
itself of smuggled devisen at agios ranging from 23 to 30 per cent.^ 
The initiation of formal premia and surcharges at the turn of the 
year 1932-1933 recognized something ahcady approacliing a fait 
accompli. 

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

1. Ung. AVirt. Jlirb., Vol. 8, p. 323. 

2. Osterreichischer Volkstt-irt, Vol. 27, p. 227. 
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tary device of direct barter or "compensation" occasionally resorted 
to, with its forced day-to-day balancing of visible exports and 
imports — and only visible items could be admitted — served 
rather to restrict than to promote trade, at least in comparison 
with clearing. 

The inadequacy of devisen supplies for industrial raw mater
ials at the Bank's official parity rate and the incubus which this 
rate imposed upon Hungarian agricultural exports began shortly 
to force an extension and regularizing of tran-sactions at something 
approaching real equiUbrium rates. On December 1, 1932, formally 
marking the beginning of the second phase of exchange control in 
Hungary, a "Compensation Bureau" was estabUshed to deter
mine the premia to be allowed exporters for each commodity and 
country. The Ministry of Commerce administered the "Devisen 
Fund" which arose from exchange surrendered by exporters, and 
which was allocated to different import groups at various surcharge 
rates. To receive rations of devisen from this fund, importers had 
to sign a pledge not to raise domestic prices, despite the surcharges 
imposed upon them. In February, 1933, a "Foreign Trade Com
mission," representing the various Ministries and the Bank, 
and a "Foreign Trade Office" began their advisory functions, 
attempting to encourage exports to countries without exchange 
control. So far as can be determined from pubhshed information,' 
the average premia and surcharges for the first ten months (to 
September 30, 1933) were 13.4 and 16.9 per cent; by January, 
1934, the averages to date stood at 17.9 and 22.9 per cent, and by 
January 1935 at 23.2 and 27 per cent. During the course of 1935 

1. Anything approaching a true account of the agios applied during the 
1933-35 system of differential rates would be nearly impossible, since rates 
were generally ad hoc and each transaction would have to be considered 
separately. N o doubt the Hungarian authorities themselves desired to reveal 
as little as possible regarding the agios, since, in the first place, it was an open 
secret that the rates depended as much upon the political or commercial 
importance, on the obdurateness or the unscrupulousness of particular traders, 
as upon the character of the trade; and since, in the second place, the pengo 
depreciation was itself an embarrassing fact. Even in the reports of the 
League of Nations representative in Hungary (Tyler, Eighth Quarterly Report, 
November S, 1933, p, 12) the progressive raising of agios was partly concealed 
by publishing only inclusive averages from the date of their institution. After 
the multiple system was formally abandoned, monthly averages were indeed 
given retrospectively (Tyler, Seventeenth Quarterly Report, January 15, 
1936, p. 8) , but even so they did not distinguish rates by major categories, 
such as clearing, compensation, and free devisen, nor, of course, by particular 
countries and commodities. 
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the premia rose and the surcharges declined to bring them to the 
same level at 25 per cent when the differential system was termi
nated. 

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

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

The distinguishing characteristic of the second period extend
ing through 1933, 1934, and 1935 is that hterally thousands of 
pengo rates came into being; for, besides the clearing premia and 
surcharges and the decidedly ad hoc rates authorized for compen
sations, there were special rates applicable for particular categories 
of goods, unique rates on "additional" exports, the use of Sperr-
pengo at their distinctive quotations, to say nothing of differences 
arising merely from considerations given one trader in comparison 
with the next. Importing was less complex than exporting, but 
surcharges differed between large commodity categories and 
between groups of countries. Imports from Germany at one time 
under the clearing paid an 18 per cent surcharge for raw materials, 
22 per cent for half-finished goods, and 25 per cent for finished 
goods; and about the same rates prevailed for other clearing coun
tries except Austria, for which the old gold parity was maintained. 
Payments in devisen to free-exchange countries bore a fairly uni
form 40 per cent surcharge at the same juncture, though dollars 
cost 35 per cent and Swiss francs only 25 per cent more than par. 
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Foodstuffs, however, paid imiformly a 60 per cent import surcharge; 
they were "charged what the traffic would bear." ' 

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

1. (Cf- "Das ungariscbe WahrUQEssyatem," Die Borae, August 22,1935.) 
Exports revealed unending differentiation of rates. Being a peculiarly "export
able" commodity, goose liver paid no premia. Living fish brought a 9 per cent 
premium on 70 per cent of the devisen received from free-payment countries, 
with no premium, i. e., the ofiicial rate, on the remaining deviaen surrendered. 
Paprika brought a 20 per cent premium on 15 per cent of the devisen, if 
exported to France, a Ifi percent premium on 100 percent of the devisen, if 
exported to Germany. For seeds exported to Germany no premium was paid, 
because of the high prices obtained; but the exporter had to couple these 
sales with sales to other countries where the official rate of the Hungarian 
National Bank produced losses. 

With the further complication of special rates for "additional" exports, 
the premia assumed for the layman something like the appearance of astro
nomical physics. Certain standard articles in the additional export category 
followed general rules according to country of destination; for example, 
salami sold to Italy fetched a 20 per cent premium, to Holland and to Albania, 
36 per ceat. Exports of fat, however, commanded an 18 per cent premium if 
sold to Germany; for England, a 50 per cent premium was p.iid on the 40 per 
cent devisen receipts which had to be surrendered to the National Bank, wliile 
60 per cent of the proceeds could be taken by the exporter in discounted 
Sperrpengti and redeemed at par. Further complications were produced by 
the existence of special export subsidies. Exports of processed foodstuffs 
might secure premia in this fashion: a 35 per cent premium on 20 per cent of 
the price in devisen under the "raw material" subsidy, offsetting losses on 
imported raw materials; a GO per cent preraiun\ on 50 per cent of the price 
in devisen under the "groceries syndicate" quota, offsetting the general handi
cap of high costs of production in Hungary; finally, if the export was "addi
tional," the remaining 30 per cent of the price might be taken in SperrpengS, 
thus supposedly extending sales beyond the quantity "naturally" absorbed 
by foreign markets. To attempt a measure of the effects of such procedures 
as these upon Hungarian trade would resemble an attempt at a statistical 
survey of the effects produced by stirring an ant-hill with a stick. 

2. Cf. p. 99 below. 
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Fremift for Surcharges 
Category Exports foi Imports 

1. Clearing countries except Austria 38% 41% 
2. 50% 53% 
3. "Devisen-compensation" as applied to Ger-

18% 19% 
4. 10% 13% 
5. ad hoc ad hoc 

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

1. Cf. pp. 102, 103 below. 
2. Cf. Fig. 12, p. 92. 

pengo quotations abroad.' The encouragement from these gains 
on the positive side and the nuisance and uncertainty on the nega
tive side combined to move the Hungarian authorities to a simplifi
cation of rates and a liberalizing of payment arrangements during 
late November and December, 1935, the beginning of the third 
historical phase of exchange control in that country. 

The simplified scheme involved five main categories as follows: 
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one-third depreciation of the pengo, the Hungarian premium and 
surcharges of 18 and 19 per cent seem to be approximately correct, 
though an overvaluation of the Mark later developed from the 
retention of these rates, A new terra, "Devisenkompensation," 
which made its appearance at this juncture, coupled with the 
announcement that the Hungarian and Gterman banks were to set 
the exchange rate daily, created the impression that something 
approaching a free rate was being introduced. Actually, since the 
rates were not so adjusted, devisen compensation proved to be 
merely another name for clearing. It came to be known also that 
the 18-19 per cent rates for Germany were quietly departed from 
for certain commodities.' However, it was not the clearing rates, 
but rather the pohcy of Germany in systematically exploiting the 
clearings, which lay behind a balance of 25,000,000 pengo in Hun
gary's favor by June, 1936.^ After eight months more of "favor
able" trade balance, the Hungarian authorities are said to have 
threatened in August, 1937, to sell their Mark balances at any price 
necessary to clear the market. Instead there was introduced the 
"Loro system," providing that, beyond a certain accumulation of 
Mark balances, the Reichsbank's Hungarian account was to accept 
payments only if equal payments for German exports were made 
into the German account in Budapest.^ 

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

1. Easier Nachrichten, January 11, 1938. 
2 . Economist, June 20 , 1936, p. 673. 
3. Georg Kiildor, Georg Kemeny, Josef Viigo, Die Volkswirtschaft 

Ungarns 1938 (Budapest, 1939), pp. 192-193. Hereafter referred to as Volks
wirtschaft, 1938. 

4. The rate simplifications were far from being as thoroughgoing, 
however, as might be inferred from the schedule given on p. 98. I t has never 
been divulged to what extent the .simple scheme was departed from, but an 
indication may be obtained from the following data supplied to me by the 
National Bank of Hungary for one sample commodity on a given day. 

PREMIA GRANTED ON THE EXPORTS OF EGGS ON MAY 15, 1936 
In the French clearing 2 0 per cent 
In the Italian clearing 17.5 per cent 
In the Swiss clearing 22 per cent 
In compensation transactions with Czechoslovakia 34 -35 per cent 
In " f ree " trade 38 per cent 
In the case of additional exports 85-88 per cent 
The consensus amongst competent observers seemg to have been that there 
Was nevertheless a substantial amount of uniformity, after January, 1930, and 
that it had a salutary effect on Hungarian trade. 
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slight progress during the year on other methods of simplifying or 
reducing exchange control, largely because of uncertainties preced
ing the gold-bloc devaluations. Though other members of the 
Little Entente — Czechoslovakia and Rumania — remained on a 
mixed scheme of clearing and compensation, Jugoslavia was put 
upon a "devisen compensation" or clearing basis on January IS, 
1936, with uniform premia and surcharges of 45 and 46.5 per cent. 
The term was also applied to an arrangement with Italy of Novem
ber 19, 1935, though actually it was a complex mosaic of varying 
systems, Hungarian grain exports being applied to the amortiza
tion of her commercial debts, certain commodities being auto
matically, others by permission, admitted to clearing, without 
public announcement of any uniform rates of exchange.' Trade 
with France during the first three quarters of 1936 proceeded on a 
makeshift basis over the old clearing modified to provide the 
application of 75 per cent of Hungarian export proceeds to com
mercial debts as a quid pro quo for a 30 per cent reduction in the 
principal by French creditors. During the same period Hungary 
was obUged to devote two-thirds of her export proceeds with the 
Swiss to the amortization of commercial debts. The substitution of 
a payment for a clearing agreement with Belgium on July 15, 1936, 
marked the first of several steps toward a slight relaxation of 
exchange control during the ensuing year. 

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

1. Tyler, Seventeenth Quarterly Report {January 15, 1936), p. 10. 
2. To offset a one-third devaluation abroad the pengo would have to be 

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

When the Swiss clearing agreement expired on March 31,1937, 
transition measures provided for the liquidation of Hungarian 
debts, and a payment agreement providing for a free account in 
the Hungarian National Bank, with the settlement of balances in 
free devisen, supplanted the old clearings. On April 19 clearing 
came to an end with France, payments being carried on similarly 
by free accounts in the two nationa! banks and by settlement of 
balances in free devisen. Two further steps in the UberaHzation of 
trade appeared in the transfer of Bulgaria and Turkey on April 20 
and July 1 from the category of compensating to clearing countries. 
Thus the year and a half of strong economic revival in Hungary 
from early 1936 to mid-1937 witnessed the institution of devisen 
payments with Belgium, France, and Switzerland, the abandon
ment of barter for clearing with Rumania, Bulgaria and Turkey, 
and, as we shall see presently, the culmination of liberalizing efforts, 
after the debt regulation in the summer of 1937, in the resumption 
of free-exchange debt service. 

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

1. Clearing with Italy, which functioned poorly in 1937 because of 
Italian measures to exclude Hungarian cattle and the requirement that a 
portion of Hungary's wheat exports be paid for ia free devisen, has repeatedly 
been the subject of prolonged negotiations, yielding nothing but an extension, 
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ECONOMIC DEVELOPMENTS UNDER EXCHANGE CONTROL 

A. Money, Production, Prices, and Exchange Rates. 
The financial and economic history of Hungary under exchange 

control is dominated by the successive phases of world depression 
and recovery. As a symbol of these phases, we take four major 
movements in Hungarian wholesale prices, represented in Figures 
11 and 12:' (1) from July to the year-end 1931, relative stabihty in 
wholesale prices in the face of sharply decUning prices abroad, 
reflecting the financial crisis in Hungary and the rapid depreciation 
of the pengo; (2) from January, 1932, to September, 1933, gradual 
dechne in wholesale prices attending agricultural depression and 
the collapse of industrial production; (3) from the last quarter of 
1933 to the third quarter of 1937, a rise in Hungarian wholesale 
prices deriving chiefly from the improvement in world agricultural 
prices and economic recovery generally; (4) after the closing quar-
of the status quo to June, 1939. (Volkswirtschaft, 1938, p. 194.) T h e R u m a 
nian clearing agreement had also to be modified as a consequence of Rumanian 
protests against the sale of lei balances by Budapest banks at what was con
sidered to be such high rates as to penalize Rumanian exports. An agreement 
valid until March 31, 1939, fixed the rate at 2 6 .5 -27 lei to the pengo, increased 
the Rumanian Bank's free balance with the Hungarian National Bank, and 
extended the petroleum quota — for which Hungary had always to pay in 
free devisen — f r o m 30 per cent to 40 per cent. (Volkswirtschaft, 1938, p . 195. 
Hungarians have continually protested that the requirement of payment in 
devisen is onerous.) B y far the most important change in the foreign trade 
situation has been the absorption of Austria and Czechoslovakia into Ger
many. B y the Hungarian-German agreement of M a y 7, 1938, all Austrian 
import quotas were transferred to Germany. The establishment of the Schill
ing-Mark relation at 3 :2 , with its consequent imposition of the M a r k over
valuation on Ostmark trade, has quite naturally raised Hungarian exports 
and decreased imports, the former from 17 per cent to 18 per cent of total 
Hungarian exports, the latter from 18 per cent to 11 per cent of total H u n 
garian imports, or a 35 per cent decline from 1937 to 1938. Complaints are 
especially noticeable in Hungary because of the high price and sharp reduction 
of imports of Austrian wood. (I. Ferenczi, "Ungarns Handelspolitik," Ung. 
Wirt . Jhrb., Vol. 14, pp. 175-177.) 

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

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

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

1. E.g. in late December the dollar (old par = 5.71 pengo) was quoted at 
8.3 — 8.5 pengo, i.e. at a 47 per cent premium, while gold sold at a 53 per 
cent premium. 

2. U. I. f. W., Vol. 41, p. 90. 
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observfe how the limited allocation of import devisen afforded to 
certain industries a degree of protection from foreign competition 
exceeding that which resulted from protective tariffs alone. The 
cotton textile and coal industries began to experience boom condi
tions, and the stimulus spread to nearly all carteUzed industries in 

HUNGARIAN FOREIGN TRADE 
VALUE IN MILLIONS OP PENGO BY QUARTERS 

FIG. 1 4 * 
* For data and sources, see p. 369, below. 

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

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

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

1. Cf. p. 3 7 0 , below. 
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October 18 to 4 ^ per cent; but bills discounted maintained their 
former level and central bank credit shrank to 500,000,000 pengo 
in comparison with nearly 600,000,000 pengo a year earlier. How
ever this development may be judged for its effect upon the domes
tic economy, it strengthened the foreign position of the pengo. 
Hungarian wholesale prices continued downward in the second half-
year, while British wholesale prices, indicative of price movements 
in countries not under exchange control, ceased failing altogether. 
Gold premia in Budapest and the Zurich notation on pengo notes 
moved reciprocally to one another and were virtually consistent in 
showing a reduction in pengo depreciation from somewhat less than 
one-third to approximately one-fourth in the course of the year, as 
may be seen from Fig. 13.^ Despite the narrowness of the gold and 
pengo-note markets, their mutual consistency and the fact that 
pengo-note quotations in Zurich were paralleled quite closely by 
the discounts on Standstill pengo seem to indicate that they 
were fairly reliable indicators of the foreign value of the pengo. 

The first three quarters of 1933 found the Hungarian economy 
"bumping along the bottom" in the final stage of depression. Under 
the combined influences of depression, exchange control, quotas 
and tariffs, exports and imports came to their lowest ebb in the first 
quarter of 1933 at 26 per cent and 23 per cent of their 1925-27 
values. Dominated by the world prices for agricultural products, 
the index of wholesale prices shows the trough of depression, reach
ing its minimum in September at 58 (1925-27=100) in comparison 
with 71 at the initiation of exchange control in August, 1931. 
Although the government instituted numerous measures to coun
teract deflation — borrowing 15,000,000 pengo from the Foreign 
Creditors' Fund, fostering the foundation of an "Institute for 
Industrial RationaHzation" with an initial 15,000,000 pengo capital 
for immediate undertakings, intermediating in 25,000,000 pengo of 
new credits by the Central Banking Corporation to agriculture 

1. Both the Budapest gold market and the Zurich market for pengij 
notes were somewhat narrow and artificial. As for the former, gold could not 
legally be sent out of the country, and its sole legal use consisted in its serving 
as a liquidity or hoarding medium. The Zurich market for pengo notes 
existed chiefly by reason of the fact that, unlike the German authorities, the 
Hungarians did not attempt to interfere with reimportation of the notes. 
The supply came from smugghng out currency, chiefly for the purpose of 
repatriating Hungarian securities (cf. p. 145 below; Tyler, Twenty-third 
Quarterly Report, July 15, 1937, p. 12), while the demand came from travel
lers to Hungary. 
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— the total of central-baak credit nevertheless remained constant 
throughout the year at 500,000,000 pengo.' The year 1933 also 
shows a remarkable constancy in indices of the foreign value of 
pengo currency: quotations on the Budapest free gold market hov
ered about a premium of 35 per cent, and pengo notes sold on the 
Zurich market at a discount of about 25 per cent, the slightly 
more favorable prices in the latter market being easily accounted 
for by large profits made in bond repatriations financed through 
smugghng out pengo notes.^ 

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

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

2. Cf. p. 361 below. 
3. The percentage of imports subject to license in April, 1933, was given 

euphemistically in terms of 1030 imports! Tyler, Sixth Quarterly Report 
(April 26, 1933), p. 16. This percentage (44.5) for 1930 imports equals 86 
per cent of 1933 import values. 
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C o m m i s s i o n ; b u t the w o r d i n g of the decree created the impress ion 

that 1931 price relat ions w e r e t o b e t a k e n a s " n o r m a l . " ' A n o t h e r 

decree o n J a n u a r y 23, 1933, m a d e expficit a cos t -o f -product ion test 

of justified price, a p p a r e n t l y w i t h o u t avai l . 

T h e one fact of o v e r w h e l m i n g i m p o r t a n c e to the H u n g a r i a n 

e c o n o m y during the whole period of depression w a s the opening of 

the "agr icu l tura l price s h e a r s , " i .e. t h e decl ine of agricultural 

1934^ Varga, "Probleme der PreispoUtik," Pester Lloyd, January, 

than unorganized and usually smaller competitive industries in 
securing certificates for the retention of devisen and in obtaining 
allocations for raw material imports. To offset some of these 
buttressing forces on monopoly price, in December, 1932, attending 
the official introduction of agios on devisen, importers had to give 
a written pledge not to raise prices; but in a period of generally 
falUug prices, such a measure would of course be purely nugatory. 
Furthermore, a decree of January 7, 1932, established a Price Fixing 

AGRICDLTURAL PRICE-SHEARS 
( 1 9 2 4 - 2 7 = 1 0 0 ) 
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relatively to industrial prices depicted in Fig. 15. Under the arti
ficial maintenance of cartel prices through tariffs, quotas, and 
exchange control on the other side, their decHne being worsened 
by the penalty on exports from the official exchange rate and the 
throttling of active balances with clearing partners, the price 
disparity between industry and agriculture came in the last phases 
of depression to be the greatest in Europe.' Since industrial pro
duction accounts for a share of the national income not exceeding 
one-fourth, these relative handicaps laid upon agriculture must be 
charged with grave responsibility, quite aside from the inevitable 
workings of the world agricultural situation, for the 40 per cent 
shrinkage of Hungarian national income in the depression.^ 

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

1. Tyler, Tenth Quarterly Report (April 26, 1934), p. 13. 
2. Matthias Matolcsy and Stephen Varga, The National Income of 

Hungary 1924r-25 to 1936-37 (London, 1938), pp. 68-69. 
3. Stidost Economist, Vol. I, No. 5, p. 141 (May 26, 1939). 
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power than it gained through "pump priming" activities directly. 
Although the government, perhaps because of such reasons as 

these, did not launch on a systematic effort at reflation, its own 
financing was not deflationary. Budgetary deficits of 229,500,000 
pengo, 179,700,000 pengo, 108,500,000 pengo and 66,300,000 pengo 
in fiscal years from 1930-31 to 1933-34^ served to increase the 
flow of monetary incomes, since a large share went into agri
cultural reUef and other purposes of "social legislation." It must 
also be emphasized that, though the operation of the monetary 
system, including central bank and commercial bank^ credit, was 
on the whole deflationary. Treasury borrowings from the National 
Bank approximately doubled from 1931 to the end of 1933.* 
The 30,000,000 pengo increase was simply overwhelmed in the 
general liquidation, which reduced central bank money (notes and 
deposits) from 600,000,000 pengo to 500,000,000 pengo. Finally, 
other measures taken by the State against depression bore an 
expansionist character — the reductions of bank-rate primarily 
as an aid to agriculture,̂  the estabfishment of a National Credit 
Senate to set maximum interest rates on all categories of indebt
edness,̂  thereby reducing the service of agricultural debts by 51 
per cent from 1931 to 1934, the extension of "Green Credits" on 
crops,* and the limited moratorium on short-term agricultural 
debts proclaimed on April 1, 1932, and extended for two years on 
October 12, 1935.^ 

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

1. Ibid., p. 297. 
2. Statistics of commercial bank credit have not been reproduced here, 

because of the fact that the use of cheques is so limited as to render the princi
ple of "system expansion" of little importance. "Current accounts" at the 
close of 1938 only slightly exceeded the 1,050,369 pengo of cash, central 
bank notes and its own deposits. The figure of current accounts showed an 
almost absolute inffexibiiity from 1929 to 1939. Cf. U. I. f. W., Vol 41 p 46 

3. Cf. p. 361, below. 
4. Osterreichischer Volkswirt, Vol. 25, p. 312. 
6. Pester Uoyd, January 1, 1935, p. 10; The Stock Exchange Gazette 

(London), May 18, 1934, p. 1125-1127. 
6. Pester Lloyd, February 28, 1933. 
7. U. I. f. W., Vol. 20, p. 113; Tyler, Eighth Quarterly Report (November 

8, 1933), pp. 14-16, idem, Sixteenth Quarterly Report (October 30, 1935), 
pp. 9-10. For a complete report of Hungarian government measures for 
agricuftural rehef, see International Institute of Agriculture, The Wortd 
Agricultural Situation for the years 1931-32 to 1935-36 (Rome, 1932 to 
1936). 
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the variations of both. Industrial production, which began to 
advance earlier than in most countries, and which outstripped other 
countries in growth rate to mid-1937, excepting Japan, Germany 
and Sweden, had a pyrotechnic quality, but it did not "call the 
turns." 

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

1. Matolocsy and Varga, op. cit., p. 69. 

2. U . I . f . W . , Vol.24, p. 126. 

briefly, because it is so completely dominated by the improvement 
in world agricultural markets. Monetary policy, quotas, and 
exchange control operated as cause and effect, but in either role 
they are subordinate. National income follows the course of agri
cultural income so closely' that Fig. 16 may be taken as showing 

THE PURCHASING POWER OF AQRICULTHRE 
(1924/25—1926/27= 100) 
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only one-tenth less than 1929, the largest of post-war years. 
The favorable balance of 1933 reacted strongly upon expectations 
throughout the Hungarian economy the following year. Wheat 
prices in Budapest almost doubled, much exceeding any rise explic
able from the poor harvest, since Liverpool quotations closed the 
year at the same level as prevailed at the beginning. Export prices 
as a whole rose from May to November by 22 per cent; and, despite 
a three per cent fall in the British wholesale index, the Hungarian 
index advanced by six per cent. 

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

However insecure the price advance of 1934, the revival of 
Hungarian economy during 1935, 1936, and the first half of 1937 
was soUdly founded upon the improvement in world agriculture. 
From the low point of depression to the first quarter of 1937, 
industrial prices rose by only 13 per cent against 45 per cent for 
farm products. This closing of the "agricultural price shears" goes 
far in explaining the advance of industrial production from 101.5 
(1929=100) to 135.3 and of national income from 3,490,000,000 
to 4,227,000,000 pengo over the same period, as well as the reduc
tion of the budget deficit to 34,600,000 pengo in 1935-36 and the 
appearance of a surplus of 8,100,000 pengo in 1936-37. Second in 
importance in the recovery were the excellent harvests of 1935 and 
1936' marketed at good prices because of relatively poor yields 
elsewhere, circumstances which largely account for the swelling of 

1. a . p. 370, below. 
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central bank reserves (cf. Fig. II , p. 91) from 94,000,000 pengo in 
September, 1935, to 142,000,000 pengo in September, 1937, and 
for favorable trade balances of 1935 and 1936 of 49,200,000 pengo 
and 67,900,000 pengo. 

In contrast with 1934, the first year of recovery, when the 
pengo lost a tenth of its foreign purchasing power, the gradual 
chmb of the wholesale price index from 1935 to the turn of activity 
in 1937 did not outstrip the advance of British prices (cf. Fig. 12, 
p.92), and the external value of the pengo appears to have suffered 
no deterioration as measured in gold premia and the discounts on 
pengo notes and Sperrpengo in Zurich (cf. Fig. 13, p. 94). That the 
entire upswing was financed from hoards and current savmgs"- is 
evidenced by the continuous reduction of bills discounted by the 
central bank and the increase of its notes and deposits at a rate not 
exceeding accretions to its gold and devisen reserves (cf. Fig. 11, 
p. 91). Monetary ease, frequently characterized as stagnation in 
the money markets, prevailed throughout: by virtue of its isolation 
from other capital markets — such as Germany — bank-rate could 
be kept at four per cent from August 29, 1935 onward, and the 
whole structure of interest rates could be held at the low levels of 
that year. The culmination of four and a half years of economic 
gains came in 1937 with a national income equalUng that of 1930, 
industrial employment exceeding 1929 by ten per cent, a balanced 
budget, and the resumption of debt service in free devisen. Incon
sistent with what would be the normal expectation for recovery, 
and ominous for an approaching downturn, was the trebling of 
National Bank advances to the Treasury from 1934 to 1937. 

The current phases of the cycle began with a turn in wholesale 
prices in April, 1937, reflecting a break in Liverpool wheat prices. 
Prices for farm produce in general declined, but not so rapidly as 
to prevent the total value of Hungarian exports from increasing 
over previous years. For agricultural exports in 193S prices were 
very low, but Hungary was favored by a record harvest bringing 
a favorable balance of 104,100,000 pengo, equal to the previous 
high mark in 1937. Thus, despite the dechne of agricultural prices, 
it has been agriculture which paradoxically supported the economic 
situation. Hungarian industrial production fell off from 135.3 to 
116.2 from the second quarter of 1937 to the third quarter of 1938, 

1. Economist, February 12, 1938, p. 20 
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as compared with 105-1 and 69.1 during the same interval for the 
United States.' 

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

On June 23, 1938, the statutes of the Hungarian National 
Bank were revised in conjunction mth the initiation of the rather 
ambitious Five Year Plan for public investments aggregating 
1,000,000,000 pengo, funds to be provided by a domestic loan of 
400,000,000 pengo and the balance by a capital levy. However 
much certain of the amendments may have been required by 
"modern conceptions of a monetary standard," such as permission 
to engage in open market transactions,* the provision of a 130,-
000,000 pengo credit to the State — an amount nearly equal to 
central bank discounts for the Treasury in the prosperity year 
1937 — arouses suspicion of inflationary fiscal tendencies. Of the 
1,000,000,000 pengo pro^aded for in the Five Year Plan (600,000,-

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

2. Volkswirtschaft. 1938, p. 225. 
3- Note issue was thereby increased in roughly the same proportion as 

the accretion to population. Economist, December 17, 1938, p. 595. 
4. Ung. Wirt. Jhrb., Vol. 14, pp. 36&-373. 
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000 pengo for rearmament and 400,000,000 pengo for public works) 
half had already been spent by the late spring, 1939.' Industrial 
production rebounded from 116.2 In the second quarter of 1937 to 
147.0 in the first quarter of 1939 imder the influence of these heavy 
public expenditures. 

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

B. The Comparative Situations of Industry and Agriculture. 
The most characteristic feature of exchange control, the main

tenance of an artificially low price on devisen, operates to penalize 
exports and encourage imports. If a country's exports are largely 
agricultural, agriculture suffers; if its imports are largely industrial, 
industry flourishes, at least relatively. A windfall to importers 

1. Royal Institute of International Affairs, South-Eastern Europe, A 
Political and Economic Survey, 2nd ed. (London, 1939), p. 118. 

2. U. 1. f. W., Vol. 42 (May, 1939), p. 52. 
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of industrial products or to domestic industrialists arises in the 
first place because, at the artificially low rate of exchange, im
port devisen have to be rationed out and this entails a reduction 
in imports and a rise of their domestic prices.' A second source of 
windfall or monopoly profits to industry lies in the allocation of 
devisen for industrial raw materials at the low foreign exchange 
rates. Thirdly, to the degree that industries are monopolized or 
firms are few and large, they are apt to fare better in securing 
allocations of devisen, by fair means or foul. These three factors 
per se increase the profits of cartels and further the formation of 
monopolies. The hardships to agricultural exporters, on the other 
hand, induce them to band together to secure modifications of 
exchange control or better prices for their exports. Nothing pre
cludes such export organizations from turning their attention to the 
possibilities of domestic markets. It is to be observed that the 
greater the divergence between official and "real" rates of exchange, 
the more potent are all four of these forces. Finally, almost as a 
corollary from these propositions it follows that the consumer 
must suffer loss. 

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

1. The immediate tendency of an artificially low rate on foreign exchange 
would be toward an absolute increase of imports. But with given conditions of 
domestic cost and international demand this rate wiii necessarily reduce 
exports and, except for available reserves of devisen which an exchange con
trol country is not likely to possess, reduce imports also. 

2. Cf. Figs. 11 and 16, pp. 91 and 102 above. 
3. Sorne offset to the superior position of industry came from the levying 

of the "social burden" taxes almost exclusively upon industry, and from the 
introduction in 1937 of the 44-hour week and minimum wage rates by adminis
trative decree. 
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•These indices, not previously published, were compiled by Professor 

Wolfgang von Heller of the Hungarian Institute of Technology. The under
lying data are not available for reproduction. 

mineral oil, and iron — monopolized industrial raw materials — 
not only defied reduction throughout depression but even rose 
slightly, whereas the prices of copper, lead, tin, lumber, briquettes, 
leather, cotton, wool, linen, and paper — competitively produced 
or imported industrial raw materials—fell in 1932 and 1933 to 
50 per cent of their prices in 1929. 

In addition to the five cartehzed commodities included in the 
index, monopohes also controlled fertilizers, gasoline, lime, cement, 
textiles, alcohol and milk. So notorious was the discrepancy 
between pegged and free prices that pubUcation of the two series 
had discreetly to be discontinued by the Hungarian Institute for 
Economic Research after September, 1932.' 

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

1. U. I. f. W., Vol. 14, p. 35. 

Chief benefits from these interferences accrued to the cartel-
ized sector. Fig. 17 reveals how the prices of coal, Hgnite, firewood, 

HUNGARIAN WHOLESALE PRICE INDICES: INDUSTRIAL RAW MATERIALS 
( 1 9 2 7 = 1 0 0 ) 
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cially in the 1931-32 period of par exchange rates.' But this very 
enforcement of the official rate provided an unparalleled stimulus 
to the textile industry, because of a high proportion of its costs in 
imported raw materials. As a result, as early as November, 1931, 
it was especially noted as a booming industry;^ similarly in the 
following quarter, it was the one exception to general economic 
contraction.^ Despite a fall of 53 per cent in textile import from 
1930 to 1931, there was again a 57 per cent decUne from 1931 to 
1932; but total sales of tex-tiles in Hungary decreased (1931-32) 
only from 498,000,000 pengo to 408,000,000 pengo,* and number 
of employees remained at practically the 1929 level throughout 
the depression. In 1933 a one per cent tax on textile production, 
calculated to yield 3-3,500,000 pengo annually for purposes of 
export subsidy, was explicitly justified from the favorable con
juncture created by import limitations.* 

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

1. Osterreichischer Volkswirt, Vol. 6, No, S, p. 87. 
2. U. I. f. W., Vol. 13, p. 111. 
3. U. I. f. W., Vol. 14, p. 118. 
4. Osterreichischer Volkswirt, Vol. 25, No. 43 {July 22, 1933), p. 345. 
5. Wirtschaftsdienst, September 20, 1935; U. I. f. W., Vol. 19, p. U l . 
6. Cf. p. 81 above. 
7. R. P. P. Edwards, Economic Conditions in Hungary, 1933-35, Depart

ment of Overseas Trade, Bulletin No. 629 (H. M. Stat. Off. London, 
1936), p. 24. 
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shortage m this sense was most acute at times when the exchange 
rate applied by the National Bank showed largest deviations 
from "free" rates/ as for example m the latter part of 1931 with 
the enforcement of parity rates.^ It is frequently said* that the 
shortage of industrial raw materials arose because Hungarian 
exports went largely to European exchange-control countries not 
supplying these essential materials. Had there not existed the 
artificially low rates on foreign devisen, however, windfall profit 
on imports including this category would have disappeared, and 
with it the "scarcity" of devisen for less fortunate applicants. 

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

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

2. U. I. f. W . , Vol. 13 (November 1931), p. 111. 
3. For example in Ungarns Handel und Industrie im Jahre 1936 (Buda

pest, 1937), p. 31. 
4. Cf. p. 101 above. 
5. Concentration upon grain and neglect of livestock, the next most 

important Hungarian export, may be explained by the fact that grain prices 
fell early and violently, whereas Hvestock breeding actually gained for a 
while by a shift of consumption to meat. Cf. League of Nations, World Pro
duction and Prices, 1925-33 (Geneva, 1934), p. 2 5 . 

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

The Futura Company and international agreements have 
been operating during the whole period of exchange control in 
Hungary, but the Boletta device utilized until 1934 has given 
place to an Agricultural Rehef Fund. After an initial year (1930-
31), when the entire proceeds of 3 pengo per quintal went to 
grain producers, the price of the boletta (ticket), which purchasers 
were required to buy for each quintal of wheat or rye, went partly 
as a subsidy to the producer and partly to the goverrunent for 
an agricultural export subsidy fund; if the domestic buyer 
exported the wheat or rye, the entire price of the boletta was 
refunded. In 1931-32, when the boletta cost 10 pengo,* 6 pengo 
went to the farmer and 4 pengo to the export subsidy fund. The 

1. Foreign Agriculture, Vol. 2, 1938, p. 105. 
2. On October 20, 1933, for example, the Budapest price at 7.6 penga to 

7,8 pengo per quintal exoeeded slightly the Liverpool price, while the Austrian 
domestic price equalled 28.2 pengo and the Swiss 54 pengo! Cf. Tyler, Eighth 
Quarterly Report (November 8, 1933), p. 16. 

3. Details of the Rome .Agreements are set forth by Tyler particularly 
in the following Quarterly Reports: Eleventh, pp. 14 -15 ; Thirteenth, p. 9; 
Fourteenth, p. 14; Nineteenth, p. 18; Twenty-second, p. 14; and Twenty-
fourth, p. 14. 

4. In this year when the farmer's share of the boletta was at its maxi
mum, premia had not yet been introduced on export devisen; furthermore, 
the Hungarian price of wheat was at its lowest level In a century. Cf. Inter
national Institute of Agriculture, The Agricultural Situation in 1932-33 
Rome, 1934), p. 465. 
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difference between 10 pengo refunded upon exportation and 4 
pengo going into the subsidy fund was made up by taxation, the 
existence of this burden being partiy concealed by keeping the 
Boletta Fund separate from the budget. 

It has been said that the boletta system "did not hamper 
export, as the bounty was refunded to the exporter."^ The fallacy 
of this reasoning Hes in its neglecting four important facts. (1) 
Once export bounties are established, margins of cultivation and 
exploitation assume such a position that the bounty can never 
be removed without "hampering" the export of the subsidized 
commodities, as Hungary has discovered in being obliged to 
retain the system to the present day, despite the notable increase 
in agricultural purchasing power.^ (2) The absorption of factors 
of production into the subsidized export raises the costs of other 
export commodities, a force becoming important as business 
revival proceeds. (3) Export commodities into which the sub
sidized article enters as a raw material cost more to produce, even 
in periods of less than full employment.^ (4) Finally, as a con
sequence of these three facts, the foreign value of the monetary 
unit is maintained at a level higher than can be justified on the 
basis of comparative costs of production.'' 

The farmer's share of the holeiia was set at 6 pengo, 4 pengo, 
and 3 pengo for the successive fiscal years of 1931-32, 1932-33, 
and 1933-34. As we have seen,* the system of premia and sur
charges began to be introduced late in 1932; as the high domestic 
prices were gradually and at least partly compensated for by 
lowering the effective foreign value of the pengo by agios, the 
boletta could be gradually reduced. At the beginning of the new 
fiscal year in July, 1934, the Boletta Fund was abolished — prob
ably as a gesture to consumer and labor interests — in favor of 
a system of authoritarian minimum prices^ and the "Agricultural 
Relief Fund," which derived its income, like its predecessor, 

1. Tyler, Thirteenth Quarterly Report (December 29, 1934), p. 8. 
2. Cf. p. 102. 
3. The high cost of living became a matter of concern in Hungary even 

in the depths of agricultural depression. Cf. pp. 153-155 faelow. 
4. Cf. the discussion of pengo rates, pp. 90-105. 
5. Cf. p. 82 above. 
6. The minima (15.35 pengo in 1933-34, 14.75 pengo in 1934-35, 20 

pengo in 1936-38) served merely to define the amount of domestic subsidy per 
quintal of Tisza wheat. So far as concerns export prices, they had been set 
by authority from the outset of exchange control. 
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entirely from extra-budgetary sales taxes. The expense of the 
Funds for four fiscal years beginning with 1933-34 amounted to 
75,000,000 pengo, 45,000,000 pengo, 49,500,000, and 51,000,000 
pengo, and for the last two years it has remained at about the 
50,000,000 pengo level. With these sums may be compared the 
balances of the State budget, including State undertakings: 
-76,400,000 pengo -70,400,000 pengo -34,600,000 pengo, and 
+8,100,000 pengo for the years 1933-34 through 1936-37. 
Subsidy to agriculture in the form of price maintenance alone 
thus assumed a magnitude comparable with depression deficits 
on the entire budget. 

In November and December, 1935, when the system of 
differential premia was for the most part abandoned for "straight 
line" premia for three or four main groups of countries, the wheat 
premia shortly assumed a level around 50 per cent, the general 
premium paid on exports to free-exchange countries.' This 
coincidence raises another interesting question concerning causa
tion: does the general export premium determine the wheat prem
ium or does the wheat premium determine the general devisen 
premium? Obviously smce wheat, despite its great significance 
to the Hungarian economy, does not exceed one-sixth to one-
eighth of total exports, causation runs more strongly from devisen 
premium to wheat premium than vice-versa. To an unknown extent, 
however, the wheat premium represents an artificially high price 
for wheat and enters in, therefore, to the maintenance of the pengo 
at artificially high values, even at existing agios on foreign devisen. 
The impossibility of quantitative appraisal of this difference rests 
upon a lack of information concerning relative costs of production 
of various Hungarian products and their "marginality" as exports. 

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

1. The wheat premia, as was explained earlier, are those for export to 
free-exchange or "gold" countries. 
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the prices of seed, vegetables, eggs, feathers, goose liver, broom 
straw, dressed poultry, honey, butter, animal fats, bacon, Uvestock 
and animal products.^ It is of course impossible to devise a method 
of measuring the results of this program aimed at lowering costs 
and raising prices for agriculture. In the opinion of technically 
competent Hungarian observers, however, all devices in the 
aggregate did not suffice to offset losses entailed by the pengo 
rate.= 

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

1. Volkswirtschaft 1938, p. 209. 
2. This opinion was expressed by at least one official of The Budapest 

Chamber of Commerce, the semi-official Pester Lloyd, The Hungarian Land 
Mortgage Institute, and the League of Nations representation in Budapest. 

3. Osterreichischer Volkswirt, Vol. 31, p. 903. 
4 . Tyler, Tenth Quarterly Report (April 26, 1934), p. 15: Volkswirt

schaft, 1938, p. 108. 
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FOREIGN TRADE UNDER EXCHANGE CONTROL 

A. Cyclical and Secular Developments. 
Hungarian foreign trade during eight years of exchange con

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

H O N G A R I A N A N D WoRLD T R A D B 

1929 = 100 
H U N G A R Y * WoRLof 

Imports Exports Total Trade Total Trade 
Volume Value Volume Value Volume Value Volume Value 

1931 82.3 50.8 82.2 55.4 82.2 52.7 85.5 57.9 
1932 44.8 30.8 50.6 32.2 47.8 31.5 74.4 39.1 
1933 50.8 29.3 74.1 37.6 62.8 33.4 75.1 35.2 
1934 61.8 32.4 72.3 38.9 67.2 35.6 78.6 34.1 
1935 69.5 37.3 73.5 43.0 71.5 40.6 82.3 34.7 
1936 79.7 40.6 90.6 48.7 85.3 44.7 85.4 37.5 
1937 83.8 45.5 106.7 57.1 93.6 50.9 97.0 46.0 
1938 73.3 39.4 90.5 50.7 80.9 44.7 85.7t 39.6t 

* Hungarian trade: percentages computed from value and volume 
figures given in Statisztikai Negvedevi Kozlem^nyek (Budapest, 1931-39). 

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

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

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

1. While Hungarian industrial production fell to 76 in June 1932, world 
industrial production reached 69 (1929 =100, cf. L. of N., World Economic 
Survey 1936-37, Geneva, 1937, p. 76); and while the former rose to 135 in 
October 1937, the latter rose only to 108 (ibid., 1937-38, Geneva, 1938, p. 120). 
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1 9 2 9 1 9 3 0 1 9 3 1 1 9 3 2 1 9 3 3 1 9 3 4 1 9 3 5 1 9 3 6 1 9 3 7 1 9 3 8 

Raw 37.8 39.2 41.5 42.4 42.1 43.1 47.7 45.2 42.1 41.3 
Half-

finished 22.8 22.6 26.1 28.4 28.7 29.9 27.4 29.1 31.3 28.9 
Finished 39.4 38,2 32.4 29.2 29.2 27.1 25.0 25.7 26.5 29.8 

• From Statisztikai Havi K6zlemfinyek (Royal Statistical Office, Buda
pest), Vol. 33-42, 1930-39. 

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

i. Cf. Tyier, Eighth Quarterly Report (November 8, 1933), p. 17 and 
Ninth Quarterly Report (December 30, 1933), p. 11. Because of scantiness of 
pubhshed information concerning premia and surcharges, as well as quantities 
of import and export against pengo, "additional" exports, etc., it is impossible 
to deflate the figures to "real" pengo values. Published statistics on value of 
exports and imports give obviously absurd results. Thus in 1932, when the 
volume of Hungarian trade had fallen to 47.8 per cent in comparison with 1929, 
its value was reported at 39.1 per cent in value. If one accepted the official 
figures, one would have to conclude that despite the relatively great fall in 
agricultural prices, the unit price of Hungarian trade had fallen to 66 per cent 
of 1929, wherea.? the unit price of world trade had fallen to 53 per cent. 

1938 (94 per cent and 81 per cent in comparison with 97 per cent 
and 86 per cent), despite a notable improvement in the prices of 
farm products. Comparisons upon the basis of volume of trade, 
such as these, indicate much more reliably the relative position of 
Hungary than do value of trade figures, inasmuch as the statistics 
of her foreign trade rest upon valuations in official-par pengo.^ 

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

HuwGARiAjv F O R E I G N T R A D E B Y G R O U P S O F C O M M O D I T I E S * 

Percentage of Total Exports 
1 9 2 9 1 9 3 0 1 9 3 1 1 9 3 2 1 9 3 3 1 9 3 4 1 0 3 5 1 9 3 6 1 9 3 7 1 9 3 8 

Raw 59.9 59.2 58.2 58.5 64.8 61.8 60.S 61.4 58.9 59.7 
Half-

finished 7.1 8.1 9.8 8.6 7.3 8.7 11.3 10,1 10.5 9.8 
Finished 33.0 32.7 32.0 32.9 27.9 29.6 27.9 28.5 30.6 30.5 

Percentage of Total Imports 
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thereafter reversed the tendency, as foreign industrial costs 
mounted. On the side of imports following 1929, the gradual 
disappearance of plant extension and the lowering of standards 
of hving reduced finished imports from 39 per cent to 25 per cent 
in 1935; but with the revival of Hungarian capital goods indus
tries and the upturn of per capita income the share of manu
factured goods in imports increased and that of raw materials fell. 
Even so, in 1938 the former category included only 30 per cent of 
imports as compared with nearly 40 per cent in 1929 — the frui
tion of a decade's efforts at industrial self-sufficiency. 

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

H D N Q A R I A N I N D U S T R I A L I M P O R T S * 

Groups as Percentages of Total Imports 
R a w liftlf-FinUlied F ini&hed 

1928 16.1 28.6 55.3 
1929 20.2 29.1 50.7 
1930 23.8 29.5 46.7 
1931 23.6 35,1 41.3 
1932 28.3 36.4 35.3 
1933 32.3 33.9 33.9 
1934 34.6 34.0 31.3 
1935 33.8 35.1 31.1 
1936 33.9 35.3 30.8 
1937 34.9 35,4 29.7 
1938 31.0 34.1 34.9 

* U, I. f. W., Reports. 

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

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

B. Trade by Countries 
The question as to the effects of exchange control upon Hun

garian trade with particular countries very largely resolves itself 
into the question of the effects produced by various international 

1. Cf. the table given on p. 115 above. 
2. Pester Lloyd, January 1, 1935, p. 17; Tyler, Seventeenth Quarterly 

Report (January 15, 1936); Ung. Wirt. Jhrb., Vol. 13, p. 166; Hungarian 
General Credit Bank, Economic Report, Vol. 11, No. 2,3 (February, March, 
1937). 

3. Cf. U. L f. W., Vol. 41, p. 67. 
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arrangements for trade: how was trade affected by clearing, com
pensation and payment agreements? In its answer to the League 
of Nations questionnaire in January, 1935, concerning clearings, 
the Hungarian Government repUed that "It is not possible to 
indicate in figures the effect of these agreements on the movements 
of goods, which are also influenced by numerous other and more 
important factors."' The answer is perhaps too sceptical, but it 
is indeed difficult to disentangle the effects of clearings; partly, 
as the Hungarian authorities held, because of "other and more 
important factors," but also because of statistical limitations. 

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

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

1. League of Nationa, Enquiry into Clearing Agreements (Geneva, 
1935), p. 115. 
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is to classify countries under the dominant form of payment 
arrangement with Hungary as of a given date during exchange 
control, maintaining the same classification for all years both 
before and after the termination of free exchange. Such a com
parison appears in the following figures. 

HoNQABiAir T R A D E wrrn C L E A R I N G , 

C O M P E N S A T I O N , A N D P R E E - E X O H A N G E C O U N T R I E S * 

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

Imports Eiports 
CatEBory ai couotriea 1930 1931 1933 1934 1930 1931 1933 1934 

Clearing 69.0 61.6 70.3 70.6 80.4 77.4 74.7 74.8 
Compensation 20.5 28-7 16.2 17.7 12.5 14.6 12.1 12.1 
Free exchange 10.5 9-7 13.5 11.7 7.1 8.0 13.2 13.1 

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

Though trade by countries grouped by predominant mode of 
1. The classification is based on the relation of Hungary to other countries 

as of September 1934. Cf. U. I. f. W., Vol. 24, p. 44. Under clearing come 
Austria, Belgium, Czechoslovakia, France, Germany, Italy, and Switzerland; 
under compensation: Bulgaria, Denmark, Greece, Jugoslavia, Poland, Ruma
nia, Spain, and Turkey; and under free e.whange, alt other countries. Per
centages computed from Hungarian trade by countries in League of Nations, 
International Trade Statistics (Geneva, 1933), p. 142, and ibid., ((Geneva, 
1935), p. 138. 

2. The increase of exports to free exchange countries, which seemed to 
rejoice some Hungarian commentators, failed to bring any increase — there 
was actually a decrease — of free devisen as a percentage ol total payments 
to Hungary, because the difference went to legal and illegal debt repayments. 
But cf. p. 122. 
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payment showed no particularly noteworthy alterations through 
the advent of exchange control, there did occur important changes 
in relative amoimts of trade paid for in different ways. Statistics 
of payrnents for exports and imports under the separate heads 
of clearing, compensation, pengo payment and free devisen are 
available only for Hungary, Austria and certain other countries 
to which the League of Nations appointed economic and financial 
ad\isors.' What these figures reveal is that exports and imports 

M E T H O D S O F P A Y M E N T F O R H D N G A R I A N E X P O R T S A ^ D i M P O f t x s * 

Main Categories as Percentage of Total 
Eiports 1932 1933 193i 1935 1930 1937 

I - V I 

Clearing 42.4 47.5 58.8 59.8 61.1 61.3 
Compensation 24.3 21.5 15.2 15.5 18.0 15.1 

Total of clearing and com
pensation 66.7 69.0 74.0 75.3 79.1 76.4 

Export against pengo 1.8 10.3 10.0 5.1 3.6 4.6 
Free devisen obtained 31.5 20.7 15.0 19.7 17.3 19.0 
Itnporta 1932 193^ 10:i4 19^5 1936 1937 

I - V I 

Clearing 45.3 61.8 62.4 64.4 66.2 66.5 
Compensation 30.1 28.7 18.3 18 7 19.9 18.3 

Total of clearing and com
pensation 75.4 80.5 80.7 83.1 86.1 84.8 

Devisen applied 24.6 19.5 19.3 16,9 13.9 15.2 
Imports against marketable 

pengo ( 6.5) ( 1,4) ( .8) ( 1.0) 
Free devisen disbursed (12.8) (15,5) (13.1) (14.2) 

"Annual averages from quarterly percentages as given in the Reports 
(1932-37) of U. I. f. W. The improbabihty of seasonal variation in payment 
methods permitted the striking of an unweighted average, 

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

1. Unfortunately, through the merging of clearing pnynients with those 
made in free devisen, and of compensation with payments in pengo, the 
elaborate statistical matter published by Tyler in his Quarterly Reports to 
show "the results of exchange control," is practically useless. The same con
cealment of free devisen payments characterizes the summaries given in 
Ung, Wirt. Jhrb., Vol. 14, pp. 363-364. I have drawn upon the much more 
illuminating figures pubUshed by the Hungarian Institute for Economic 
Research. 
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75 per cent to 86 per cent. The decUne in amount of exports 
yielding free devisen rigidly limited Hungarian importers in their 
choice of sources of supply. This adverse tendency asserted itself 
despite the avowed aim of the Foreign Trade Commission and 
the Foreign Trade Office to encourage exports to free exchange 
countries,' and also despite the exchange control reforms of 1932 
and 3935. 

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

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

1. Cf. p. 82 above. 
2. Cf. p. 121. 
3. Volkswirtschaft, 1938, p. 192; cf. also R. R F. Edwards, Report on 

Economic and Commercial Conditions in Hungary, 1935-37, Dept. of Over
seas Trade, No. 697 (H. M . Stationery Office, 1938), p. 203. 



HUNGARY'S STRUGGLE WITH DEPRESSION 123 

compensation covered from 8 per cent to 10 per cent less on the 
unport side, because expoi-ts of wheat to Austria and Italy brought 
free devisen. 

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

HDNGARIAN EXPORTS BY GBOQRAPHIC DISTRIBCTION* 

1925-30 1929 19^0 1931 1932 1933 1934 1935 1936 1937 1938 

Immediately 
adjoining 
countries! 61.9 57.2 53.8 43.3 46.4 43.2 37.4 31.3 28.3 26.7 29.4 

Germany and 
Italy 17.8 18.6 23.2 22.5 23.0 19.8 30.4 37.1 36.1 36.3 36.1 

Other 

countries 20.3 24.2 23,0 34.2 30.6 37.0 32.2 31.6 35.6 37,0 35.5 
*CompiIed from Statisztikai Havi Kozlemenyek, Vol. 24 -41 . 
fAustria, Czechoslovakia, Rumania, Jugoslavia, The figure for 1938 

does not include Austria in Germany. 

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

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

1. Changes on the side of imports simply reflect the diversion of exports 
analyzed in the text, or change in a fashion to suggest the operation of no 
general forces. 
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importance (11.2 per cent to 22.2 per cent). A new trade agreement, 
initialled on February 21 and put into force on April 1, 1934, pro
viding wider opportunities for Hungarian agricultural exports,' 
paved the way for this movement; but the real impetus seems to 
have come from the Work-Creation program in Germany, with 
its increased demand for raw materials in general- and more par
ticularly for foodstuffs demanded by newly employed laborers.' 
Furthermore, because of the superior bargaining position of 
Germany,* it would be natural to expect some favoring of exports 
to this country through the system of differential exchange agios 
then in force in Hungary, though the lack of pubhshed rates 
prevents confirmation of this belief. The German gain of 3934 
was followed next year by a sharp increase of exports to Italy from 
8.3 per cent to 13.5 per cent of the Hungarian total. In May, 
1934, Italian exchange control had been tightened, and in July, 
1934, the Rome Agreements of Italy, Austria, and Hungary had 
been ratified. With the outbreak of the Abyssinian War it was 
quite natural that Italy should draw her imports more extensively 
from clearing countries, particularly from Hungary, which decHned 
to join in the League of Nations sanctions. But within the last 
eighteen months the change of greatest significance has been the 
absorption of Austria and Czechoslovakia into Germany. From 
1937 to 1938 exports to the Altreich alone increased from 24 per 
cent to 28 per cent and Imports from 26 per cent to 30 per cent of 
the Hungarian totals. In the first quarter of 1939 Greater Ger
many took 95 per cent of Hungarian meat export, 88 per cent of 
the hogs, and 75 per cent of the grain. The portentous political 
and economic significance of this situation is worthy of especial 
emphasis.* 

Discussions of Hungarian trade under exchange control have 
so frequently referred to a tendency of exports to go to "distant"^ 

1 . Tyler, Tenth Quarterly Report (April 26, 1934), p. 18. 
2. Ungarns Handel und Industrie im Jahre 1936, pp. 22-25. 
3. A. V. Mecs^r, "Die Riickwirkungen des Auschlusses auf die 

Beziehungen zum Deutsehen Reiches," Ung. Wirt. Jhrb., Vol. 14, p. 23. 
4. Whereas Germany constituted a fifth of the market for Hungarian 

products, they account for only two per cent of German imports. In this 
sense cf. also Mark Mitnitsky, "Germany's Trade Monopoly in Eastern 
Europe," Social Research, Vol. 6, pp. 22-39. 

5. The New Statesman and Nation, Vol. 17, No. 432 (June 3, 1939), 
p. 850. 

6. Hungarian General Credit Bank, Economic Report, Vol. 9, No. 10-11 
(October, November, 1935); Tyler, Third Quarterly Report (July 15, 1932), 
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or even to "far distant"' countries that the idea became a shib
boleth. Actually no non-European country figures prominently 
in Hungarian trade; and amongst European countries which 
might be thought of as "distant," such as England, Belgium, 
France and the Netherlands, there was no tendency for their 
share of Hungarian exports to increase under exchange control. 
If by "distant" one should mean simply Italy and Germany, we 
have already observed the persistent gain of these countries at 
the expense of the four countries adjoining Hungary, and the 10 
per cent loss on the export side suffered by all six of the near and 
contiguous countries in comparison with "other countries." The 
latter change actually came before exchange control; and the 
growth of exports to Italy and Germany derived from a tendency 
toward a political entente with these countries, favorable trade 
agreements, the German work-creation program and the Italian 
war in Africa, rather than from exchange control. It is true of 
course, as Hungarian authorities have maintained, that in the 
absence of clearings and compensations, neither country could 
have drawn heavily upon Hungarian agricultural supplies. But 
political enmities and alliances play the largest role. To Austria 
and to the three remaining contiguous countries, which consti
tuted the former Little Entente, Hungarian exports averaged 61.9 
per cent over the period 1925-30; even by 1930 they had fallen to 
53.8 per cent and by 1931 before the clearings came into operation 
to 43 per cent; on the other hand, the share of Germany and Italy 
rose from an average of 17.8 per cent during 1925-30 to 23.2 per 
cent in 1930 before the advent of exchange control, remained 
unaffected in 1932 by the introduction of clearing, and experienced 
its great augmentation in 1933-35 with the development of pres
ent political alignments. 

Finally, we may observe the behavior of Hungarian trade 
with the most important of her creditor countries.^ From 1930 
to 1931 Hungarian exports to these countries increased in absolute 
amount by 11 per cent and in relative share of her total exports 
p. 12; idem. Tenth Quarterly Report (April 16, 1934), p. 15; idem. Twelfth 
Quarterly Report (October 13, 1934), p. 10; League of Nations, World Eco
nomic Survey 1933-34 (Geneva, 1934), p. 149. 

1. Hungarian Genera! Credit Bank, loc. cit.. Vol. 11 (February, 1937); 
Tyler, Twenty-Fifth Quarterly Report (February 26, 1038), p. 5. 

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

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

Exchange control, including clearings, effectively stops 
repayments via third countries; after 1931 it would be natural, 
therefore, to expect a direct association of capital and commodity 
movements. Lending to Hungary ceased in 1932, and repayments 
by means of "additional exports" had scarcely begun; the neutral 
trade balance which actually appeared in that year fulfills expec
tations. After 1932 the expected favorable balances with creditor 
countries likewise were realized, their size depending upon the 
pha.se of the cycle within Hungary. 

Hungarian exports turned strongly toward England and 
Switzerland during 1931, for as countries with a reputation for 
' 'soimd" currencies they attracted a large part of the substantial 
pengo export balance developed by flight capital in that year. 
Expectations are also confirmed in the dechne of Hungarian 

http://pha.se
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exports and the increase of imports from particular countries after 
their devaluations, as in the case of trade with England in 1932 
in comparison with 1931, and with Switzerland in 1937 and 1936. 
Finally it is to be observed that, though France was quantitatively 
half again more important than England as a creditor of Hungary, 
the favorable balances which Hungary developed in maintaining 
debt service for France were a small fraction of those for England. 
The French quota system seems to have purchased protection 
for domestic producers at a heavy cost to French foreign lenders, 

C. Export and Import Prices: Terms of Trade 
In the introductory chapter it was argued on purely a priori 

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

HCNQAKY; AVERAGE EXPORT PRICES OF CERTAIN ARTICLES, 1936* 
(In Pengo per Quintal) 

T o Eschange-CoQtrol T o Othfir T o AU 
CoutilrieS Countiiea Couatriea 

Wheat 16.01 11-15 14.09 
Wheat flour 22.70 12.96 18.53 
Chickens, etc 132.0 87.0 118.0 
Fresh butter 19S.0 116.0 158.0 
Eggs 89.0 70.0 87.5 
Malt 23.49 18.68 19.68 
Rye 12.69 8.51 12.63 

"league of Nations, Report on Exchange Control (Geneva, 1938), p. 34. 

1. Cf. pp. 24-26. 
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to clearing countries, and for wheat flour the margin exceeds 75 
per cent. The extent of these differentials and the exhaustiveness 
of the figures as to countries seem to leave no doubt that in 1936 
Hungarian trade fulfilled the theoretical expectation. 

However, if the price differentials had antedated exchange 
control — price differences resting upon differences in quafity, in 
method of quotation, in "terms" allowed the purchaser — the 
evidence of 1936 would be inconclusive. To explore this possibility, 
I have carried back the calculation of export prices for three of 
the commodities in the Report to 1931, before clearings were 
established. The very restricted size of the sample is explained by 
the necessity of selecting commodities of standard quaUty and by 

PRICES OF HUNGARIAN EXPORTS TO CERTAIN FREE 
AND EXCHANGE-CONTROL COUNTRIES* 
(Average Prices in Pengo per Quintal) 

Commodity eiportcd I93I 1932 1933 1934 1935 1936 1937 1938 
Dressed poultry 

England 185-7 117.7 113.4 97.8 85.9 84.6 
Germany 194.0 143.8 122.3 109.2 122.1 126.5 

Butter 

France 1931-33 280.7 169.8 135.5 65.0 109.9 114.4 135.0 135.9 
England 1934-38 
Germany 276-0 199.9 157.4 203.0 197.9 204.4 211.0 204.7 

Flour 
England 28.0 23.0 15.8 18.0 11.6 13.0 
Czechoslovakia 26.8 23.0 21.7 28.0 

*Compiled from data of volume exports by countries in quintals and 
total value of specific commodities e-xported to given countries, as given in 
Statisztikai Havi Kozlemonyek, Vol, 36-41. 

the fact that, even in the most exhaustive trade statistics pub
lished, it is practically impossible to discover complete series of 
both volume and value of exports by commodities by specific 
countries. However, in the case of the three commodities for 
which somewhat interrupted series could be shown there is no 
instance in which the tendency of export prices to exchange-
control countries (Germany or Czechoslovakia) to exceed export 
prices to free countries (England or France) is explained by a price 
differential existing before the introduction of clearings. Further
more, although the samples include only single countries in either 
category in contrast with the League's figures including all coun
tries, the figures show also that the year 1936, the only one pre-
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Commodity imported 1931 1932 1933 1934 1935 1936 1937 1938 
Raw coffee 

England UO.O 155.0 130.3 121.1 78.9 78.1 91.2 67.2 
Germany . . . . 140.0 180.0 145.7 121.1 85.2 106.5 126.1 128.9 

Anthracite coal 
Poland 3.50 3.50 3.50 2.7S 2.57 2.56 2.30 2.30 
Germany . . . . 3.50 3.51 3.48 2.96 3.10 3.08 3.05 3.19 

Cocoa beans 
England 44.2 43.0 53.0 74.4 50.3 
Germany . . . . 44.2 43.0 51.0 88.0 62.2 

*Source as on p, 128. 

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

1. The opinion is expressed in the Royal Institute of International 
Affairs, South-Eastern Europe, pp. 196-200 that Germany either did not 
strive or at any rate did not succeed in utihzing her mere size as an importer 
to turn the e.vport-import price relation in her favor. The evidence for this 
contention is that for a number of southeast European countries following 
1933-34 export prices rose relatively to import prices. The recovery of agri
cultural relatively to industrial prices is quite forgotten! 

sented by the Report, is not an isolated case or a mere accident. 
On the side of imports, not included in the Report, Umitations 

such as those encountered for exports restrict the figures presented 
here to mere illustrative examples. Average prices paid for raw 

PRICES OF HUNGARIAN IMPORTS FROM CERTAIN FREE 

AND EXCHANGE-CONTROL COUNTRIES* 

(Average Prices in Pengo per Quintal) 
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into Hungary in the early years of exchange control, and they 
show no marked changes from 1934 through 1936; but in 1937 
and 1938 the expected rise in cost of German suppUes to Hungary 
puts in its appearance. 

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

As between a free-exchange and a clearing country, or as 
between the situations of one country before and after the institu
tion of exchange-control, the foregoing evidence would show that 
the second situation involves a loss even in terms of trade. For 
since clearing raises the cost of imports, and since there is no 
reason for beheving that import costs in the free relations should 
fall, the average cost of imports must be raised for the country 
under clearing arrangements. On the side of exports, the higher 
gross prices would mean a reduction in net prices except in the 
limiting cases of demand and cost functions which throw the 
interest and risk costs of sales through the clearing entirely on 
the buyer. The probability of this constellation is small. Conse
quently clearing involves losses in both terms and volume of trade, 
if comparison is made with free exchange. 

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

HUNGARIAN EXPORT PRICES AS A PERCENTAGE OF IMPORT PRICES* 
(1925-27 = 100) 

1929 92.0 1933 81.8 1937 94.4 
1930 90.4 1934 94.4 1938 97.0 
1931 84.7 1935 102.9 1939 
1932 85.4 1936 98.0 April 92.0 

*U. I . f. W. , Vol. 1-42. 
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percentage of the prices of imports, the so-called "foreign trade 
price shears." Over the years 1929-1935 the fall and rise in Hun
garian terms of trade as measured by this index follow the collapse 
and recovery of agricultural prices relatively to industrial prices, 
and whatever adverse effects exchange control may have had are 
submerged in this major movement. But since the agricultural 
shears continued to close from 1935 to 1937,' it would be reasonable 
to conclude that the adverse movement in Hungarian terras of 
trade in 1935, 1936, and 1937 rests directly upon exchange control 
and other autarchic devices. The implications of this deterioration, 
either natural or induced, in the "gain from trade" appear with 
catastrophic severity in the matter of foreign debt. 

F O R E I G N D E B T S U N D E R E X C H A N G E C O N T R O L 

The introduction of exchange control in 1931 was occasioned 
for Hungary as for other countries by withdrawals of foreign 
capital threatening the collapse of the monetary standard. We 
have already followed early developments — the stop-gap pro
hibition of all outward capital transfers under the exchange-control 
decrees, and the petrifying of long-term debts under the Mora
torium of December, 1931. Since the Moratorium, unUke the 
Standstill on short-term foreign debts, was a matter of one-sided 
action, it included the entire body of long-term debts (2,470,736,-
088 pengo), exempting only the League Reconstruction Loan of 
1924. Amortization and interest were maintained on this loan 
until August, 1932; for the following year service had to be sus
pended entirely; and thereafter only interest was paid, half in 
exchange and half in coupons or blocked pengo. With this excep
tion and one per cent interest on the Bank for International 
Settlements loan, Hungary paid nothing in devisen upon its foreign 
obhgations until 1937, and even where transfer was made indirectly 
by "additional exports" and so forth, interest alone and at reduced 
rates was paid. The first renewal of the Moratorium in December, 
1932, carried with it one-sided reductions in nominal interest to 
5 per cent; the renewal of the Moratorium was simply made by 
annual decree thereafter. 

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

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

So far as obligations of the State, embracing about half of 
Hungary's foreign long-term debts, are concerned, payments into 
the Fund came to be a mere formality. From the Autumn of 1932 
to June, 1933, the government fell into arrears to the Fund by 
34,400,000 pengo; thenceforth it constantly increased the amount 
which was paid by means of Treasury bills, as may be seen from 
the statistical summary in the Appendix,^ reljing as a matter of 
fact exclusively upon this method. But even this financing entailed 
a less than proportional burden upon government credit, inasmuch 
as, from about the same time onward, the Fund advanced to the 
Treasury and to the state railways suras exceeding half the in
payments. In certain quarters this move was censured as infla
tionary or at least as preventing the deflation necessary to provide 
price-differentials to accomplish tran:sfer in real goods.* The 
official Hungarian attitude, warmly supported by the banks and 
economists, was that the very desideratum in the administration 
of the fund was avoidance of deflation.* The matter turns in 
principle simply upon the degree to which it is pofitically and 

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

2. Tyler, Twenty-third Quarterly Report (July 15, 1937), p. 15. 
3. Cf. p. 372 below. 
4. 0 . I. f. K., Vol. 6, No. 2, p. 39 ff., and Vol. 7, No. 6; cf. also Machlup 

in the Neues Wiener Tagblatt, January 1, 1933. 
5. U. I. f. W, , Vol. 14, p. 116. Cf. also Stephan Varga, "Bemerkungen 

zu den Problemen von Aufbringung und Transfer," Economic Essays in 
Honour of Gustav Cassel (London, 1933), p. 654-658. 
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economically possible to reduce standards of living by the defla
tionary method of inducing actual transfer. In the actual course 
of events the maximum outstanding loan of 57,000,000 pengo 
in June, 1936, does not seem particularly alarming in comparison 
with a monetary circulation of 598,000,000 pengo, though it 
admittedly contributed something to the upward divergence of 
Hungarian from gold-bloc prices. 

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

1. Sometimes called the "Martins Agreement," because of the use of 
Martins Bank, London, as the clearing bank for blocked pengo balances. 

2. Hungarian National Bank, special pubhcation, Administration of the 
Foreign Exchange Control in Hungary (Budapest, June 13, 1933), p. 17. 

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

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

1. The accumulated balances of the various blocked accounts have never 
been revealed. The description of the accounts given in the text is based 
chiefly upon the following sources: Administration of the Foreign Exchange 
Control in Hungary, pp. 13-15; Devisenbewirtschaftung in Ungarn, 8th ed. 
(Budapest, April 20, 1937), pp. 4 -8 ; 9th ed. (Budapest, December 20, 1937), 
pp. 4-8 . Josef Judik, "Deviseabewirtschafmng in Ungarn," Ung. Wirt. 
Jrhb., Vol. 8, pp. 319-320; Osterreichischer Volkswirt, April 23, 1932. 
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Inland Pengo Accounts," held Uke all other regulated accounts 
in specified devisen banks by private and corporate debtors in 
Hungary. Into these particular accounts were paid interest and 
redemptions faUing under the Moratorium by the Foreign 
Creditors' Fund of the National Bank.^ In-payments required 
permission of the Hungarian National Bank, as also the utilization 
(possible only within Hungary) of the funds by foreigners. A 
second category, "Inland Pengo Accounts," included some funds 
tied up from the bank holidays of 1931, payments on non-mercan
tile Uabilities arising after January 31, 1932, but not covered by 
the Standstill, and some merchandise debt payments prior to that 
date. "Inland Merchandise Pengo Accounts" embraced payments 
only upon merchandise debts originating after January 31, 1932. 
In- and out-payments were subject to tiie same provisions as 
"Blocked Inland Pengo Accounts." But whereas "Inland Pengd 
Accounts" could not be utiUzed by foreigners for Hungarian 
exports, "Inland Merchandise Pengd Accounts" could be by 
special permission. Finally there were "Old Bill-of-Exchange 
Accounts" which arose from the deposit of foreign exchange before 
July 17, 1931, and which Hke the other blocked deposits required 
permission for their use. 

The Standstill Agreement required that the private person 
in Hungary should not repay an existing merchandise debt until 
he elsewhere obtained a new merchandise credit of equal magni
tude to supplant it. Pending the presentation of documentary 
proof regarding the new credit, payments on existing merchandise 
credits were made according to certain technical determinants 
into either "Blocked Bill-of-Exchange Accounts" or "Suspense 
Accounts"; after approval of the new credit, the suras were trans
ferred to the "Blocked Inland Pengd Accounts" mentioned above. 
"Suspense Accounts" also received in-payments by Hungarian 
importers during the 6-8 weeks delay after apphcation until per
mission to pay the foreign seller had been granted by the Bank. 

Finally there were two accounts arising from deposits made by 
foreigners subsequently to July 17, 1931, for which in- and out-
payments required no permission of the Hungarian National Bank, 
and for which the Bank upon petition made payment in genuine 

1. These accounts include also the service on certain old and new mer
chandise debts, on certain old non-mercantile liabihties outside the Standstill, 
and deposits made by foreigners of pengo bank notes. 
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foreign exchange. These deposits were called "Free Foreign Pengo 
Accounts" and "Free Foreign Exchange Accounts/' the difference 
being that with the former the foreign depositor accepted a pengo 
equivalent of his surrendered valuta, whereas with the latter he 
maintained the account in terms of some specific foreign currency. 
Neither of these varieties belongs to the category of genuine 
blocked accounts. 

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

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

1. Cf. pp. 93-106 above. 
2. Eugen R6z, "Das dritte Jahr der Devisenbewirtschaftung," Ung. 

Wirt. Jhrb., Vol. 10, p. 243 ff. 
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138 EXCHANGE CONTROL IN CENTRAL EUROPE 

of these blocked accounts for agricultural exports.' The sudden 
advance of Standstill pengo from 40 per cent in February, 1937, to 
54.3 per cent and 55-9 per cent in May and July rests upon market 
anticipations of the favorable debt settlement. After this settle
ment in July the National Bank became the sole purchaser of 
Standstill pengo; market quotations disappeared, but there existed 
a continuous offer by the Bank at about 47 per cent, representing 
a mean of prices for two and one-half years previously. 

Quotations on Hungarian coupons, or interest obUgations 
under the Moratoiium, have tended irregularly downward as the 
prospects of maintenance of contractual interest have gradually 
become extinct, and as the field of utilization has, with occasional 
reversals, been narrowed down. Thus the recovery from 48 per 
cent to 75 per cent from March to November, 1933, is definitely 
linked with the development of regular trading in coupons for 
purpose.^ of travel in Hungary by other persons than the original 
coupon-holders.^ The violent fall from 56 per cent to 29 per cent 
between December, 1934, and May, 1935, was precipitated by an 
ordinance of February 24, 1935, reducing the possibiUty of illegal 
repatriations. From May, 1935, throughout the balance of the 
year, there appears to have been something of a recovery in this 
business, lying at the bottom of the advance of coupon quotations 
to 30 per cent; but the final categoric prohibition of security 
repatriations in January, 1936, again u.shered in decfining coupon 
prices.^ The debt settlement of July, 1937, apparently reduced 
yields below what had been expected and caused a shading off in 
coupon prices; but the really disastrous plunge came in March, 
1938, with the German seizure of Austria and foreign misgivings 
concerning the fate of Hungary. The revival of coupon prices 
during the early months of 1939 was probably a by-product of the 
large amount of funds poured into Hungary from Germany via the 
Zurich market preceding the Hungarian general elections in May.* 

Save for the very Hmited cases of payment in free exchange 
which have already been noted, service upon Hungarian foreign 
debts prior to July, 1937, proceeded through payments "in kind," 
i. e. through creditors* acquisition of goods and titles or the utiliza-

1. Devisenarchiv, Vol. 1 (August 25, 1936), p. 921. 
2. Cf. R67,, loc. cit. 
3. Die Stunde (Vieona), January 23, 1936. 
4. New Yorlc Times, May 21, 1939, p. 18. 
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1932: I 2.9 1936: I 6 2 
II 1.6 

1936: 
II 10 6 

1933: I 7.6 1937: I 13 4 
II 27.9 

1937: 
II 7 7 

1934: I 20.4 1938: I 4 4 
II 14.9 

1938: 

1935: I 9.8 Total 135 6 
II 8.2 

Total 

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

(October 19, 1932) opened up the possibiUty of realization through 
exports; a decree of April 8, 1933, permitted appUcation of Stand
still balances to the travel of third parties; and finally the Pengo 

1. Text of the Pengo Transfer Agreement (October 20, 1933), p. 3 aa 
distributed in mimeographed form. 

2. Devisenbewirtschaftung in Ungarn, 9th ed. (Budapest, 1938), p. 44. 

tion of services in Hungary, or through "additional exports." 
The last possibiUty rested upon a readiness of foreign creditors to 
accept quantities of Hungarian exports even at the artificially high 
price given by the appUcation of the official rate of exchange, in 
order to realize immediately upon their claims. This concession 
was transferred to the Hungarian exporter through his being 
given permission by the National Bank to receive from foreign 
creditors the blocked pengo (at par) and to sell such pengo at an 
"additional export premium" paid by the Bank in domestic pengo. 
Hungary was indeed the first country to exploit creditor conces
sions as a means of Uquidating debts cheaply and at the same time 
sustaining exports and employment. The rate at which debt 
service was maintained through this device depended, it was said, 
upon the export being one "of which the foreign-exchange pro
ceeds are not required for the maintenance of Hungary's economic 
Ufe."^ Since this criterion came to be recognized in the course of 
time as rather too abstract and vague for particular cases, addi
tional exports were subsequently defined quite simply as those 
for which the National Bank "pays a premium exceeding the 
ordinary amount."^ 

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

ExpOKT AGAINST PBNGO: HALF-YEAR TOTAIS* 

In Millions 
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Transfer Agreement (October 20, 1933) extended and regulari2ed 
additional exports. Ostensibly because the demand for Hungarian 
industrial products was "inelastic,"' permission for additional 
exports was only exceptionally given for agricultural products — 
chiefly in the crop-moving periods of 1933-34 and 1936-37as the 
figures on page 152 show. 

The extent of export premia is not known. The nominal rate 
appears to have been rather regularly between 105 per cent and 
110 per cent;* but varying portions of the export devisen had to be 
surrendered by the Hungarian seller at the regular export premia 
— for example, latterly at 50 per cent to free devisen countries — 
and since these proportions have not been allowed to become 
public, the effective "additional export" premium rates cannot be 
determined. The volume of exports in this category has been 
estimated reliably for 1933-1936 at 6,000,000 pengo, 24,000,000 
pengo, 32,000,000 peng5, and 34,000,000 pengo, and somewhat 
less refiably for 1937 at 60,000,000 pengo.* Since these suras include 
premia on an unknown fraction of the total, it is impossible to 
know how much of the Standstill debts was liquidated in this 
way. Responsible Hungarian commentators have complained that 
the high "additional exports" premia encouraged mushroom 
industries in Hungary, called into being for the very purpose of 
producing "additional" exports; furthermore, the Hungarian 
exporter was often tempted to share his profits to induce the for
eigner to absorb more of these exports. The process resembles 
exchange dumping and tends to depress the pengo on foreign 
markets. In the debt settlement of 1937 additional exports were 
contemplated as an important mode of carrying forward the 
service upon Standstill debts.* It was left to the Hungarian 
National Bank to determine the extent of transfer which could 
be thus maintained without disaster to the domestic economy. 

\. According to the verbal report of a high banking official in Budapest. 
2. Cf. pp, 136, 138 above. 
3. Devisenbewirtschaftung in Ungarn, loc. cit.; Neue Freie Presse, 

October 9, 1935. 
4. For 1933 and 1934, Josef Judik in Villaggazdasdie Szende, February 

4, 1935; for 1935 and 1936. Ungarns Handel und Industrie im Jahre 1936 
(Budapest, 1936), p. 22; for 1937, The Royal Institute of International 
Affairs, South-Eastern Europe, p. 120. The last estimate seems impossibly 
large, since the entire debt service after the agreements of 1937 was estimated 
at 45-50,000,000 pengo. 

5. Economist, September 18, 1937, p. 565, 
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The premia now approximate the general level paid for exchange 
on free devisen countries at about 50 per cent.̂  

A new epoch in Hungarian economic history since the credit 
crisis of 1931 was heralded in June, 1937, by the first offer of terms 
upon which the Hungarian authorities stood ready to resume 
effective transfer on the debt service in free devisen. Culminating 
in this event were three favorable circumstances; the simplification 
of premia and surcharges in 1935, the improvement in terms of 
trade for Hungary through the rise of agricultural prices, and the 
large harvests of 1936. The proposals for a settlement made by 
Fdbinyi and Imredy on behalf of Hungary were favorably reported 
upon to their constituencies by the League Loan Committee, the 
Council of Foreign Bondholders and the American Protective 
Association. Excluding commercial debts, which required no 
negotiation, and the Caisse Commune obhgations, which Hungary 
inherited from the old monarchy, the outstanding foreign indebt
edness at mid-summer 1937 was 1,750,000,000 pengo divided 
as follows: 
Long-term Debt Short-term Debt 

State 379,000,000 Pengo Slate 219,000,000 PengG 
Others 490,000,000 Pengo Standstill and similar 246,000,000 Pengci 

Pre-exchange-control 170,000,000 PengO 
Exchange control 246,000,000 Pengo 

Total 869,000,000 Pengo Total 881,000,000 Pengo^ 

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

The full contractual debt service prior to the settlement 
1. Pester Lloyd, M a y 15, 1937. 
2. Josef Judiic, "Die ungariscbe Devisenbewirtschaftung und die Neure-

gelung des Auslandsschuldendienstes," Ung. Wirt. Jhrb., Vol. 13, pp. 306-319. 
The Royal Institute of Economic Affairs, South-Eastern Europe, pp. 121-122, 
gives the total at 1,838,000,000 pengo vrithout disclosing the source of the 
Bgure. 

3. Tyler, Tweoty-&fth Quarterly Report (February 26, 1938), p. 13, and 
VoJism'rtschaft 1938, pp- 251-252. 

4. Ung. Wirt. Jhrb., Vol. 14, p. 365. 
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would have involved on long-term account 90,000,000 pengo and 
30,000,000 pengo in interest and amortization, and on short-term 
account 30,000,000 pengo and 30,000,000 pengo. By the terras of 
the settlement tins contractual total of 120,000,000 pengo was 
reduced to 50,000,000 pengo annually, an increase of about 10 per 
cent over the actual accoraplishraent under various devices of 
exchange control during the preceding two or three years.' Interest 
from 13^ per cent to 1 ^ per cent was agreed upon with long-terra 
creditors, while Standstill creditors received one per cent in inter
est and 4J^-4J/^ per cent amortization annually. 

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

CAPITAL ITEMS IN THE HUNGARIAN BALANCE OF PAYMENTS* 

(4-Inward; —Outward; in Million Pengo) 
Medium and 

Long Term Short Term Total 

1932 , , , . +1.4 -1- 5.2 + 6,6 
1 9 3 3 + . 2 + .Z + .5 

1934 + .0 -16.0 -16.0 
1935 +1.6 -49.0 -48.0 
1936 -1.7 -55.9 -57.6 

'League of Nations, Balances of Payments 1937 (Geneva, 1938), p. 117. 
1. Volkswirtschaft 1938, loc. cit. 
2. In a statement before the Hungarian Parliament Dr. Grecsak esti

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

In retrospect it appears that the transfer of debt service went 
forward upon a very modest scale; but even spokesmen of the 
creditor countries pointed out that the effective interest rates 
should be judged in view of money rates in the creditor countries 
themselves during the depression.'̂  Fully a fifth of the State debt 
and nearly a third of the private long-terra debt was contracted 
at 7 H per cent, and in the latter category rates up to 14 per cent 
were not unknown.̂  The incubus which such rates would have 
imposed on the whole economy warranted the conclusion reached 
by the Economist as early as October, 1933, that the one-sided 
regulations of the Hungarian authorities in the end benefited not 
only the distressed debtors but also foreign creditors.* Two further 
factors assume great significance — the terms of trade and the 
portion of Hungarian favorable balances available for debt service. 
In an earlier connection we saw how by 1933 Hungarian export 
prices in terras of import prices had reached 82 per cent of their 
1925-27 level.'̂  Had trade proceeded at 1928-29 prices in 1938, 
imports would have been 68 per cent and exports 126 per cent of 
their 1928-29 values, and the favorable balance would have been 
400,000,000 pengo instead of 113,100,000 pengo.̂  But of the 

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

2. Economist, December 7, 1935, p. 1125-1126. 
3. Magyar Statisztikai Szemle, Vol. 10, p. 1932. 
4 . Economist, Octoljer 28, 1933, pp. 815-816. 
5. Cf. p. 130 above. 
6. Ung. Wirt. Jhrb., Vol. 14, p. 188. 
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favorable balance not more than 20 per cent brought in free 
devisen.^ The reasons for resort to the additional export device 
and its continuance since the 1937 debt settlement are thus not 
far to seek. 

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

T H E T E C H N I C A L E F F I C I E N C Y O F H U N G A R I A N E X C H A N G E C O N T R O L 

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

1. Cf. p. 1 2 1 above. 
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Hungarian exchange control was peculiarly subject to evasion 
through the repatriation of securities. In diametrical contrast 
with Germany, where repatriation was managed by the Gold-
diskontbank as the one important source of export subsidy as long 
as the foreign supply lasted, Hungary prohibited but did not 
succeed in suppressing the private acquisition of domestic securi
ties from foreign holders. Prior to the first measure directed against 
the practice in October, 1932, the business flourished upon the 
enormous differentials between domestic and foreign quotations, 
often amounting to from 66 per cent to 75 per cent.^ Funds for 
these purchases had to be got abroad by illegal ways — by direct 
smuggling of currency, by leaving the proceeds of exports on 
deposit abroad, and by conceafing ownership of foreign balances. 
Hungarian corporations could buy up their own securities at 
bargain rates, despite high prices for "bootlegged" foreign curren
cies and high payments for the services of smugglers. Occasionally 
payment was made in newly issued bonds, but frequently the 
corporations simply pocketed the proceeds as profits and covered 
the shrinkage of capitalization by drawing upon commercial banks 
for loans. Ultimately the central bank was thus brought into the 
position of financing a fair share of the operations violating its own 
exchange-control regulations. 

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

1. Kemeny, Osterreichischer Volkswirt, December 24, 1932, p. 312. 
2. Tyler, Eighteenth Quarterly Report (April 18,1936), p. 12; U. I. f. W., 

Vol.26, p, 130. 
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to 29 per cent of parity' shows that the measure was effective, 
especially in conjunction with the simultaneous abolition of the 
Budapest free gold market.^ Finally, on January 22, 1936, the 
importation of Hungarian bonds was categorically prohibited; the 
proceeds of coupons could be paid to free pengo accounts only if 
the bond were deposited with the National Bank.^ With the 
exception of a short period two years later, repatriations virtually 
disappeared.* A sporadic recurrence of the practice attended the 
debt settlement of 1937 and the development of an inland demand 
for non-State foreign bonds, but the evasions were quickly sup
pressed.^ 

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

1. Cf. coupon quotations on p. 137. 
2. Cf, pp. 147-148 below. 
3. Cf. Tyler, loc. cit. 
4. Tyler, Twenty-first Quarterly Report {January 16, 1937), p. 9; 

Ungams Handel und Industrie im Jahre 1936 (Budapest, 1937), p. 47. 
5. Tyler, Twenty-third Quarterly Report (July 15, 1937), p. 12. 
6. Georg Kem6ny, Pester Lloyd, January 6, 1933, p. 13. 
7. Economist, February 25, 1933, p. 409. 
8. Georg Ivem^ny, Osterreichischer Volkswirt, Vol. 27, p. 347. 
9. Judik, cf. p. 155. 

10. Cf. p. 144. 
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years of exchange control bespeaks a lack of administrative 
effectiveness or a sinister yielding to particular interests. 

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

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

1. Osterreichischer Volkswirt, Vol. 27, p. 145. 
2. These opinions were expressed verbally by numbers of persons in 

official positions. 
3. The following quotations from the black market for dollars are derived 

from Tyler, Quarterly Reports: 
Pungil per Dollar on the Premin on Premia on Gold 

Dato Black Market Dollars oa the Gold Market 
December 31, 1931 8.3-8.5 47 70 
January 12, 1932 7.7 40 47 
March 30,1932 8.1 42 37 
April 30, 1932 7.8 40 37 
July 15. 1932 7.7 39 37 
October 27, 1932 7.3 28 26 

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

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

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

1. Devisen receipts and disbursements by haJf-years are summarized 
in Ung. Wirt. Jhrb., Vol. 14, pp. 363-364. 
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C O N C L U S I O N 

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

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

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

An examination of the economic history of Hungary over the 
period 1931-1939 shows that exchange control was surely secondary 
to the influence of world depression and recovery. So far as 
concerns the external value of the pengo, as measured by Budape.st 
gold premia, the price of pengo notes in Zurich, dollar premia 
and finally by the official agios on foreign exchanges, the larger 
movements can be explained in ordinary equation-of-exchange 
terms such as domestic production and monetary policy relatively 
to similar forces abroad. In the long run exchange control had no 
greater influence on the value of the monetary standard than the 
reduction of further pengo depreciation through further capital 
flights. In the domestic scene exchange control, through penal
izing exports and subsidizing imports, increased the discrepancy 
between agricultural and industrial prices. Whether the state 
aids to agriculture even offset the burden imposed by exchange 
control seem.9 very doubtful. Furthermore, the premium system 
on grain exports, by its artificial support of the pengo rate, made 
impossible any clear view as to the economic rentability even of 
"non-subsidized" exports. 

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

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

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

Save for the not completely successful obstacles put in the 
way of capital flight, we have failed to discover a net economic gain 
which Hungary could legitimately ascribe to exchange control. 
But by no means uncommon is the contention that, whatever 
were the asperities and shortcomings of exchange control in Hun
gary, it succeeded at least in "maintaining the pengo at home at 
its original legal parity,"' in assuring confidence as to the pre
servation of the monetary standard,"^ or in actually securing 
stability in the value of the pengo at home.^ The ostensible aim 
of exchange control in preserving the real foreign value of the 
standard is thus admittedly not attained; but something was 
thought to have been accompfished. Just what? Since prices 
within Hungary responded quite clearly to underlying money and 
production variables, the only thing actually preserved was the 
fictitious parity of the pengo, a fiction which did not even pertain 
to domestic economic matters. 

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

1. Devisenarchiv, Vol. 3 (Folge 39, September 27, 1938), p. 486. 
2. Pester Lloyd, January 1, 1935, p. 17. 
3. According to an unpublished pronouncement of the President of 

the Royal Hungarian Bureau of Foreign Trade in 1935. 
4. "Big Estates in Hungary," Hungarian Quarterly (Spring issue, 1937), 

quoted in South-Eastern Europe, p. 58. 
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F I G . 18 

*U. I. f. K., Vol. 41, p. 53. 

by the League.^ The decUne in agricultural money wages in 1933 
to 47 per cent of 1929 similarly exceeded all other countries but 
one. As shown by Fig. 18, the cost of living declined by the end 
of 1933 to 80 per cent of its level in 1925.27, or to sUghtly less 
than 80 per cent of its level in 1929. As a result real wages for 

1. 0. I. f. K., Vol. 10, No. 11, p. 257. 
2. League of Nations, World Economic Survey 1934-35 (Geneva, 1935), 

pp. 136-137; ibid., 1936-37 (Geneva, 1937), p. 112. 

Even in 1929 wages in Hungary stood at very low absolute 
levels, factory labor receiving an average hourly wage of 32 filler 
or 6.4 cents.' By 1932 money wages had declined to 84 per cent, 
by 1933 to 78 per cent, and by 1935 to 77 per cent,, a decline in 
each of these years unparalleled for eighteen countries reported 

C O S T op Lrvma I N D I C E S F O R H U N G A R Y * 

(1925-27 = 1001 
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labor as a whole declined somewhat, registering a low point of 
91 per cent in the first quarter of 1933. Instead of securing some
thing of a compensation for extensive unemployment by a gain 
in real wages, the "normal" expectation for depression, Hungarian 
labor actually had to accept a reduction in real wages. For agri
cultural labor real wages fell to about two-thirds the 1929 level, 
though employment was probably fairly well maintained. 

It is, of course, impossible to assess precisely the responsibility 
borne by exchange control for this situation. It would be natural 
to expect an adverse turn in real wages in consequence of the 
pecuhar severity for Hungary of world agricultural depression, 
which carried national income to 48 per cent of the 1929 figure in 
1932, the greatest reduction in national income reported in League 
statistics.' Reference, however, to Fig. 17, p. 108, showing the 
relative course of fixed and free prices of industrial raw materials, 
indicates where part of the responsibility lies. Coal, lignite, and 
firewood show a sHght rise after 1930 rather than a reduction in 
price, and the "heat and fight" component of the cost of Uving 
index in Fig. 18 behaves in the same way. E.xchange control, as 
we have seen,^ contributed in a variety of ways to raise or main
tain prices for industrial raw materials such as these fuels and 
hence to hold up the cost of (ivung. 

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

1. League of Nations, World Economic Survey 1935-36 (Geneva, 1936), 
p. 104. 

2. Cf. pp. 106-107, above. 

3. Tyler, Seventh Quarterly Report (August 10, 1933), p. 15. 
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liters. From January, 1931, to April, 1933, sugar consumption fell 
from an index of 119 (1927 = 100) to 85, the price of sugar in 
Budapest averaging 1.02 pengo per kilo, as compared with .50 
pengo in London and .40 pengo in New York. Since real wages 
did not increase during the depression years, there is Uttle wonder 
that the entire period of industrial recovery from 1933 to 1938 
failed to show a recovery even to levels reached in early depression 
years.' Only in the latter half of 1938 and early in 1939 did the 
index of real wages, under the "forced draft" appUed to production 
by the Five Year Plan, show advances: to 114, 115 and 116 in 
successive quarters compared with annual averages of 106 and 104 
in 1930 and 1931. By this time, however, the severe narrowing 
of consumer choice through various protectionist measures, to
gether with either spontaneous or prescribed lowering of quaUties 
in fabricated goods, puts the supposed advance in real wages 
under considerable suspicion. 

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

To the degree that pengo parity was sacrificed to the realities 
1. U. I. f. K., Vol. 42, p. 137. 

2. "Das Wirtschaftsjahr 1937," Pester Uoyd, December 25, 1937. 
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of the situation, artificially favorable terras of trade and protec
tion disappeared pari passu; there remained only the fiction of 
parity and the tremendous apparatus for providing trade channels 
over informally devalued rates. Administrative recognition of 
pengo depreciation lagged behind events, but in the main this was 
the course followed in Hungary. Why, then, was not the pengo 
officially devalued and foreign payments liberated from most of 
the trammels of exchange control? At least three opportunities 
for the step presented themselves before the reeent advent of war 
closed off the possibility of currency reforms. 

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

While the first opportunity was admittedly not a clear case, 
the second, afforded by the goid-bloc devaluations in September, 
1936, was much less ambiguous. Here again the proportion of 
Hungarian trade involved with the five devaluing countries was 
substantial — 16 per cent on the side of imports and 26 per cent 
of exports. Most significant, however, was the prospect that the 
era of important devaluations had apparently come to a close, 

1. Imports, 20 per cent and 23 per cent in 1933 and 1934; exports, 27 
per cent and 24 per cent. The next rival was Germany at 19.7 per cent and 
18 per cent, and H per cent and 22 per cent. 

2. Kemeny, in Osterreichischer Volkswirt, Vol. 27, p. 347. 
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so that the Hungarians needed no longer to fear substantial 
changes in the pound and dollar, an obstacle frequently adverted 
to throughout the period 1931-36.' Agricultural prices had shown 
marked improvement, budgetary deficits bad fallen steadily, and 
the pengo had shown remarkable stability for two years. The 
revision of clearing rates of exchange with gold-bloc countries and 
the subsequent abolition of clearing with France and Switzerland 
afforded occasions when the pengo might gracefully have been 
devalued. 

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

1. Economist, Vol. 117, p. 816. 
2. Osterreichischer Volkswirt, Vol. 26, p. 417. 

3. Economist (June 5, 1937), Vol. 120, p. 572. 



C H A P T E R I V 

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

T H E I N T R O D U C T I O N O F E X C H A N G E C O N T R O L 

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

A. The Situation Preceding Exchange Control. 
When, in May, 1931, the collapse of the Austrian Credit 
1. Carl-Hermann Miiller, Gnindrisa der Devisenbewirtschaftung, 2d 

ed. (Berhn, 1939), p. 33. 
2. Ibid., p. 35; that is, from one of the several "frozen" Mark accounts. 

3. Cf. p. 290 below. 158 
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Anstalt sent a wave of panic over the financial world, Germany 
was already in a state of advanced economic contraction and rapidly 
progressing social and pofitical disintegration. The volume of 
production had shrunk from 100.2 (1928 = 100) in September, 
1929 to 82.5 in December, 1930;' and the number of unemployed 
had risen from 1,324,000 to a peak in February, 1931, of 5,000,000. 
From July, 1929 to March, 1931 money order transfers through 
the postofiices decreased by 20.5 per cent, sight deposits of the 
Reichsbank by 24.8 per cent, and bills discounted by the Reichs
bank by 27 per cent.̂  While these series indicative of economic 
activity in a broad sense shrank markedly, there was a compara
tively sHght decrease in note circulation, indeed over the same 
months (July, 1929 to March, 1931) a decrease of only 5.6 per cent. 
Note circulation pertains primarily to the sphere of consumption, 
and its relative inelasticity indicates the rigidity of wages, the 
magnitude of miemp\oyment benefits, and a general lack of plas
ticity in the price system. MonopoUstic wage and commodity 
price policies greatly intensified the depression. As for the latter, 
the following contrast of administered and free prices indicates 
disparities in the German price structure. 

PKICEB OP KAW MATERIALS AND SEMI-FINISHED GOODS IN GERMANY, 
1929-1931* 

(1926 = 100) 

Administered Prices 
1929 1930 1931 

January 
February 
March 
April 
May 
June 
July 
August 
September 105.3 
October 105.3 
November 105-3 
December 105.3 

105 
105 
105 
105.1 
104.9 
103.9 
103.3 
102.7 
102.5 
101.7 
100.7 
97.1 

0S.2 
94.8 
94.7 
94.0 
93.9 
94.0 

Free Prices 
1929 1930 1931 

90.4 66.2 
87.2 65.6 
84.9 65.6 
85.2 65.0 
84.7 62.8 
82.6 61.4 
78.9 
76.8 

96.6 74.8 
95.1 72.2 
93.2 70.6 
92.2 68.3 

•V. I .K . , Vol. 6. Part A, No. 2, p. 53; No. 3, p, 50; No. 4. p. 54. 

1. Inatitut fur Konjunkturforschung (Berlin), Vierteljahrsheft zur Kon-
junkturforachung, Vol. 7, Part A, No. 1, p. 264. Hereafter this publication 
19 referred to as V.z.K. 

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

The constellation of rigid monopoly and trade-union prices 
with a rapidly contracting volume of production was bound to 
produce ^-iolent social and political struggles. Negotiations carried 
on in 1930 between representatives of the labor unions and the 
employers' associations came to naught, inasmuch as "the employ
ers insisted on wage reductions in order to reduce prices, whereas 
the labor unions held that price reductions should precede wage 
reduclions in order to preserve mass purchasing power."* In the 
ensuing struggle for the division of a shrinking national dividend, 
state expenditures for unemployment relief played a crucial role, 
especially in view of a popular demand for budget equilibrium 
despite dwindling tax revenues. During the recovery years 1925/26 
to 1928/29 the growing expenditures of the Reich had been financed 
partly through deficits, amounting in the aggregate to 2,255,000,000 
Reichsmarks.^ The policy encountered fittle adverse criticism as 
long as prosperity lasted; but when depression began and the 
safety of the currency came into question, the German public, 
schooled by the post-war experience, began to associate budget 
deficits •with a threat of inflation. The labor unions, reflecting this 
attitude, strongly favored a balanced budget, but insisted that it 
be achieved by increased taxation upon the propertied classes, 
even to covering the additional load of unemplo3Tnent benefits. 

1. V.a.K., Vol. 7, Part A, No. 1, p. 30. 
2. Statistisches Jahrbuch fur das Deutsche Reich 1932 (Berlin, 1933), 

p. 527; hereafter abbreviated aa Stat. Jhrb. 
3. The cost of living fell from 152.6 to 140.6. 
4. Jahrbuch 1930 des Allgemeinen Deutscbeo Gewerkschaftsbuodes 

(Berlin, 1 9 3 1 ) , p. 9. 

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

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

The general elections in September, 1930, revealed the devas
tating effects of depression upon German internal poUtics: both 
National SociaHsts and Communists increased their positions in 
the Reichstag, the former from 12 to 107 seats. Briining remained 
in ofiSce and continued his government by emergency decrees, 
virtually eliminating the Reichstag. Caught between the upper 
and nether millstones of National SociaUsm and Communism, the 
Social Democrats had no alternative but passive "toleration" of 
the government, as the phrase went. This resulted in the curious 
phenomenon of actually decreasing frequency of strikes during a 
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1 9 2 7 + 1 , 7 7 8 + 2 , 2 6 4 + 3 1 0 + 4 , 3 5 2 
1 9 2 8 + 1 , 7 8 8 + 1 , 2 7 0 + 1 , 0 0 0 + 4 , 0 5 8 
1 9 2 9 + 6 6 0 + 4 8 4 + 8 7 9 + 2 , 0 2 3 
1 9 3 0 + 1 , 1 1 9 + 1 6 9 - 7 4 6 + 5 4 2 

• League of Nationa, Balances of Payments 1937 (Geneva. 1938), p. 108. 

period of severe deflation; in 1927 the number of laborers involved 
in strikes was 632,000, in 1930, 274,000, and in 1931, 156,000! 
Reductions in unemployment benefits, salary cuts, and the slow 
progress of cartel price-lowering caused deep dissatisfaction and 
drove large numbers not only of unemployed laborers but also of 
the middle-class into the radical right and left wing parties. 

The general elections of 1930 and the atmosphere of impending 
civil upheaval, especially in the form of a National Sociafist coup, 
struck a fell blow at business confidence concerning Germany both 
within and outside the country. German securities dechned sharply 
on foreign markets in the early Autumn. The dangers besetting 
foreign short-term loans, imperfectly sensed until now, came to be 
apparent; foreign capital for the first time since the 1928/29 
downturn was withdrawn in large quantities — 800,000,000 
Reichsmarks within a single month, and by December 17, some
thing over double this sum. A new budget deficit of a billion Reichs
marks accumulated shortly after the election, and it was only by 
virtue of a 400,000,000 Reichsmark issue of Treasury bills and the 
Lee Higginson loan of $125,000,000 that the difficulty could be 
tided over. A few days later the Reichsbank reluctantly raised its 
rediscount rate from 4 to 5 per cent. Inconsistently with Briining's 
deflationary poUcy, the Reichsbank discount rate had been domi
nated by the so-called Konstatierwngspolitik since the Autumn of 
1929 — the principle of adapting the rate to London, where 
increasing fiquidity had brought down bank rate from 6 to 3 per 
cent. Accordingly the Reichsbank had lowered its rate, preserving 
the usual differential between London and Berhn, from 7 ^ to 4 per 
cent at the middle of 1930, the lowest rate permitted by its statutes. 

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

THE BALANCE OF PAY.^fENTs OF GERMANY, 1 9 2 7 - 1 9 3 0 * 

(In million Reichsmarks) 

Capital exports, — ; capital imports, + 

Long Term Short Term Unclassified Total 
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capital since 1924 had exceeded by 2}4 to 3 times the 10,300,000,000 
Reichsmarks paid by Germany for reparations,^ but in 1929 the 
flow began to slacken. The item of 879,000,000 Reichsmarks under 
"unclassified" capital imports indicates that "outside the (formally 
organized) credit organizations of Germany, the inflow of short-
term loans continued almost unabated,"^ though the total capital 
influx was halved for the year. The total figures given above fait 
to show the extent of the disaster in 1930. In that year the 1,800,-
000,000 Reichsmark Young Loan was floated; although two-thirds 
of the proceeds went to reparations, the remaining third, used to 
finance the German railways, afforded considerable relief to the 
balance of payments. Nevertheless tho net inflow of capital 
dwindled to a half billion marks, or one-eighth its magnitude two 
years earlier. This figure does not reveal, furthermore, that during 
the second half of the year short-term capital imports practically 
vanished, nor that capital withdrawals in the aggregate amounted 
to over a billion and a half marks. 

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

GERMAN IMPORTS AND EXPORTS, 1 9 2 8 - 1 9 3 0 * 

(In million Reichsmarks) 

Importa Eiporta Balance 

1 9 2 8 1 3 , 6 4 9 . 5 1 2 , 4 2 0 . 1 - 1 , 2 2 9 . 4 
1 9 2 9 1 3 , 4 4 6 . 8 1 3 , 4 8 2 . 7 + 3 5 - 9 
1 9 3 0 1 0 , 3 9 3 . 0 1 2 , 0 3 5 . 6 + 1 , 6 4 2 . 3 

* Including reparation deliveries in kind. Cf. Stat. Jhrb. 1932, p. 173. 

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

1. Harris, op. cit., p. 1 0 . 
2 . Statistisches Reichsamt, Die deutsche Zahlmigsbilanz der Jahre 

1 9 2 4 - 3 9 3 3 (Berhn, 1 9 3 4 } , p. 2 2 . 
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Germany's economic position generally; but iu the midst of the 
political and economic crisis of late 1930, it was not a sufficiently 
obvious fact to aid in the restoration of confidence. The loss of 
gold and devisen from Reichsbank reserves continued, and only in 
February, 1931, did the drain show signs of temporarily retarding.' 

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

The month of June, 1931, witnessed a rapid increase of political 
tension. The radical press of both left and right wings predicted 
the collapse of capitalism in Germany and the breakdown of the 
Versailles system; thus Schacht, then at an interim period of retire
ment from the Reichsbank presidency, proclaimed that Germany's 
ability to pay had come to an end and that a dictatorship was 
inevitable. Appalled by the growth of National SociaUsm, the 
government on its side attempted to take the wind out of the sails 
of the movement by concluding a customs union with Austria. 
The failure of the Austrian Credit Anstalt enabled the French to 
intervene and wreck the Anschluss; but the resurgence of anti-
German sentiment in Paris forced the Reichsbank to look elsewhere 
for help in the emei'gency. New York had not recovered from the 
stock-exchange crash of 1929 and the position of London was 

1. Cf. Appendix, pp. 373-376 below. 
2. Wirtschaft und Statistik, Vol. 11, No- 5 (March, 1931), p. 207. 
3. J. W. F. Thelwall and R. P. E. Edwards, Ecooomic Conditions in 

Germany to September, 1931, Department of Overseas Trade (H. M- Stat. 
Office, London, 1932), p. 12. 
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becoxuing increasingly difficult. In these straits the Reichsbank 
had no further resource than the $50,000,000 American credit 
already provided for in 1927. The government itself seemed to be 
largely without counsel, save for further resort to long-run equilib
rium measures such as curtailing unemployment insurance bene
fits by 400,000,000 Reichsmarks, lowering the salaries of civil 
servants by 4 per cent to 8 per cent, and the introduction of a 
crisis surtax on wages. Meanwhile the commercial banks, in order 
to replenish reserves sapped away by the capital fiight, turned 
heavily to the Reichsbank, which experienced a sharp rise in bills 
discounted.^ An advance of bank-rate on June 14 irom 5 per cent 
to 7 per cent accomphshod nothing toward stemming the tide. By 
the time the Hoover Moratorium was announced on June 16, the 
Reichsbank had lost a bilhon Reichsmarks in reserves and was 
approaching the limit of the 40 per cent reserves required against 
its notes. The man in the street watched the approach to this 
sacred line with superstitious misgivings and expected an immediate 
collapse of the currency system once the limit was exceeded. 

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

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

1. Cf. Appendix, pp. 373^376. 
2. Economist, Reparations and War Debts Supplement, January 23,. 

1932, p. 7. 
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Nor was the situation materially helped by a joint guarantee to 
the Golddiskontbank of 500,000,000 Reichsmarks by a thousand 
of the largest German firms. On July 11 it transpired that the 
government was preparing sharp measures against the outflow of 
devisen. Shortly thereafter the Darmstadter-und-Nationalbank 
failed as a consequence of the scandalous bankruptcy of the 
Nordwolle-Konzern. The Reichsbank came to the view that the 
old principle of stopping runs by a heroic willingness to convert 
credit to cash was inapplicable in a situation in which withdrawals 
resulted only in an equivalent loss of devisen to foreign countries. 
Bank holidays were proclaimed, the Reich undertook guaranties of 
depositors' claims, the Stock Exchange was closed, and finally by 
a series of decrees between July 15 and August 1 exchange control 
was introduced. The system later glorified as "modern money" 
had made its inglorious advent. 

B. ConiTol as an Emergency Device to Check the Flight of Capital — 
July through November, 1931. 
On January 1, 1939, a general recodification of all exchange-

control regulations came into legal effect for Greater Germany. 
Since its inception in the crisis of July, 1931, "modern money" 
had required three general exchange-control laws, upwards of 50 
separate decrees of amendment and adaptation, and something in 
the neighborhood of 500 admiziistrative rulings,' to say nothing of 
clearing, compensation, and payment agreements with partner 
countries. It is not necessary except on rare occasions to enter into 
this juristic maze; but a brief examination of the earUest measures 
serves to characterize the legal structure of exchange control in 
Gei'many throughout. 

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

1. Miiller, op. cit., pp. 9-10. 

2. 1931:1 Reichsgesetzblatt, pp. 365, 366-368, 369, 373-376. 
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ties was not forbidden. Nor was it forbidden to purchase devisen 
with German securities, nor to exchange devisen against devisen. 
The Reich postal authority did prohibit the export of Marks 
through the mails, but it was only by implication that the decrees 
laid a general embargo upon the exportation of German money. 
Finally, residents of Germany who held an equity in a foreign 
enterprise exceeding half the total equities, provided there were 
no more than five owners in the enterprise, were obliged to declare 
this fact to the control authorities. In this way a flight from 
taxation as well as a simple capital flight, it was believed, could be 
checked. 

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

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

1. 1931 il Reichsgesetzblatt, pp. 421-425. 
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to sell devisen freely for certain "vital" imports, to ration devisen 
for half-finished goods, and to terminate allocation for coal and 
for finished goods including food. This measure — the influence 
of agricultural protectionism was apparent — led within a few 
days to a considerable advance in prices, which seemed sadly at 
variance with the aim of the prevailing 15 per cent Reichsbank 
rate. The scheme was shortly given up in favor of unlimited allo
cation for authentic imports, but not too soon to afford a foretaste 
of exchange control of the fifth type delineated in the introductory 
chapter,' of exchange control as an instrument of commercial or 
political poHcy. 

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

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

1. Cf. p. 6 above. 
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Year Long Term Short Term Unclassified 
Balance on 

Current 
Income 

1924 1,000 1,500 400 2,900 
1925 1,110 300 1,700 3,100 
1926 1,400 100 900 600 
1927 1,700 1,800 400 3,900 
1928 1,700 1,400 1,200 4,300 
1929 600 1,110 1,000 2,700 

Total 9,100 6,200 2,900 18,200 

*£conomiat, Reparations and War Debts Supplement, January 23, 1923, p. 1 0 . 

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

1. Deutsche Wirtschaftskunde (Berlin, 1930), p. 244. 
2. C . S . R, Harris, Germany's Foreign Indebtedness (London, 1935), p. 8. 
3. League of Nations, Balances of Payments 1937 (Geneva, 1938), p. 109. 

imports by four billion Marks between 1926 and 1927. In large 
part the explanation lies in the myopia of foreign lenders who, to 
secure the current exorbitantly high money rates, were willing to 
ignore the consequences of the German practice of investing short-
term funds in fixed capital equipment. The six largest banks in 
Berlin showed short-term liabilities to foreigners amounting to 
43 per cent of total liabihties by the end of 1928.̂  

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

CAPITAL MOVEMENTS INTO GERMANV, 1 9 2 4 - 1 9 2 9 * 

(In million Reichsmarks) 
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Reichsbank, which more than trebled-* The capital withdrawals 
and flight of 1930-1931 absorbed three billion Reichsmarks and 
left the debt at 10,700,000,000 Reichsmarks at long-term and 13,-
100,000,000 at short-term. As for the short-term debts, only 23 
per cent represented acceptances, and even here there is little 
doubt that much had been invested in such a way as to render the 
supposed self-liquidating character of these credits illusory. Ger
man short-term borrowings were actually "frozen" before the 
introduction of exchange control made this fact plain. 

The London Conference, meeting in the midst of the crisis in 
July, appointed a committee under the chairmanship of Wiggin to 
investigate the German short-term debt situation. At the same 
time — a circumstance which greatly facihtated the reopening of 
banks — the EngHsh bankers agreed not to withdraw their credits. 
Ensuing negotiations toward a Standstill were protracted by rigor
ous conditions of a political character demanded by the French 
representatives. Agreement was finally reached on September 19, 
retroactive to the first of the month, between the foreign bankers 
and German debtors with the participation of the Reichsbank and 
Golddiskontbank, the basic principle being a maintenance of 
existing credits without alteration of their original terms. Unfor
tunately the First Standstill was not without its shortcomings. 
It was concluded for a period of only six months, though no one 
could reasonably expect a significant change in so short a time. It 
included 6,300,000,000 Reichsmarks, only half of the aggregate 
short-term debts; call money loans, short-term advances against 
securities and mortgages, as well as credits to agriculture for financ
ing crops — all these were excluded. No attempt was made to 
follow the Wiggin Committee's recommendation that part of the 
credits be converted into long-term obligations. Nor were the 
short-term debts contracted by states, municipalities, and pubhc 
bodies incorporated into the agreement. An emergency formula 
permitting the continuance of German trade had indeed been 
found. Whether the Standstill laid a basis for the discontinuance 
of exchange control cannot be known, since within a few days 
Great Britain's departure from the gold standard created a new 
situation, to which we come presently. 

The institution of exchange control in the July crisis of 1931 
1. Report of the Committee Appointed on the Recommendation of the 

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

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

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

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

2. Economist, July 25, 1931, p. 160 and Osterreichischer Volkswirt, Vol. 
23, No. 43 (July 25, 1931), p- 1134. 

3. In a resolution of July 29, 1931. Cf. Jahrbuch, 1931, des AUgemeinen 
Deutschen Gewerkschaftsbundes (Berhn, 1932), pp. 48, 55. 
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• Reproduced from Bank for International Settlements, Ninth Annual 
Report (Basel, 1939), p. 52. 

was held that devaluation would supply a sort of bargaining ful
crum, securing political and financial concessions from France as a 
price for Germany's offer to return to the gold standard. The 
necessity of "re-deflation," as devaluation was euphemistically 

deflation. Without doubt devaluation would afford certain advan
tages, amongst them most conspicuously an adjustment to foreign 
prices within a brief interval. The discontinuance of the tedious 
and unpopular process of deflation would contribute to a quieting 
of political unrest within Germany; and furthermore the opinion 
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labelled, found champions rather widely in the press, especially in 
the columns of Der Deutsche Okonomist.' 

The Reichsbank and the Bruning government decided, how
ever, to cling to the policy of deflation; and, indeed, serious con
siderations weighed against devaluation. First and foremost was 
the threat of a dangerous reaction by an "inflation conscious" 
populace which did not differentiate between inflation and devalua
tion. Again, if the trade unions insisted upon an index wage system 
based on stable foreign currencies as a precaution against the 
supposed inflation, most of the advantage of exchange depreciation 
as a method of reducing domestic costs to conform with the inter
national level would automatically disappear. Furthermore, 
devaluation would raise the value of foreign debts which ran, as 
most of them did, in terms of foreign currencies. This argument is 
not completely convincing, in view of the German windfall profits 
already taken as a consequence of sterling-fe^oc depreciations. But 
in a creditor country Hke England devaluation prompted an Inflow 
of capital taking advantage of the opportunity to discharge debts 
cheaply, whereas no such contribution to the stabilization of cur
rency could be expected for a debtor country.^ Finally, it was 
entirely possible that, in the prevailing pathological state of pubflc 
anticipations, devaluation might actually precipitate a further 
spasmodic attempt at capital fhght. The day following England's 
departure from the gold standard, the ChanceUor and the Reichs
bank President pubhcly announced their decision against devalua
tion. 

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

1. Der Deutsche Okonoiaiafc, Vol. 49: "Zur Devalvation der Finmnark," 
October 23, 1931; "Ein Program der Devalvation," December 11, 1931. Cf. 
also Dahlberg'a address to the Deutsche Weltwirtschattliche Gesellschaft, 
October 16, 1931; Kramer, in the Wirtschaftsdienst, October 16, 1931; Albert 
Hahn, in the Vossiscbe Zeitung, November 5,1931; and Pinner, in the Berliner 
Tagblatt, November 29, 1931. In view of his later position, it is interesting to 
discover the concessions to the devaluation thesis made by Ernst Wagemann, 
director of the German Business Cycle Research Institute, in the Wochen-
bericht of December 2, 1931. 

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

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

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

Without reference to this immediately impelling circumstance, 
what may be said in evaluating the interest reductions as a matter 
of economic policy? On the one hand, it may be argued that a cheap 
money poUcy directly negates the deflationary efforts of price- and 
wage-reduction decrees. On the other hand, it might be held that 
if the government takes the tack of a general reduction of costs, 
then not only commodity prices and wage rates, but also interest 
charges must in consistency be reduced. The force of the latter 
view appears to be increased by the virtual unanimity of various 
shades of theoretical opinion upon this one point. Keynesians 
argue again.st wage-reductions only upon the grounds of expedi
ency; but if the resistance of trades unions has been broken, then 
wage-reductions are as eligible a method of securing low interest 
rates as an expansion of credit. Without accepting the Ke3Tie.sian 
position that an impetus to expanding employment can proceed 
only through the one channel of lower interest rates, Robertson 
proposes a bank rate below the "quasi-natural" level obtaining in 
depressions.' Finally, the typical orthodox position of a decade 
ago assumed that all prices should be reduced, including as a 
matter of course interest rates also.^ 

In my judgment the apphcation of these arguments in favor 
of low interest to the German situation of 1934 would fail upon 
one or other of two counts. The argument might, in the first place, 
assume that Germany could pursue an autarkic credit policy, and 
that sacrificing the foreign value of the Mark would be a low pnce 
to pay for avoiding deflation and further liquidation. This ignores 
the fact that the Bruning government, for reasons alreadysetforth, 
could not risk devaluation. On the other hand, the proponents of 
a cheap money pohcy might agree upon this point but err in believ
ing that price and wage reductions were a fait accom-pli, so that the 
application of the interest rate thumbscrew was superfluous. Actu
ally, however, the deflation of prices and wages had gone only part 
way. Direct observation shows that important segments of the 
price system were stiU unaffected. Indirectly, the lacunae of direct 

1. D. H. Robertson, "Industrial Fluctuation and tbe Natural Rate of 
Interest," Economic Journal, Vol. 44 ("December, 1934), pp. 650-656. 

2, Jacob Viner, Balanced Deflation, Inflation, or More Depression 
(University of Minnesota, Minneapolis, 1933), Section IV. 
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deflation by authoritarian price and wage reduction are revealed 
by the fact that, even at a rediscount rate of seven per cent, the 
Reichsbank felt itself threatened by the necessity of resorting to 
credit rationing. High interest rates were indispensable to com
plete the task left unflnishod by direct operation upon prices. 

The Fourth Emergency Decree signalized the determination 
of the government to press forward a deflationary policy by elimi
nating such lacunae. But, at best, deflation requires time. Exchange 
control, introduced as an emergency or short-run measure par 
excellence to cope with the irrational forces of capital flight, was 
transformed Into a medium-term arrangement. From the middle 
of 1932 onward, the German government abandoned attempts 
to restore equihbrium with international prices, and therewith 
accepted exchange control and the overvalued mark as long-run 
features of the German economy. We turn to the complexion of 
economic life in Germany during this intermediate term of 
exchange control prior to the advent of National Socialism. 

E F F O R T S T O W A R D I N T E R N A T I O N A L P R I C E E Q U I L I B R I U M U N D E R 

E X C H A N G E C O N T R O L — D E C E M B E R , 1931 T O F E B R U A R Y , 1933 

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

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

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

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

Another milestone on the way to a normal balance of pay
ments was reached at the culmination of reparation negotiations. 
One of the great merits of the Wiggin report lay in its unambiguous 
declaration that a final solution of the reparation problem was a 
prerequisite to the restoration of international credit. Pohtical 
difficulties in France and Germany caused a postponement of the 
conference at Lausanne from January, 1932, to June 16. After 
three weeks of debate the delegates reached an agreement: besides 
the service upon the Dawes and Young loans, the Belgian mark 
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claims, and the American "mixed claims," amounting in total to 
230,000,000 Reichsmarks annually, Germany undertook to pay 
3,000,000,000 Reichsmarks for obligations postponed from the 
"Hoover year," provided the Bank for International Settlements 
should be able after three years to place the German bonds at 90 
per cent of their nominal value. Should this prove to be impossible 
within 15 years, the bonds were to he destroyed. The arrangement 
virtually signified the annulment of reparation?, which amounted 
to 30,000,000,000 Reichsmarks under the Young Plan and would 
have entailed a payment of 1,700,000,000 Reichsmarks in 1932 and 
2,400,000,000 per annum later. 

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

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

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

1. Cf, Appendix, p, 385, below. 

2. V.Z.K., Vol. 7, No. 2, Part A, p. 107. 
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Year and 
Quarter 

1 

British 
Wholesale 
in Gold* 

2 

German 
Wholesale 

Index* 

3 

Co] . 1 
as 

PercentaKe 
of Col . 2 

4 
British 
Export 

Finished 
Goods, 

in Goldt 

5 
German 
Export 

Finished 
Goods 
Indext 

6 

Col. 4 
as 

Percentage 
of Col. 6 

1931 I 109.4 103.9 105.3 110.2 107.2 102.8 
H 107.5 102.8 104.6 107.1 104.0 103.0 

H I 100.0 100.0 100.0 100.0 100.0 100.0 
I V 78.5 98.2 79.9 75.4 96.3 78.3 

1932 I 75.0 93.9 79.9 70.3 94.8 74.2 
I I 74.8 93.6 7S.9 74.3 92.7 80.2 

III 69.8 87.3 79.9 68.6 87.8 78.1 
IV 66.0 82.6 79.9 65.1 90.6 71.9 

• For data, cf. Appendix, p. 378. The figures have been adjusted to a 1931 base, 
t V . Z . K . , Vol. 7, No . 4, Part A , p. 221. 

The fourth quarter of 1932 with its marked reversal actually 
belongs to another phase of economic developments. 

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

The history of the first nine months of control revealed, how
ever, that the system possessed within itself a strong tendency 
toward expansion. Some of the measures, such as the lowering of 
the amount exempted from exchange control from 3,000 to 1,000, 

B B I T I B H A N D G E R M A N P R I C E S D U R I N G 1931 A N D 1932 

(Third quarter 1931 = 100) 
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and subsequently to 200 Reichsmarks/ represent merely a tighten
ing of existing decrees. Extensions of control into new fields to 
stop the leakage of devisen seemed to be required, however, not 
only from the viewpoint of the German authorities charged with 
husbanding the supply of foreign exchange, but also from the angle 
of public opinion abroad, which conceived the regulation to be 
necessary in the interest of the foreign creditors.^ On November 2, 
1931, the purchase and sale of foreign securities was made subject 
to special permission of the Devisen Offices.' But it was the repatri
ation of German bonds which principally concerned the authorities 
as a method of evasion. As early as October 3 the publication of 
free (foreign) quotations on German securities had been sup
pressed*; but the November 2 decree, while permitting foreigners 
to sell their holdings of German bonds within Germany, forbade 
the transfer of proceeds abroad. 

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

P R I C E S O P G E R M A N B O N D S * 

(Monthly averages) 

7 per cent bonds 
per cent bonds 

6 per cent bonds 

7 per cent bonds 
6 per cent bonds 

May, 1931 May, 1932 
New York 

92.0 30.8 
82.4 23.6 
79.4 21.3 

London 

85.7 58.2 

84.1 30.1 
• V.Z .K., Vol. 7. No. i, Part A, p. 192. 

1. 1931; I Reichsgesetzblatt, pp. 463, 534. 
2. Economist, Vol. 113, No. 4604, p. 947. 
3. 1931: I Reichsgesetzblatt, pp. 673, 674. 
4. 1931: I Reichsgesetzblatt, p. 570. 

May, 1931 May, 1932 
Zurich 

100.9 54.3 
94.6 32.0 
91.9 32.8 

Amsterdam 

91.5 38.0 
83.5 31.9 
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indirectly to be one of the main reasons why its own continuance 
was necessary. This curious repercussion operated also through a 
second line of causation: as the president of the Reichsbank, Hans 
Luther, declared with some justification, exchange control could 
not be withdrawn until the foreign short-term credits were success
fully converted into long-term obligations.' But as long as German 
bonds stood at the disastrously low levels of 1932, there could be 
Uttle prospect of floating a German conversion loan. 

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

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

1. Luther, loc. cit., p. 24. 

file:///irtually
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process was imposing a severe struggle for existence on other enter
prises. Circumstances of this sort gave rise to the belief within the 
country that exchange control could be regarded as a protectionist 
device, akin to the decree of January, 1932, which imposed sur
charges upon imports from countries with which no commercial 
treaty had been concluded. But on the whole, despite the ossifying 
of tho import situation, Germany can scarcely be accused of 
employing exchange control up to the middle of 1932 as an instru
ment of trade pohcy.' 

There was, however, no lack of pressure, both internal and 
external, toward such an employment. On the one hand, the Asso
ciation of German Industry carried on active propaganda in favor 
of altering exchange control so as to "pay more attention to the 
viewpoint of the national economy."^ The Bruning policy of carry
ing on deflation under the temporary shelter of exchange control 
encountered difficulty on the international side by reason of the 
fact that other countries were simultaneously pursuing the same 
course. In 1931 fifteen European and seven other countries could 
be counted under exchange control; and during the first half of 
1932 six more countries were added to the Ust. The number of 
countries which, hke Jugoslavia at the time, held aloof from 
protectionist and regionally discriminatory practices in connection 
with exchange control became smaller and smaller. At a mini
mum, imports of luxuries were throttled in the devisen allocation; 
and although this may not have appeared to be a protectionist 
measure, it usually operated simply to turn the demand for such 
products to domestic sources or substitutes. Above this minimum 
ŵ ere all degrees of autarkic poHcy increasingly jeopardizing the 
maintenance of exchange control in Germany as a purely monetary 
device, and constantly postponing the time when the deflationary 
program should have brought about equilibrium in the balance of 
pa3T»ents. The original introduction of exchange control by Ger-

1. Cf. in this sense also: Thomas Balogh, "The National Economy of 
Germany," Economic .Tournal, Vol. 48 (September, 1938), p. 4S0. 

2. Alexander Bentheim, "DevisenbiJanz, Autarkic, und Scbuldendienst," 
Der Deutsche Okonomiat, Vol. 50, No- 14 (April S, 1932), pp. 441-443. 

3. Iran and Portugal had control systems even before the crisis of 1931. 
During the balance of the year there were added: Angola, Argentina, Austria, 
Bolivia, Brazil, Bulgaria, Chile, Czechoslovakia, Denmark, Esthonia, Ger
many, Greece, Hungary, Iceland, Jugoslavia, Latvia, Nicaragua, and Uruguay. 
Cf. Die Wahrungen der Welt, published by the Economic Division of the 
Dresdner Bank (Dresden, no date). 
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many undoubtedly precipitated and in many cases necessitated 
similar action by neighboring states; but once the controls had 
become established, there followed a period in which Germany 
suffered more by foreign efforts at autarky than foreign countries 
did by her control system. 

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

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

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

2. "Subsidy" is figurative only, if the aid merely olTset the Mark over
valuation. 
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or none, the Unking of such repatriation profits as were reahzed 
with the "subsidy" would be purely arbitrary, since the windfall 
might as legitimately he taken as the source of any other applica
tion of national income. Furthermore, the windfall losses to foreign 
bondholders did not necessarily lead to windfall gains to Germans, 
for the German government might have endeavored to suppress 
repatriations altogether in order to relieve the balance of payments 
from pressure exerted by this capital export. Consequently, neither 
the link between the third and second, nor between the second and 
first were necessary. To establish a connection between the third 
and first it is requisite to show that, in actual fact, both links held: 
in the first place that, without repatriation profits, exports would 
not have been subsidized; and in the second place, that had it not 
been for the possibility of commandeering these profits for export
ers, repatriation would not have been permitted. To make either 
assertion would be precarious, and by the same token the ascrip
tion of the cost of export subsidy to foreign bondholder is also 
precarious.' 

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

1. Just how perilous such conclusions are is well illustrated by Hansen's 
quite divergent observation on a similar procedure: "The American tourists 
have thus in fact been subsidized by other Americans who held non-transfer
able funds in Germany," Gf. Alvin Hansen, Full Recovery or Stagnation 
{New York, 1938), p. 204. 

2. The German six per cent bonds rose over the indicated period from 21 
per cent to 58 per cent of par in New York, from 32 per cent to 69 per cent in 
Amsterdam, from 30 per cent to 73 per cent in London, from 33 per cent to 
69 per cent in Zurich. Cf. V.z.K., Vol. 7, No. 4, Part A, p. 112. 
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with a resulting favorable effect on the balance of payments.^ 
Although these poUcies worked in a direcdon favorable to the 
relaxation of exchange control, this effect remained purely theoret
ical. Actual developments took the opposite course. 

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

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

1. The sale of $300 worth of Liberty Bonds bearing 3}/2 per cent interest 
meant a loss of 810.50 in interest; with these proceeds there could be purchased 
German bonds with a nominal value of $1,000, which at 9 per cent interest 
meant $90 gained; thus a net saving of $79.50 aDmia\ly on the balance of 
payments was affected. Cf. Economist, Vol. 115, No. 4,657, p. 971. 
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Reichsmark Umited expenditures planned for public works to the 
relatively modest amount of 135,000,000 Reichsmarks. Chief reh-
ance was therefore put upon certain innovations introduced' by 
the decrees of September 4, 1932 — the issuance of tax certificates, 
the granting of subsidies to firms employing additional laborers, 
and the provision for reducing wage rates in conjunction with 
spreading the work to include new hands. The tax certificates, 
which were expected to aggregate a billion and a half Reichsmarks. 
were to be issued to payers of certain taxes, and were to be accepted 
in payment of all federal taxes to the limit of one-fifth over the 
period 1934-1938. An additional 700,000,000 Reichsmarks of cer
tificates were to be disbursed as premia to firms at the rate of 100 
Reichsmarks quarterly for each genuinely new employee. Wage 
reductions from 10 to 50 per cent on the thirty-first to the fortieth 
hour per week were authorized on a graduated scale depending 
on the number of additional workers employed. According to the 
results of Poole's thorough investigation,- the von Papen tax cer
tificates, which could be rediscounted at the Reichsbank and thus 
could supply additional funds, actually went largely to liquidating 
existing debts. But this clearing away of indebtedness paved the 
way to extensions of production, as Poole maintains; and the ensu
ing programs of positive credit expansion also encountered less 
psychological resistance. Had it been possible to proceed to a 
frank devaluation of the mark at the same time, the door to inter
national equihbrium would still have remained open. 

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

The advent to power of Hitler on January 30, 1933, greatly 
1. 1931: I Reichsgesetzblatt, pp. 425-435. 
2. Kenyon E. Poole, German Financial Policies 1932-1939 (Cambridge, 

Mass., 1939), pp. 16-73. 
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ON T H E R O A D T O B I L A T E R A L I S M IN T R A D E 

"Economic poUcy," so-called, seldom represents anything as 
rational, predetermined, and consistent a.s the term might con
note. The metamorphosis in Germany from deflation to a make-
work expansion of credit appears as a series of merely expedient 
measures gradually prolonged into a general course of action. The 
central tendency of 1933 nevertheless represented national autono
mous action, the perpetuation of price and cost disequiUbrium 
with foreign countries, and implicitly the acceptance of exchange 

! . Cf. C. W. Guillebaud, The Economic Recovery of Germany (London, 
1939), pp. 38-43. 

2. Cf. Poole, op. cit., p. 103 ff. 

increased the drive toward full employment through pubUc works 
and credit expansion. The First Reinhaidt Program, introduced 
as part of the First Four-Year Plan on June 2, provided for the 
expenditure of a billion Reichsmarks for house repairs, road build
ing, suburban housing colonies, rural settlements, and waterways.^ 
Somewhat later a scheme for automobile highway construction out
lined the spending of the exorbitant total of three and a half billion 
Reichsmarks. Both schemes were to be financed by work-creation 
bills drawn by private contractors, discounted by banks, and redis-
countable at the Reichsbank — a system which contravened if not 
the letter at least the intent of the Reichsbank statute prohibiting 
rediscount and open-market dealings in government obUgations.^ 
The Second Reinhardt Program of September appropriated a half 
billion Reichsmarks for house repairs alone, and added 560,000,000 
Reichsmarks for plant extensions by the postal and railway author
ities. Tax exemptions on work-creating undertakings were intro
duced, and tax certificates up to the termination of the practice 
in June, 1933, were issued to 952,000,000 Reichsmarks. 

With the adoption of these plans a course was being pursued 
quite counter to the restoration of price and cost equilibrium with 
foreign countries. The distance from equilibrium was soon to 
assume a magnitude which no deflationary policy could conceivably 
ehminate. There remained as alternatives only an open devalua
tion or devaluation concealed beneath exchange control; and in the 
latter event, exchange control would become a permanent feature 
of the economy. 
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control, not only as it stood, but even in more intense form. Even 
such a country as Austria after 1933, maintaining the second type 
of control identified above, found it necessary to continue a full 
complement of clearing agreements and to carrj' on a good deal of 
local interference in order to guard against capital fhght. This was 
tbe case despite the conformity of the SchilUng rate with its 
equilibrium level. But even before February, 1933, Germany 
belonged to the fourth category of control': the mark was over
valued not merely by reason of excessive capital exports, which in 
isolation would have brought her into the thii'd category of 
exchange control, but also by reason of her lagging deflation rela
tively to other countries. The overvaluation of the monetary unit 
added fire to the flames of evasion and necessitated a still more 
strict control; but overvaluation also created an inevitable penalty 
upon exports and encouragement to imports; and the adverse 
movement in the balance of trade led with equal inevitability to 
the imposition of clearings, either by the control country in self-
defense or by the trade (creditor) partner. When, finally, inter
national price and exchange-rate equilibrium was relegated to 
obscurity with advent of the Hitler regime, foreign trade would 
have shrunk to a quantiU mgligeable had not concealed devalua
tions been introduced — requiring in themselves tremendous 
additions to the control apparatus — or had not, sometimes in 
conjunction with incomplete devaluation, clearings and compensa
tion been maintained and extended. 

It is not to be supposed that a quantite negligeable of foreign 
trade represented the goal of exchange control in totalitarian 
Germany before the present war. "Autarchy" rather than 
"autarky," in the language of Professor Fisher,^ was the end 
actually striven for — not absolute economic self-sufficiency 
within the German borders, but the creation of an international 
self-sufficient unit, dominated by the needs and aims of the Ger
man economy as conceived by its "leaders." Nevertheless, 
autarkic tendencies played an important r61e, not only because 
national self-sufficiency was an ideal of the ruling party embodied 
in the Second Four-Year Plan, but also because of the repercussions 
of exchange control itself and the workings of the so-called "active 

1. Cf. pp. 3-6 above. 
2. A. G. B. Fisher, Economic Self-Sufficiency (Oxford, 1939), pp. 4, 17. 

Cf. also Economic Journal, Vol. 49 (March, 1939), pp. 177-178. 
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economic policy" (aktive Konjunkturpolitik)} Since this policy 
rested upon credit expansion without much regard to foreign 
price developments, and since furthermore the old parity of the 
Mark was adhered to or only incompletely offset by ad hoc devalua
tions, the restriction upon exports, and in the long run upon 
imports, forced a measure of "autarky" as the cost of "autarchy." 

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

A. Germany^s Foreign Trade and Foreign Indebtedness under the 
Influence of the ''Active Economic PoUcy," 1933~t93Jf. 

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

1. The interconnection of German exchange control and the "active 
economic policy" has been set forth in an illuminating fashion in Dr. Fritz 
Meyer'3 report to the International Studies Conference, subsequently pub
lished in the WeUwirtschatthches Archiv, Vol 49, No. 1 (May, 1939), pp. 
415-472. Other features of this report will be commented upon less favorably 
in a later connection. 
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England Germany 

1 9 2 9 1 0 0 . 0 100 .0 

1 9 3 0 1 0 6 . 1 1 0 8 . 2 

1931 1 1 5 . 7 1 2 3 . 8 

1 9 3 2 1 1 5 . 5 1 4 4 . 4 

1 9 3 3 1 1 9 . 9 1 4 2 . 8 

1 9 3 4 1 1 8 . 8 1 3 5 . 9 

1 9 3 5 1 1 5 . 3 126 .3 

1 9 3 6 1 1 2 . 6 1 2 2 . 0 

1 9 3 7 1 0 8 . 0 1 1 7 . 6 

1 9 3 8 1 1 4 . 7 1 2 8 . 8 

* Computed from data in League of Nations, Review of World Trade 1937 (Geneva. 
1938). pp. 8 6 - 8 8 . 

1. Cf. Figure 2 1 and the statistics on p. 3 9 2 , below. 
2 . This may rest, as Harrod believes, upon an underlying secular tend

ency for demand for agricultural products to shrink relatively to more highly 
fabricated goods, and the intensification of this secular tendency by cycHcal 
depression. Cf. R. F. Harrod, International Economics, revised ed. (Cam
bridge, 1 9 3 9 ) , pp. 5 2 - 5 4 . 

3 . Guillebaud, op. cit., pp. 6 2 . 1 0 0 , 1 0 6 , 1 4 9 . 

aside from those of price, i.e. in trade volume.' These figures show 
that, had prices remained unchanged, the export surplus would 
have been confined to 1930 and 1931; by 1932 there would have 
been an import surplus of 1,410,000,000 Reichsmarks; by 1933, 
1,740,000,000 Reichsmarks, and by 1932, 3,050,000,000 Reichs
marks. 

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

T H E T E R M S O F lNTBR>fATioNAL T R A D E , 1 9 2 9 - 1 9 3 8 * 

( 1 9 2 9 = 1 0 0 ) 
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level throughout the whole course of depression and recovery, 
despite the downward drift in recovery years. Not only did the 
behavior of industrial relative to agricultural prices redound to 
Germany's benefit, but so far as concerns the terms of trade, the 
maintenance of the Mark parity also operated in this direction. 
Indeed, it may be stated quite summarily that, aside from the pre
vention of a flight from the currency, the chief motive of holding a 
monetary standard at an artificially high level is the securing of 
more favorable terms of trade than would be realized if the 
exchange rate fell to its equihbrium level. Compare the German 
terms with those of England, where the currency unit was devalued. 
The exports of both countries are preponderately industrial, and 
yet Germany through the high Mark rate enjoyed by far the greater 
advantage in terms of trade. 

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

Because of the underlying deflation under Bruning, the favored 
position of a country with industrial exports, and the profits upon 
bond repatriations, Germany's favorable balance of trade was 
sufficient to permit fairly substantial repayments on the short-term 
foreign debts, and foreign devaluations made large contributions. 
The original Standstill agreement of September, 1931, embraced 

1. October, 1930 to September, 1931. Cf. V.z.K., Vol. 9, No. 3, Part A, 
p. 97. 

2. Werner Fiscber, DevisencJearing, No. 5 in jScbriftenreihe zum Devisen
archiv (Berlin, 1937), p. 23. 
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6,300,000,000 Reichsmarks; the reduction to 5,000,000,000 Reichs
marks at the Second Standstill in February, 1932, was mainly due 
to sterling devaluation; but the further reduction to 4,100,000,000 
Reichsmarks at the Third Standstill in February, 1933, represented 
for the most part actual transfers. By the time of the next Stand
still, in March, 1934, the sum had been reduced by 1,500,000,000 
Reichsmarks, of which dollar devaluation accounted for 475,-
000,000 Reichsmarks.' Paralleling the marked reduction of Stand
still debts, other short-term foreign debt categories dwindled by 
repayments and devaluations. The decrease of long-term debts 
was much smaller and was almost entirely ascribable to foreign 
currency devaluations." Bond repatriations, while aiding the 
current balance of trade through the diversion of profit into export 
subsidy, did not bulk large relatively to the total of long-term 
indebtedness.^ But interest payments of 1,500,000,000 Reichsmarks 
were made during 1931; and an equal amount was paid over the 
two years 1932 and 1933, aside from ser\'ice upon the Dawes and 
Young Loans, which brought the total for these two years to 
2,000,000,000 Reichsmarks.* 

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

1. V.z.K., Vol. 9, No. 3, Part A, p. 96. 
2. Thus tbe decrease from 10,300,000,000 to 7,400,000,000 Reichsmarks 

from February to September, 1933, was produced by dollar devaluation. 
3. Gf. League of Nations, Balances of Payments 1937 (Geneva, 1938), 

p. 110. Between November, 1931, and November, 1933, repatriations 
amounted, according to the German authorities, to 781,000,000 Reichsmarks, 
and "additional" exports to 549,000,000 Reichsmarks; cf. Economist, Vol. 
118, No. 4721, p. 348. The hesitancy of the authorities to reveal the extent of 
repatriations establishes a presumption for a somewhat higher figure; cf. Harris, 
op. cit., p. 58. 

4. League of Nations, Balances of Payments 1937, loc. cit., and "Die 
Deutsche Zahlungsbilanz der Jahre 1924 bis 1933," Sonderhefte zu Wirt
schaft und Statistik, No. 14 (BerUn, 1934), p. 20. 
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remained high, the favorable balance of trade continued to shrink, 
and gold and devisen reserves of the Reichsbank fell from 1,100,-
000,000 Reichsmarks at the beginning of 1932 to 303,000,000 in 
June, 1933. And finally, the gap between the official and equilib
rium values of the Mark was appalling.' On the other hand, as we 
have just seen, the service and amortization of foreign debts pro
ceeded satisfactorily; and a marked improvement of the short-term 
debt situation, in particular, removed much of the psychological 
pressure which had accounted for the original introduction of 
exchange control. Capital flight was reduced to tolerable propor
tions, and illegal dealings in Marks at black market rates were 
being effectively suppressed. In short, exchange control during the 
first two years could be regarded, even by a liberal economist, as 
reasonably satisfactory.^ Finally, the impact of sterfing deprecia
tion had been got over, and signs were not lacking of an approach 
to the end of cyclical depression. In a similar world Konjunktur, 
and with far less prospects than Germany's to induce a general 
movement in this direction, Austria had by the summer of 1933 
already taken such decisive steps toward the liberation of inter
national payments as to insure the eventual disappearance of 
exchange control, save for certain precautions against capital ffight. 
This difference did of course exist, that Austria had followed a 
generally deflationary course, whereas since the autumn of 1932 
German monetary policy had turned by gradual degrees to a 
reflationary basis. But the quantitative difference over ayear could 
have been absorbed intoasomewhatlarger devaluation of the Mark. 

To progress toward restoring free international payments, 
Germany would need to gauge the tempo of the aktive Konjunk
turpolitik to international developments; but the preservation of an 
open and stable currency after devaluation would not necessarily 
involve a surrender of the expansionist work-creation program. 
PoUcies of this sort were being set afoot in other countries (outside 
the gold bloc); and in view of the later success of the National 
SociaUst regime iu forcing new credit and savings into investment 
and in avoiding conspicuously adverse price developments,^ there 

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

2. Gottfried Haberler, The Theory of International Trade (London, 
1936), p. 86. 

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

To assess the reasons leading to the rejection of this course is 
not easy, since they were apparently compounded of more and 
less rational considerations. In the first place, it was impossible to 
know in advance whether the powers of tho state would be equal 
to carrying through a large-scale expansion of credit and produc
tion without considerable price inflation. Exchange control would 
conceal — at least partly — an unsuccessful outcome of this char
acter. If direct price control and diversion of demand into pro
ducers' goods did not succeed completely, the maintenance of a 
new and open currency would be conditioned by foreign recovery, 
and the National Socialist regime could not brook even this poten
tial limitation. Furthermore, the existing control over foreign 
exchange represented a powerful instrument in the hands of the 
regime, both in the domestic economy and in international political 
and economic relations. The state made itself appear indispensable 
to prevent the Mark from collapsing. Capital movements could 
be regulated to suit the current exigencies, and the character of 
exports and imports could be prescribed in detail to serve the ends 
of the state. The dispensation of authority regarding supplies 
of essential raw materials presented itself as a convenient channel 
for rendering producers tractable in ah matters. Finally, the weapon 
of clearing and compensation could be turned against Germany's 
uncooperative neighbors and in favor of her allies. Against all of 
those potential gains, the advantages of the international di\ision 
of labor and financial cooperation probably seemed uncertain. 
And it was even a proud part of the National Socialist philosophy 
to flout such auns as belonging to the moribund ideology of 
democracy. 

Schacht did not tire of repeating the truth that Germany's 
ability to pay her debts depended upon her favorable balance of 
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trade.^ While there was undoubtedly some justification for his 
thunderings against the creditor countries for their indisposition 
to import more heavily from Germany, this carmot conceal the 
fact that the "active economic policy" being carried out under the 
continued cover of exchange control actually prevented any sub
stantial surplus of exports and the continuation of foreign debt 
service and repayments. Under the existing overvaluation of the 
Mark, the favorable balance of trade had shrunk from 2,872,-
000,000 to 667,000,000 Riechsmarks from 1931 to 1933. It may 
be assumed rather safely that the government and Reichsbank 
watched the dwindling gold reserves with equanimity, as this 
provided the necessary pretext for unilateral action in reducing 
the foreign debt service. 

This action came on June 9, 1933, in a law which created the 
so-called Conversion Office and proclaimed a transfer moratorium 
for long- and medium-term debts. For all such debts iu foreign 
currencies, the service was to be paid into the Conversion Office, 
exception being made for the Standstill debts. The creditor coun
tries promptly retaliated by threatening to impose compulsory 
clearings and thereby forced a compromise. Interest and amortiza
tion on the Dawes Loan and interest on the Young Loan were to 
be transferred in full; other coupons and revenues were to be 
transferred to 50 per cent at a rate of interest not to exceed four 
per cent, and for the remaining 50 per cent, interest-bearing scrip 
was to be issued; finally, Mark payments for amortization were to 
be blocked Marks, applicable to investment within Germany. 
From October 1, 1933, dealings in scrip and registered Marks were 
centralized in the Golddiskontbank. Since scrip was bought by its 
agent-banks at 50 per cent of face value, the procedure transferred 
effectively in devisen 75 per cent of the interest. The re-purchasing 
banks sold scrip to the Golddiskontbank at 52J^ per cent of face 
value, and the Golddiskontbank put the scrip at the disposal of 
exporters at 55 per cent. What the exporter in turn could realize 

^ J ^, r I loss from export XI00 was computed on the formula - - , amounting 
discount on scrip 

at that time to 10-20 per cent of the invoices.^ 
1. As, for example, in his address to the International Agricultural 

Conference at Bad Eilsen, August, 1934. 
2. Department of Overseas Trade, Economic Conditions in Germany, 

June, 1934 (London, 1934), p. 37; cf. abo League of Nations, World Economic 
Survey 1933-1934 (Geneva, 1934), p. 206. 
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The ingenious system by which repayment profits were turned 
into an export stimulant was one of the first instances of direct 
interference with foreign trade, for other exchange-control measures 
had pertained only to payments, which of course affect trade, but 
only indirectly. To obtain the benefit of scrip profits, the exporter 
had to prove that the export was "additional." This concept of 
"additional" exports was destined to become one of the main 
pillars in the structtu-e of controlled trade. Somewhat paradoxi
cally, the increase of "additional" exports attended a steady decline 
in total volume of exports; according to ofl&cial estimates, "addi
tional" exports amounted to 100,000,000 Reichsmarks in 1932, 
700,000,000 Reichsmarks in 1933, and 1,250,000,000 Reichsmarks 
in 1934, while the total exports at these years aggregated to 
5,739,000,000, 4,871,000,000, and 4,167,000,000 Reichsmarks. 
From less than two per cent in 1932, "additional" exports 
increased to 14 per cent of total exports in 1933.' 

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

1. Department of Overseas Trade, loc. cit., p. 36. 
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the concept."* In an}' event, the "additional" exports involved a 
procedure which entailed far-reaching official supervision of the 
whole export trade, and the very looseness of the concept proved to 
be an easy device for favoring certain exporters and discruninating 
against others. 

The inadequacy of "additional" exports to overcome the 
handicap of the overvalued Mark led to the peculiar phenomenon 
of attempts to supplement the profit motive by energetic appeals 
to the German people's "will to export."^ This inruption of 
Nietzschean metaphysics should be noted, for it became charac
teristic of the German economy after February, 1933. 

The compromise with foreign creditors after the June 9 trans
fer moratorium was altered shortly afterward with respect to 
Switzerland and Holland. Because of their excess of imports from 
Germany and their debtor position on current account, these 
countries succeeded in their insistence upon full payment on inter
est coupons out of the proceeds of German "additional" exports. 
Furthermore, certain of their own exports to Germany and the 
German tourist traffic were Lo be paid for in the same way, provid
ing an automatic expansion of their receipts as "additional" 
exports were fostered. The connections between Germany's solu
tion of the debt problem and trade bilateralism came through such 
channels to be more and more intimate. 

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

1. Fritz Huhie, "Das Kompeosationsgeschait in Rahmen der deutachen 
Handelspolitik seit der Wirtschaftskrise," Jabrbiichep fur Nationalokonomie 
und Statistik, Vol. 145, p. 199. 

2. Cf. V.Z.K., Vol 9, No. 1, Part A, p. 31. 
3. Ag a result of a law agaiost "economic trea.son,'' about 120,000,000 

Reichsmarks in gold and devisen were surrendered by the public. Cf. Miiller, 
op. cit., p. 260. 

4. Miiller, op. cit., p. 22S. 
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in the spring of 1934, the government proceeded on July 1 to a 
complete transfer moratorium; interest payments thenceforth were 
to be met by the issue of three per cent Funding Bonds. President 
Schacht offered a lengthy apology for this step — the loss of Ger
man colonies after the War, and trade difficulties caused by tariffs, 
quotas, and foreign devaluations.' He stressed Germany's efforts 
to pay her debts, but passed over in silence the fact that foreign 
devaluations and the profitable repatriation of bonds due to the 
imposition of exchange control accounted for a substantial part of 
the actually recorded reduction of debts. 

B. The German Clearings System and the I M P A S S E of 19S4-

The final step taken by Germany in July, 1934, to make the 
Moratorium absolute encountered less complacency on the part of 
creditors than had preceding limitations on paymenfs. In England, 
Parfiament hurriedly passed the "Debts Cleaiing Office and 
Import Restriction Bill" and provided for a 20 per cent ad valorem 
duty on imports from Germany. France, Holland, and Switzer
land likewise threatened with compulsory clearings; and since all 
of these countries, unhke the United States, had unfavorable 
trade balances with Germany and consequently owed her on 
current account, they managed to secure the earmarking of part 
of the German export surplus for the debt service. This develop
ment in the summer of 1934 led to the contention, which has become 
common in German w-ritings on exchange control, that Germany's 
creditors forced the system of clearings upon her. Was this actually 
the case? 

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

1. Osterreichischer Volkswirt, Vol. 26 (.tune 23, 1934), p. 839. 

2. Werner Fischer, Devisenclearing, p. 19. 
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victim of rapacious creditors/ Germany had indeed entered into 
clearing arrangements providing debt-Uquidation schedules in 
favor of the western countries; if the active force in this matter 
was the creditors' insistence on a certain amount of payment, it 
was nevertheless a subject of negotiation and voluntary agree
ment. Where Germany herself occupied the position of creditor, as 
in her relations with Eastern European countries, she did not 
hesitate to insist upon amortization clauses in the clearings. 

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

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

Germany also instituted non-compulsory clearings during the 
1. Even one English writer seems to have capitulated to thia view; cf. 

Guillebaud, op- cit., p. 65. 
2. V.z.K., Vol. 12, No. 3 (N. S.), p. 315. 
3. Cf. Wahrucg und Wirtachaft, February 1933, p. 33. The pengo had 

depreciated by about 25 per cent, the Mark considerably less, but the clearing 
rate was the old parity. 
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second half of 1932 and the early part of 1933 with a number of 
Western European free-payment countries.' The avowed purpose 
of these clearings was "to render possible additional exports and 
imports beyond the scope of the devisen quotas,"^ but it is difficult 
to reconcile this with the position taken by the authorities in other 
connections that the devisen quotas were adequate, at least until the 
early months of 1934.* To be sure, the allocation scheme had been 
amended subsequently to its introduction to set a Umit, not only 
upon the total foreign-exchange purchases for each importer as a 
percentage of his 1930-1931 requirements, but also upon the share 
of this total which he could apply to imports from individual 
countries. Shifts in the channels of trade might therefore engender 
scarcities of devisen for imports from particular countries, even if 
the total generally speaking were adequate. But it seems probable 
also that clearings with non-exchange-control countries were 
prompted, at least in part, by a growing pressure of imports on 
the quotas. It was also said that a fear of foreign retaliations 
against German exchange control moved Germany to initiate 
clearings herself in order to be able to propose terms acceptable to 
herself. But against what could the suppo.sed foreign retaliations 
be directed, if not to secure liquidation of important arrears on 
current account accumulating because of the inadequacy of devisen 
allocations? Retaliations to force payment on long-term debts 
could not have played a role before the transfer moratorium of 
June, 1933. Even before the practice of direct quantitative inter
ference with imports was openly avowed in Schacht's "New Plan," 
it undoubtedly existed in fact. 

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

1. Belgium-Luxemburg, Fiolaud, France, Holland, Italy, Norway, 
Portugal, Spain, Sweden, and Switzerland; cf. Fischer, op. cit., p. 24. 

2. Fischer, op. cit., p. 21. 
3. Cf. pp. 183-184 above. 
4. The term "payment agreement" baa come in the course of time to 

refer less commonly to arrangements of the "Swedish" type, and more com
monly to the centralization of all payments in government offices in the 
partner countries with the purpose of allocating export proceeds ujion the 
basis of an agreement between the two countries, tbe settlement of balances 
being made, however, entirely in free devisen. Cf. p. 15 above. 
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certain fixed ratio of exports and imports so as to provide a margin 
out of which the exchange-control country discharged its debts. 
The development of "Swedish Agreements" reveals two more or 
less distinct periods. The first extends from their introduction to 
the late spring of 1933, during which time they worked satisfac
torily, perhaps because they played no very important rdle. Tem
porary increases in German imports were cared for through the 
clearing (or "Swedish") account, and this refieved the devisen 
allocations from inequahties in demand. The second period dates 
from the middle of 1933, when the popularity of "Swedish 
Agreements" increased tremendously; but developments which we 
must now examine proved that they were no solution of Germany's 
diflBculties with her foreign trade. 

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

1. League of Nations, World Economic Survey 1934-1936 (Graieva, 
1935). p. 44. 

2. Cf. p. 378 below. 

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

The strategy of the government in these straits, which later 
became the lodestone of economic pohcy, was to divert purchasing 
power from consumers' goods into capital goods, i.e. to limit con
sumption demand and deflect the expanding volume of money 
incomes into investment, and thus create employment without 
much price inflation, at least in those segments where it would 
strike the pubhc's attention.^ The attack upon imports of con
sumers' goods was made indirectly through limiting profits on 
sales to consumers and directly through fimiting imports. Under 
the first method came a decree in April, 1934, forbidding higher 
prices upon raw materials in the textile and leather industries than 
had prevailed in March. A general act on May 16 prohibited 
agreements as to minimum prices, profit margins, and rebates on 
the "products of daily need"; shortly afterward the prohibition 
was extended to aU goods.^ To cope with the wave of imports 
oriented toward consumption, the government placed textile raw-
material imports under Control Boards {Vberwachungsstellen) by 
the law of March 22, 1934; and later, with an eye to the u.se made 
of certain imports, it established similar Boards for non-ferrous 
metals, cowhides, and rubber. This measure is noteworthy as the 

1. V.z.K., Vol. 8, No. 3, Part A, p. 182. 
2. Gf. Poole, op. cit., pp. 90, 117, 141, IGl, 183, 234 ; Balogt, op. cit., 

pp. 470-473, 483-484, 491. 
3. Reichakreditgesellachaft, Germany's Economic Situation at the Turn 

of 1934-1935 (BerUn, 1935), p. 36. 
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first openly avowed qualitative interference with imports, since 
imtil this time exchange control ostensibly pertained merely to 
quantity of imports as a whole. These measures decreased imports 
of raw materials by 23 per cent in the period April to August,* 
and produced repercussions upon world markets, such as the five 
per cent fall in the price of wool.^ 

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

G E R M A N T R A D E W I T H C O U N T R I E S U N D E R " S W E D I S H A G R E E M E N T S " * 

(in million Reichsmarks) 

German German German 
rmpottB Exports Balance 

1933 1,117.2 2,298.9 1,181.7 

1934 1,266.6 1,978.5 711.9 
* Fischer, op. cit., pp. 24-25. 

1. V.Z.K., Vol. 9, No. 3, Part A, p. 97. 
2. League of Nations, World Economic Survey 1933-1934 (Geneva, 

1935), p. 314. 
3. V.Z.K., loc. cit., p. 98. 
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reduction of 951,000,000 Reichsmarks in the balance, trade under 
"Swedish Agreements" accounted for a reduction of 470,000,000 
Reichsmarks. 

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

This accumulation of commercial debt per se could scarcely 
have disturbed a government which shortly before had virtually 
defaulted upon a debt of 7,000,000,000 Reichsmarks. But it did 
signaHze an impasse for German trade. Schacht expressed the 
matter thus: "The accumulation of debts does not press upon us 
as far as concerns foreign exchange, but it is likely to produce 
unfavorable psychological effects."^ Amongst these "psychological 
effects" must be counted retaliatory measures such as the decision 
of the Lancashire cotton-textile exporters. But the most disquiet
ing "psychological" factor was the simple calculus of relative prices, 
as may be seen in Figure 23. While German wholesale prices rose 
from 66 per cent to 73 per cent (1925-1927 = 100) and sensitive 
prices from 41 per cent to 50 per cent during 1933 and 1934, British 
wholesale prices in gold declined over the same years from 41 per 

1. Cf. Economiat, Vol. 119, p. 880; ibid.. Vol. 133, p. 487; League of 
Nations, World Economic Survey 1934^1935 {Geneva, 1935), p. 22. 

2, Ernat Wagemann, Zwischenbilanz der Krisenpolitik (Berlin, 1935), 
p. 73. 
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Commodity Germany 
World 

Market Commodity Germany 
World 

Market 

Wheat 20.55 10.41 Pigs 96.00 28.37 
Rye 16.55 6.58 260.00 121.77 
Data 14.88 5.29 181.00 66.86 
Fodder Eggs 11.50 4.97 

Barley. . . . 15.45 8.17 (per 100) 
15.50 5.84 Sugar 44.00 9.17 

(Plata) 
Sugar 

Cattle 82.00 23.87 

Cf. also Economist, Vol. 120, p. 14. 

cent to 38 per cent, and French whoiesaie prices fell from 61 per 
cent to 55 per cent.' 

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

1. The divergences of prices were more striking for agricultural commodi
ties, though the influence of exchange control was submerged in all sorts of 
protectionist devices. Prices in the following table are expressed in Reichs
marks per Kilogram, except for egga, for which the basis is 100 by count; data 
from Reichskreditgesellschaft, Germany's Economic Development during the 
First Half of 1936, p. 72. 



GERMAN EXCHANGE CONTROL 2 1 1 

E X C H A N G E C O N T R O L A S A T O T A L I T A R I A N I N S T I T U T I O N 

A. Schacht's "New Plan" and the Reorganization of Bilateral Trade. 

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

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

(a) cash payments, made chieBy for imports for further fabrication and 
re-export; 

1. V.Z.K., Vol. 9, No. 3, Part A, p. 97; Osterreichischer Volkswirt, 
September 15, 1934. 

2- R E 1/34 Ue. St., September 19, 1934. In references of this sort the 
numerator represents the current number and the denominator the year of 
the Rundertass (R E ) issued by the Uberwachungsstelle (Ue. St.). 

3. It was not untd June 24, 1935, that importation without a devisen 
certificate was prohibited; initially only the allocation of deviaen required 
certificates. Cf. Reichskreditgcsellschaft, Germany's Economic Situation at 
the Turn of 1935-1936 (Berlin, 1936), p. 60. 

4. Cf. p. 205 above. Between the introduction of the first Boards on 
March 22 and the adoption of the New Plan, their number had been gradually 
increased to eleven. 
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(b) acceptance credits which would prospectively be renewable, used 
only in cases of especial urgency; 

(c) normal commercial credits, for which the Reichsbank agreed to 
supply devisen after the lapse of the ordinary commercial "terms" for paying; 

(d) clearing and payment-agreement payment, 

The inclusion of the fourth category prevented the shifting to these 
payment devices of imports rejected as undesirable and ineligible 
for devisen allocation. The scheme embraced all payment possibili
ties with the one exception of "Aski" Marks, which could be used 
without previous apphcation to a Control Board. On the side of 
exports, the New Plan did not contemplate direct control; it 
required only an export declaration after the shipment. Export 
prohibition was imposed upon certain raw materials, however; the 
"additional exports" were still subject to the requirement of ad 
hoc permissions in every case; and there could, of course, be no 
doubt as to the indirect repercussions of import control upon 
exports. 

Neither the Control Board apparatus nor the regulation 
permitting discrimination between import categories represented 
innovations, but the far-reaching extent and objectives of the New 
Plan bespoke a new philosophy of exchange control. The objec
tives may be summarized as: 

(a) the reduction of imports of finished and half-finished goods; the 
reduction of exports of raw materials; concentration upon exports of finished 
goods; 

(ft) the reduction of imports from European industrial countries; the 
increase of exports to overseas countries supplying raw materials — countries 
with which Germany had always had unfavorable balances of trade; 

(c) the restoration of a favorable balance of trade. Thus the New Plan 
meant a change in the composition of trade so as to favor employment (it 
was believed) within Germany: and to effect this change bilateral agree
ments — wherein governments dictate the sphere and character of exchange 
— proved to be a formidable machine. Bilateral trade under this new con
ception required a recasting of the clearings. 

(2). The Western European Clearings. Even before the 
enactment of the New Plan, as we have seen, difficulties encoun
tered with the "Swedish Agreements" were incompatible with the 
New Plan for a more fundamental reason than this loophole: 
control could not extend to the character of imports unless all 
trade with a clearing partner was canalized in these accounts. 
Frequently, in order to complete control, the clearings embraced 
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not only commodity trades but also amortization and interest, 
commissions, tourist expenditures, and the like. The creditor 
countries usually forced an earmarking of a part of the German 
export surplus for debt service; but pressure was exerted by credi
tors for the incorporation of such clauses and not for the conclusion 
of clearings per se. During the summer and early autumn of 1934, 
Germany denounced all the "Swedish Agreements," except for 
Spain and Portugal. The most important of the new clearings 
related to Belgium, France, Holland, Switzerland, and the United 
Kingdom.' 

The agreement regarding international payments reached on 
November I, 1934, between England and Germany has been 

1. In the German-Belgian agreement (September 5, 1934) a ratio oE 100: 
62.5 was established between exports to aod imports from Belgium. Three 
accounts were set up in Belgium: 

A — for payments of German imports from that country, 
B — for the debt service, and 
C — for the free disposal of the Reichsbank. 

The interest of Dawes and Young Loans was to be paid in full; 4.14 per cent 
interest was paid on other Belgian loans; where dividends of 4H per cent or 
less were declared the full amount waa paid, but only one-balE of the excess 
over 4J-^ per cent. (Cf. Kurt Schneider, Der Welthandel im Clearingverkehr 
[Berlin, 1937], p. 12.) 

In the French-German clearing agreement (July 28, 1934), 15.75 per cent 
of the payments of French importers for German goods was to be paid for 
interest on the "Reich Loans" and other German debts. 

The agreement with Holland was reached after thia country had applied 
compulsory clearing in order, first, to collect a clearing balance of 170,000,000 
Reichsmarks accumulated against Germany under the "Swedish Agreement," 
and second, to secure the service of the Dawea and Young Loans and the Stand
still Credits, (Fabricius Helmut, "Das deutsch-niederlandische Yerrechnungs-
abkommen," Devisenarchiv, Vol. 2, No- 5, columns 121-28.) 

This agreement, entered into on September 21, 1934, lasted for two 
months, until denounced by Holland on December 12, 1934. (Schneider, op. 
cit., p. 56.) 

The new agreement provided for 3 H pef cent interest payments on Dawea 
and Yomig Loans and other loans; amounts in excess of 33-̂  per cent were to 
be paid, to the extent of two per cent in blocked Marks, four per cent conversion 
bonds, or Dawes or Young Marks. Of the export proceeds, 18 per cent was to 
be used for paying off the frozen commercial debts from the "Swedish Agree
ment," a process which required almost two and a half years. (Schneider, op. 
cit., p. 62.) 

The Swnss agreement went into operation on July 26, 1934. Tourist 
traffic was linked with German coal exports to Switzerland. There were fre
quent revisions later as to the division of the export proceeds, the amounts 
set up for payments to financial creditors, the amount of Swiss exports to 
Germany, incidental costs, and devisen put at the free disposal of the Reichs
bank. 
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praised so much on the German side — it wag said to show the 
impress of "English realism," for'example'—that it merits at 
least passing attention. By the terms of the agreement, German 
exports were to bear to English exports a relation of 100:55, and 
the proceeds of German exports were to apply to current imports 
and to amortization of commercial and long-term obUgations in 
predetermined proportions. So far there was nothing distinctive 
over the ordinary clearing arrangement. As in most of the clearings, 
furthermore, transit trade was excluded. But in place of settlement 
by offset of clearing balances, payments were made in free devisen, 
and this circumstance gave rise to the designation of "payment 
agreement" instead simply of "clearing." Was this difference 
fundamental, and did it justify the enthusiasm betrayed in Ger
man comments upon the scheme?^ It does not require an excursion 
into technical details of the agreement^ to reveal why the answer 
is negative. Free-devisen payment could mean very Uttle when the 
rate of exchange had been iramobiUzed against the ordinary forces 
of supply and demand; here the old Mark parity stiU applied and 
still operated, of course, to stimulate Germany's imports and 
penalize her exports. The prospect of "continuous settlement in 
free devisen" was bound to prove illusory. For that portion of 
Anglo-German trade which did happen to "balance off," the receipt 
and subsequent disbursement of its value in devisen gave Germany 
no advantage over cleared accounts under a clearing arrangement. 
No devisen accrued to Germany for that part of her favorable 
balance earmarked for liqiudating old clearing debts or funded 
obUgations. If the balance still left a sum owing to Germany, 

1. Fischer, op. cit., p. 31. 
2. E.g. Deutsche Bergwerks-Zeitung, January 30, 1937; Fischer, loc. cit., 

Neue Ziircher Zeitung, September 19, 1936. 
3. Fifty-five per cent of devisen resulting from German exports to Eng

land in any one month was earmarked for imports from Germany in the 
second month. (This percentage excluded German sales to England against 
blocked Marks, "Aski, " and compensation; cf. Schneider, op. cit., p. 35.) 
Interest on the Dawes and Young Loans was paid in full, but the service of other 
loans was covered only by four per cent (not three per cent, as provided in the 
transfer moratorium) Funding Bonds. The Reichsbank agreed to pay 400,000 
Reichsmarks initially against the existing debt, variously estimated at 
3,800,000 and 5,000,000 Reichsmarks, arising from "Swedish agreement" 
and Sondermark clearings in the past, and to devote 10 per cent of German 
export proceeds to this purpose in the next twelve montlis. (Cf. Osterreich
ischer Volkswirt, Vol. 27, p. 106.) Beyond such stipulated apphcations there 
remained a considerable margin of devisen for the free disposal of the Reichs
bank. 
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devisen were indeed to be available, though such a clause as this 
appeared in certain clearing agreements and scarcely constituted a 
new order of things. But with the Mark overvalued as it was in 
comparison with sterling, the prospects were no more brilliant for 
such a free balance under a payment agreement than under clear
ings, unless the authorities intervened more promptly to force the 
100:55 German-English export ratio by direct action than they 
might have done under clearings. This proved to be the ease. 
Whereas the German authorities were originally supposed to grant 
import certificates freely for English wares, only two months elapsed 
before sharp restrictions had to be introduced, and this came to 
be a matter of frequent occurrence.* The underyling efi'ect of the 
Mark rate to pile up a one-sided balance in the opposite direction 
from that contemplated in the agreement was only offset by direct 
limitations; and the settlement of accounts in free devisen fell to 
the order of an insignificant technical detail. The relative ami
cability marking negotiations regarding these limitations may at 
bottom have occasioned the favorable response in Germany; but 
the enthusiasm for payment agreements per se seems to have rested 
upon delusion, as even one German writer intimates.^ Payment 
agreements did indeed affect technical simpHfication, which was 
ardently desired. The imposition of the New Plan had necessitated 
the erection of a Clearing Office in October, 1934, as a subsidiary of 
the Reichsbank, and the detailed regulation of imports entailed 
further extensions of the bureaucratic machinery and the "immense 
war of forms-to-be-filled-out."^ The burden of these formahties 
weighed heavily, not only upon the German importer but also 
upon the foreign seller. Under previous clearing agreements, the 
German importer had occasionally been "permitted," iu the 
ucconsciously ironical oflScial language,* to carry through these 
onerous procedures for his foreign trade partner. This "permis-

1. Reichskreditgesellschaft, Germany's Economic Development during 
the First Half of the Year 1935 (Berlin, 1935), p. 57; Department of Overseas 
Trade, Economic Conditions in Germany to March, 1936 (London, 1936), 
pp. 173-174. 

2. H. Schumacher, "Germany's Present Currency System; its Develop
ment and its Reform" in A. D. Gayer (ed.). The Lessons of Monetary Experi
ence (New York, 1937), p. 221. 

3. Bernhard Bennings, "Der Neue Plan und die Neuordnung der 
deutschen Aussenwirtschaft," .lahrbiicher fur Nationalokonomie und Statistik, 
Vol. 142, p. 43. 

4. Wagemann, op. cit., p. 72. 
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sioa" came to be rather generally incorporated into the payment 
agreements; and since a disburdening of the foreign trader must 
have aided German exports and imports at least sUghtly, there was 
rational explanation, however tenuous, for the popular vogue of 
the agreements. Furthermore, the frequent interference of author
ities to keep the balances at the stipulated ratios prevented the 
piling up of clearing balances, always distasteful to creditors, 
including German creditors. Aside from these considerations, the 
Gennan business community battened upon delusion if it imagined 
that the mere employment of devisen was a step toward free 
payments. 

Nor does it seem possible to interpret the supplanting of 
clearings by payment agreements, first for England and subse
quently for Belgium and France,' as betokening any weakening 
from the policy of bilateralism in official quarters. Nor did the 
maledictions healpcd upon the clearing system by Schacht, who 
proclaimed it to be "atrocious,"'^ and by the German journalists 
and pamphleteers interfere with a vigorous prosecution of the 
program to expand German trade by clearings, compensation, and 
other bilateral devices. In the course of a few years it ceased to be 
fashionable to deprecate these methods of trade, and instead the 
Economic Minister urged the world "to look for the basis of inter
national currency stabilization in a sensible clearing system" in 
which, as he justly observed, "the Germans have had more experi
ence than anybody else in the world."^ And at the same time a 
representative of the fraternity of economists in Germany volun
teered the suggestion that bilateralism should be regarded, not as 
a counsel of desperation, but rather as the modern and really 
adequate system of international trade and payments.'* Mean
while, as was to be expected, German economic missions worked 
assiduously toward the extension of clearings and compensation 
to regions not already covered by bilateral agreements. 

(3). Clearings and Compensation with South America and 
Southeastern Europe. As for the South American countries, c-lear-

1. The Belgtao pajment agreement wag concluded on August 1, 1935, 
and the French on August 1, 1937, the latter after two years required for the 
liquidation of arrears on the old clearings. 

2. I.e. scheusslich; cf. address of Schacht at Leipzig on March 4, 1935, 
Economiat, Vol. 120, p. 526. 

3. Address of Walter Funk, New York Times, March 7, 1939. 

4. Meyer, op. cit., passim. 
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ing agreements were concluded, for the most part shortly after the 
introduction of the New Plan, with Argentina, Brazil, Chile, 
Colombia, and Uruguay.^ There seems to have been a desire on 
the German side to compass two mutually exclusive ends — the 
enforcement of repayments on outstanding obligations to Ger
many and the expansion of German exports. The attenuation of 
the traditional German export balance with Western Europe led 
to an export drive on South America, but the fact that Germany 
had ordinarily had a strong import balance from these latter 
countries should scarcely have led to the expectation of much 
success. Resort was had in Germany's Latin Anierican trade to the 
"Aski" device, presently to be considered. 

Commercial relations with Southeastern Europe proceeded 
under both clearings and compensation. These clearings reveal 
quite clearly the tendencies of costs under bilateral trade and are 
reserved for separate analysis later. Compensation dealings with 
the Southeast assumed some importance at an early stage of Ger
man exchange control. In 1932 the Reemtsma cigarette firm bought 
250,000,000 Leva of tobacco from Bulgaria through the intermedia
tion of the Bulgarian National Bank against the cancellation of 
187,500,000 Leva of frozen German claims and the export of Ger
man goods for the the balance. Similar arrangements were entered 
into during the same year with the Greek and Turkish governments. 
Thereafter the opening of clearings largely supplanted compensa
tions with these countries. The barter device served as the only 
basis of trade with Austria and Poland until the establishment of 
clearings on August 10, 1934, and November 20, 1935, with these 
two countries respectively. 

The characteristics of the German system of compensation in 
these instances and in its special "Aski" phase are permanence and 
the enforcement of a more or less overvalued rate on the Mark. 
The United States exchanged wheat against Brazilian coffee in 
1931 and wheat against Chilean saltpeter in 1932, but these deals 
were made at free exchange rates and were recognized as emergency 
measures estabhshing no precedent.^ The Austrian "private 

1. Argentina, September 26, 1934; Chile, December 26, 1934; Colombia, 
July 1, 1937; Uruguay, November 6, 1935; The date of agreement with BrazU 
ia not known precisely, but ia supposed to be late iti 1934. Cf. Schneider, 
op. cit., pp. 108-125, i40ff. 

2. Oger H. Bourdeaud'huy, Accords de Compensation et Conventions 
de Paiement (Antwerp, 1938), p. 23. 
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clearing" transactions bore some resemblance to barter, but they 
gradually led to the establishment of a fairly "true" rate of exchange 
on the Schilling, so that their perpetuation was a matter of indiffer
ence.' In Germany, however, though the exchange-control 
authorities themselves permitted, and indeed fostered, a large 
number of devices tantamount to devaluations of the Mark, they 
strongly disapproved of any correction of the Mark rate under 
private auspices. The history of German compensations consists 
largely of attempts to render impossible the payment of concealed 
premia on foreign currencies, and yet to preserve as a permanent 
matter this safety-valve for the tightly compressed channels of 
trade under bilateralism. 

Aski Marks are instruments of controlled barter: payment for 
each stipulated commodity imported into Germany from a certain 
country is made by erecting an ad hoc seller's account, which he 
can then draw upon for German goods of certain categories under 
conditions laid down by the exchange control authorities.^ At first, 
imports under the Aski arrangement were not subjected to the 
(imitations imposed by the New Plan, and the huge accumulations 
in these accounts became a serious menace when even regions such 
as the Saar and Russia resorted to the accounts. Subsequently a 
devisen certificate issued by a Control Board was required for 
all imports under Aski, and the pernussion to import in each 
case also embraced the kind of goods which could be taken 
from Germany as the quid pro quo} But for the time being 
the authorities cherished the delusion that this cmnbersome 
ad hoc procedure could be avoided by the formulation of certain 
general principles:* 

(a) Exports under Aski compensation must be "additional," in order to 
avoid the transfer to this procedure of exports which would otherwise bring in 
free exchange; 

1. Cf. pp. 47-52 above, and Milos Horoa, "Clearing und Zahlungskom-
pensation der Tschechoslovakei mit dem Auslande," in J. Mayer, M. Horna, 
A. Sourek, Neue Wege der HandelspoUtik (Prag, 1936), p. 168. 

, 2. The term "Aski " was coined from the initial letters of the full designa
tion Auslander-Sonderkonten fijr Inlandgzahlung. 

3. Miiller, op. cit., pp. 282-284; cf. R E 46/38, Richtlinien IV, 14, Abs. 2. 
4. By decree of December 9, 1934 (R E 157/34 Devisenstelle), Aski 

Marks were divided into two categories, firm Aski and bank Aski. The former, 
by requiring the preservation of identity of the foreign and domestic partners, 
came verj' close to pure barter; n'hereas the bank Aski, permitting purchase 
and sale of the instrument in the country of origin, tended in the direction of 
a free bill of exchange. 
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(6) Only economically important raw materials shall be imported; 
(c) Prices of exports must be as high and the prices of imports as low as 

possible to achieve the most advantageous terms of trade.' 

By these stipulations it was believed that the Aski Marks could be 
developed into a "refined form of foreign t r a d e . T h e volume of 
Aski transactions mounted steadily from the autumn of 1934 to the 
end of 1935,̂  and official optimism grew apace. The Berlin Busi
ness Cycle Research Institute, originally sceptical of the value of 
barter dealings,* soon found complimentary remarks to make upon 
the system, and Wagemann, its director, foresaw a salutary effect 
upon Germany's trade balance.^ 

The profit motive of importers and exporters alike in no wise 
conformed to the general principles which were promulgated for 
compensation transactions. The relatively high domestic prices in 
Germany enabled the importer to offer high premia in such deafings, 
with the result that imports were stimulated and the overvaluation 
of the Mark was made painfully obvious. Furthermore, the rise 
of premia tended to advance the prices of goods not imported or 
manufactured from imported raw materials (for these would, in 
the absence of price regulation, be high in all events) but standing 
in a substitute relation to them.' On the other hand, as the premia 
developed, exporters were more and more tempted to divert their 
sales from channels bringing in free devisen, which had to be sold 
at the low Reichsbank rate, to the channel of compensation. The 
history of compensation, including the Aski variant, is a story of 
persisting private evasion and retaliation by authority. When the 
payments of premia were prohibited, the premia were paid and 
deposited abroad. When this also was prohibited, importers 
resorted to the secret payment of premia by taking over incidental 
costs and risks. And when the state extended its inspection to 
these minutiae in each transaction, there arose the so-called d meta 
deals between German exporters and importers, in which the 
former, for a share in the latter's profits on no- or low-premium 

1. Paul Bothe, "Die privaten Verrechnungegeschafte," Devisenarchiv, 
Vol. 2, No. 41, pp. 1177--1188. 

2- Arno Seeger, "Waa bleibt vom 'Aski' Verfahren," Devisenarchiv, 
Vol, 3, No. 27, p. 317. 

3. Bergmano, "Die Einschranfcung des privaten Verrechnungsverkehrs,"' 
Devisenarchiv, Vol. 2, No. 11-12, p. 306. 

4. V. z. K., Vol. 9, No. 3, Part A, p. 99. 
5. V. z. K., Vol. 10, No. 1, Part A, p. 13; Wagemann, op. cit., p. 72. 
6. Rudolf Eicke, "Warum Aussenhandel?" (Berhn, 1936), p. 42. 
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imports, conveniently found it impossible to dispose of his wares in 
any other way than by Aski or other compensation accounts. 

The difficulty of suppressing evasions led to a large number of 
regulatory decrees' and eventually to the decline of compensation. 
As early as March, 1935, a decree provided for careful investigation 
to determine whether the import were "additional," and listed 
certain goods as excluded from exports by compensation. If the 
import involved "unnecessary" goods, 30 per cent had to be paid 
in free exchange; and if foreign raw materials amounted to more 
than 20 per cent of the value of the export, the excess had also to 
be paid in free exchange. On December 27, 1935, new regulations 
were decreed which marked the beginning of the end of delusions 
nourished in Germany with regard to compensation and Aski 
trade. A new attempt was made to give an authentic interpretation 
of the term "additional exports"; this time they were represented 
as "exports which cannot be carried out against foreign exchange 
but only against purchases of foreign goods." That this definition, 
if applied to practical operations, actually left everything to the 
discretion of the authority investigating the individual case does 
not require proof. A new and much more extensive Ust of export 
goods which could not be admitted to compensations and Aski 
transactions was published. Another list concerned import goods 
which were con.sidered indispensable; imports of goods not on this 
special list could be made by means of compensation only if the 
companion export were three times as large; two-thirds of the 
export price had thus to be paid in free devisen. The last regulation 
did not applj'̂  to South and Central American countries at this time 
but was extended to all countries in 1937. Throughout the whole 
period since the end of 1935 the use of Aski and compensation 
dealings was more and more eliminated in connection with clearing 
agreements. On November 5, 1936, a decree permitted only com
pensations of 50,000 Reichsmarks or more. In February, 1937, 
a new regulation stated that compensation transactions and trade 
by means of Aski Marks would no longer be permissible in trade with 
a number of oriental countries.^ Compensation played an important 

1. The most important of these decrees were: R E 121/34 D. St. 10/34 
Ue. St.; R E 177/34 D. St. 36/34, Ue. St. sub IV; R E 2/36 D. St.; R E 137/37 
D. St. 46/37, Ue. St. sub II, 4. Cf. also Wolfgang Goedecke, "Das Pramien-
verbot hei privaten Verrechnungsgeschaften und sein Strafschutz," Devisen
archiv, Vol. 3, No. 44, p. 545 ff. 

2. Burma, Ceylon, China, Egypt, India, Philippine Islands, Siam, Straits 
Settlements, and Sudan. 
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months after the enactment of the N e w Plan was not promising. 
T h e adverse balances of December , January, and February indicate 

Imports Exports Balance 

(in million Reichsmarks) 
1934 July 362.7 321.2 - 4 1 . 5 

August 342.2 333.9 - 9 . 1 
September 351.8 350.3 - 1 . 5 
October 349.2 3G5.9 + 16.7 
November 345.7 355.7 + 10.0 
December 399.2 353.7 — 45.5 

1935 January 417.3 299.5 - 1 1 7 . 8 
February 359.7 302.4 - 5 7 . 3 

that the underlying tendency toward import surpluses had not 
been conquered. Officially it was explained that these figures did 
not reveal the true state of affairs; first because, with the Increase 
of compensation, exports frequently followed the companion 
imports by several months; and secondly bccau.sc, with the appear
ance of new "raw material credits," another lag of similar character 
was interposed.' Estimates of the share of compensation in Ger-

1, The scheme of these credits involved importing raw material into 
Germany on credit; after the export of the manufactured goods to a third 
country, the purchaser there discharged the German debt by directing pay
ment to the supplier of raw materials in the first country. As waa generally 
the case with such attempts to preserve elements of triangular trade amidst 
the growing bilateralism, this method of conducting international trade, 
introduced in 1934, never attained an important magnitude. 

r61e in the liquidation of the French clearing, but disappeared in 
this segment of German trade thereafter. What was left worthy of 
mention in the sphere of barter transactions was the employment 
of bank Aski with Central and South America — here the technique 
more closely resembled clearing—and compensation for transac
tions in excess of 50,000 Reichsmarks with Arabia, British East 
Africa, British West Africa, and Irak. 

We have passed in brief review the revisions in Germany's 
international trade arrangements which were introduced in order 
to put into effect the strict bilateraUsm and the direct control of 
the composition of exports and imports contemplated by Schacht's 
New Plan. What were the results of this new dispensation? 

B. Th£ New Plan in Operation, 

The development of Germany's foreign trade in the next few 
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man trade do not exceed 10 per cent' in these months when the 
trade deficit amounted to substantially more than this; and further
more many barter dealings required a simultaneity of export and 
import, so that the official explanation fails to mimify the adverse 
trade development very considerably. 

This development indicated plainly that the original restric
tions were inadequate. It has already been remarked that the New 
Plan had not made the possession of a devisen certificate a prereq
uisite of importation,^ and still the authorities hesitated to impose 
so rigorous a measure. Custom officials were instructed to report 
goods which pa.ssed the frontier without devisen certificate, in 
order to provide a check upon ilheit imports. Under a so-called 
"political prohibition on devisen clearance"^ of May 6, 1935^ 
devisen certificates were made mandatory for imports from France 
and Czechoslovakia. This measure had as its immediate aim the 
exerting of pressure upon these countries in the midst of commercial 
treaty and clearing negotiations*; but it undoubtedly paved the 
way for the decree of June 24,1935, prohibiting all imports without 
devisen certificates. On the other side, strenuous efforts were made 
to increase exports — by appeals to the goodwill of German firms, 
and by threats to close off the supply of raw materials for firms 
with slackening exports. Despite the increased severity of the 
exchange control regime, the German export quota (exports as a 
percentage of domestic production) remained at level far below its 
extent even in 1933, the year of roost acute depression. 

T H E G B H M A N E X P O H T Q U O T A 1 9 3 1 - 1 9 3 5 * 

1 9 3 1 3 0 . 9 % 1 9 3 4 1 5 . 9 % 

1 9 3 3 2 2 . 5 % 1 9 3 6 1 5 - 2 % 

• V .I K.. Vol. 13, No. 3. p. 313. 

Voices were not altogether lacking in this very discouraging 
situation for a reconsideration of the wisdom of the "autonomous 

1. Benning, op. cit., p, 47. 
2 . Cf. p. 2 1 1 above. 
3 . Devisenpotitischesi Abfertigungaverbot. 
4 . It ia worth recording that these sharp weapons of the New Plan were 

used against the very two countries which in the autumn of 1 9 3 4 had expressly 
demanded the enactment of Schacht's scheme, presumably as a defense against 
the accumulation of German clearing debts. Cf. Eeooomist, August 3 , 1 9 3 5 , 
p. 2 3 0 - This forms an amusing parallel with the case of the American bankers 
who in 1 9 3 1 welcomed exchange control in Germany and urged a strict 
administration of the system-
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economic policy" and autarky. Gottfried Feder, the theorist of 
the National Socialist party, who had advocated a completely 
autarkic policy, was allowed to fall into oblivion. Schacht spoke of 
the "run-down autarky nag,"' and Neurath, another member of 
the government, expressed the opinion that "the catch-word 
'autarky' has been discarded," and that "no one in the government 
believes in the isolation of Germany from abroad."^ Sentiment in 
favor of devaluation dared to come out into the open again, and a 
distinguished foreign economist ventured that, "It is to be antici
pated . . . that in the future Germany will not object to a policy 
that aims at gradually restoring to international trade, in some 
measure at least, the important part it formerly played in the world 
economy."3 But these hopes proved to be false. In May, 1935, the 
levy on exports to provide a subsidy fund was imposed,'' and 
thereby another decisive step was taken in the course of economic 
isolation. 

Germany's foreign trade faithfully reflected the tenor of the 
New Plan. To be sure, the last quarters of 1935 witnessed the sup
planting of unfavorable by favorable balances, and the year closed 
with an export surplus of 111,000,000 Reichsmarks; but this 
outcome resulted from a percentual decrease of imports nearly 
three times as large as the percentual increase of exports. Bilateral
ism left its impress in a decrease in Germany's favorable European 
balance and a decrease of her unfavorable overseas balance. 
Imports from Europe in 1935 at 61.6 per cent of total trade reached 
the highest share since 1929, while the share of exports to European 
countries fell from 76.5 per cent to 73.2 per cent between 1934 and 
1935, a development which carried on persistently up to the 
outbreak of the present war. In 1935 the favorable balance of 
trade with Europe reached its minimum at 560,500,000 Reichs
marks, while the import surplus with the rest of the world was cut 

1. Abgeklappter Autarkiegaul; cf. Wagemann, op. cit., p. 4. 
2. Osterreichischer Volkswirt, Vol. 26, p. 637, These remarks made in an 

address at Hamburg conflicted directly with Neurath's declaration at Bremen 
a short time before that it waa imperative to "make our people and our 
economy independent of foreign foodstufTs and raw materials, and to produce 
at home everything which we can produce." Cf. loc. cit. The contradiction 
indicates the contemporary confusion and the tenuous character of much 
which goes by the desiKtiation of "economic policy," 

3. Bertil Ohlin, "International Trade and Monetary Policy," Index, Vol. 
8, No. 115, p. 154. 

4. Cf. pp. 239-240 below. 



224 EXCHANGE CONTROL IN CENTRAL EUROPE 

down from 912,000,000 Reichsmarks in 1934 to 449,500,000 Reichs
marks in 1935.' The old trade system by which Germany paid 
with exports to Europe for her imports from overseas was obviously 
breaking down under the pressure of bilateralism. As we shall see 
in the next section, 1935 was the year in which the adverse effects 
of the new system made themselves most seriously felt. Figure 24 

G E R M A N I M P O R T S A S A P E R C E N T A Q B O F W O R L D I M P O R T S 

A N D G E R M A N E X P O R T S A S A P E R C E N T A G E O P W O R L D E X P O R T S 

German Imports 

German Exports 

1929 I3aO 1931 1932 1933 
F I G . 2 4 . * 

*For data and sources, see p. 393 below. 

1934 1935 1936 1937 

shows the low level to which German exports relatively to exports 
over the world had fallen. 

As far as concerns the composition of foreign trade, the trade 
statistics reveal a considerable success for the New Plan. On the 
export side the share of raw materials was pushed down from 11.1 

1. Cf. p. 385 below. 
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per cent to 10.5 per cent, of foodstuffs from 3.6 per cent to 2.2 
per cent, while exports of finished goods rose from 75.6 per cent to 
77.6 per cent. On the import side the share of raw materials 
increased from 34.6 per cent to 37.7 per cent, while the percentage 
of finished goods imported to total imports fell from 12.9 per cent 
to 9.8 per cent. Foreign trade was undoubtedly being forced 
along the paths desired; at what costs this was achieved we shall 
see later. 

Six months after the adoption of Schacht's New Plan — in 
March, 1935 — Hitler announced the withdrawal of Germany from 
the Disarmament Conference and the reintroduction of conscrip
tion; this signalized a new epoch not only in international affairs 
but in the German economy. Before, as after this turn, the exten
sion of employment and output was financed by credit expansion, 
but as the Minister of Finance explained, work creation by public 
works was to a large degree supplanted by rearmament.' Hence
forth it will be necessary to bear in mind constantly that the 
appraisal of exchange control and other economic policies, however 
much their truly econoniic efliciency may have counted even with 
the authorities of the National Socialist state, must bow to the 
frankly non-economic aims of the dominant poUtical philosophy. 

In the sphere of domestic finance, the volume of commercial 
and treasury bills had risen by 4,600,000,000 Reichsmarks between 
1933 and 1935 and, if the tax-exemption certificates are included, 
by somethiag exceeding 5,000,000,000 Reichsmarks. Total bill 
holdings of the banking system rose from 7,118,000,000 to 10,230,-
000,000 and to 12,173,000,000 Reichsmarks from 1933 to 1935 and 
1936, and the bill holdings of the Reichsbank from 3,149,000,000 
to 4,423,000,000 Reichsmarks from 1933 to 1936.̂  As far as con
cerns the note circulation there was an increase of about one-third, 
or 1,000,000,000 Reichsmarks, from the middle of 1933 to the 
middle of 1936.̂  The efforts of the German economic authorities 
to divert the increased flow of income away from consumption 
expenditure help to account for the "uninterrupted, though not 
alarming, rise in note circulation," as Poole points out; and another 
circumstance was the rise in relative significance of transactions by 

1. Schwerin von Krosigk, Nationalaozialistische Finanzpolitik, Kieter 
Vortrage No. 4V (Jena, 1936), P- H-

2. Reichakreditgesellgchaft, Germany's Economic Development during 
the First Half of the Year 1936 (Berlin, 1936), p. 41. 

3. Cf. pp. 373-376 below. 
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cheque.' Furthermore, as he observes, since the German people 
attached great significance to the note-circulation figure because 
of their sad experience in the post-war inflation, the authorities 
exerted themselves especially to restrain its increase. iVIost of the 
new financing took the form of Solawechsel sold by the Golddiskont
bank to commercial banks, the proceeds being used to buy up 
Treasury bills (rediscounted at the Reichsbank) which lay at the 
base of work-creation activities. Consolidation loans at frequent 
intervals transformed most of this short-term debt into funded 
obligations, though over the years 1935 to 1939 the Solawechsel 
circulation rose with marked fluctuations to one and a half billion 
Reichsmarks.^ 

The first large operations by the government on the capital 
market began in 1935, being prepared for by the Loan Stock law 
of December 4, 1934, which limited dividends to six per cent and 
required the investment of excesses in the Golddiskontbank. Suras 
paid into the Bank did not prove to be a substantial source of 
state finance, but the speculative advance of corporate securities 
on the exchanges was throttled and consumption curbed.^ In 
January, 1935, the government carried through an eight billion 
Reichsmark mortgage bond conversion from 6 per cent to 43^ 
per cent by offering a single two per cent bonus to the owners and 
by announcing that those who did not notify of non-consent — 
the political strategy is apparent — within a brief period would be 
deemed to have consented.* Another two billion of Reich and 
provincial bonds were converted with equal success a month later. 
Measures to lower bank interest rates were adopted in 1935 and 
1936, and with tlie preparatory moves completed, a series of fund
ing operations during these years succeeded in mopping up 5,800,-
000,000 Reichsmarks of short-term funds.* 

Fostered by a tremendous expansion of credit and by a 
consistent poUcy of turning back real income gains into invest
ment, industrial production increased rapidly, especially in the 
favored category of capital goods. But despite the exceeding of the 
pre-crisis level of industrial production in 1936, the volume of 

1. Poole, op. cit., pp. I l l , 161. 
2. Poole, op. cit,, pp. 120-121. 
3. League of Nations, Monetary Review 1937-1938 (Geneva, 1938), p. 56. 
4. Cf. Guillebaud, op. cit., pp. 78-79. 
5. Reichskreditgesellsebaft, Germany's Economic Development during 

the First Half of the Year 1937 (Berhn, 1937), p. 51. 
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G B R M A N I N D U S T R I A L P R O D U C T I O N 1 9 3 2 - 1 9 3 6 * 

( 1 9 2 8 = 1 0 0 ; Monthly averages by years) 
AU Goods Capital Goods ConsumptioD Qoods 

1 9 3 2 5 4 . 0 3 5 . 4 7 4 . 0 

1 9 3 3 6 1 . 5 4 4 . 9 8 0 . 1 

1 9 3 4 8 0 . 9 7 4 . 8 8 9 . 6 

1 9 3 5 9 5 . 3 1 0 2 . 4 8 5 . 6 

1 9 3 6 1 0 7 . 8 1 1 6 . 6 9 6 . 6 

• ReichkreditRcaellschaft. Germany's Economic DeTelopment duiuig the First Half of 
the Year 1937 (BerUn. 1937), p. 1*. 

German imports and exports (computed at the prices of 1928) were 
36 per cent and 21 per cent less than their level in 1928. The New 
Plan, whatever else its accomplishments, as for example, in chang
ing the direction of trade,' was failing to keep the supply of imported 
goods, particularly of imported raw materials, abreast of Ger
many's needs in an epoch of strong economic expansion. Further
more, and still more notably in view of the avowed principle of the 
Plan to adapt imports to available means of payment, German 
indebtedness on clearing accounts was becoming a chronic malady. 
It is by no means mysterious why this should be true. Between 

G E R M A N C L E A R i N a D E B T A * 

(In milhon Reichamarks) 
December, 1 9 3 4 4 5 0 November, 1 9 3 5 5 1 5 
March, 1 9 3 5 5 6 7 April, 1 9 3 6 5 0 0 
April, 1 9 3 5 5 0 0 

• EconomiAt, "Germany's Clearing Debta," Vol. 133, pp. 485-486, 

1933 and 1936 world prices rose by 1.6 per cent, while German 
wholesale prices advanced by 13.7 per cent and prices in Germany 
of industrial finished and half-finished goods having their prices 
determined upon world markets increased by 23.5 per cent. Did 
the New Plan, as the offi.cial position maintained, actually prevent 
a bad situation from becoming worse or did it aggravate difficulties? 
This problem will be investigated in a subsequent section on prices 
and costs in bilateral trade. We may profitably conclude the pres
ent section on the technique of the New Plan by recurring briefly 
to the perennial and Uvely issue of the currency standard, and the 
connection between devaluation and the burden of foreign debts. 

Throughout 1935 and 1936 devaluation was the center of 
spirited discussion in Germany. In August, 1935, Schacht threat-

1. Cf. pp. 2 2 3 - 2 2 4 above. 
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ened to take vigorous measures against the "psychosis concerning 
real values";' and the situation came to be particularly tense in 
the spiing of 1936, when an anti-Schacht faction within the Party 
demanded devaluation as the solution of foreign trade problems.' 
German export interests also shared this view, maintaining further
more that concealed devaluation in the form of the export levy bore 
upon themselves alone, whereas outright devaluation would be 
"borne" also by importers.^ But the voice of the opponents pre
vailed, and export levies and subsidies continued. In defense of the 
government's position the arguments were merely a repetition of 
what had been said against devaluation after dollar devaluation 
in 1933.* Such a move, it was said, would raise the prices of 
imporied raw materials. In point of actual fact, as a subsequent 
section will reveal, this argument had only a narrowly restricted 
validity because of the rise of import costs under clearings and com
pensations. The psychological argument from the angle of the 
danger of a velocity inflation was still heard. Finally, it was held, 
devaluation would increase the burden of foreign debt. Now 
the truth of this contention is itself unimpeachable; but apparently 
in order to apologize for what may have seemed to be too frank 
a recognition of a genuine "my-gain your-loss" situation, the 
official German rejection of devaluation on the burden of debts 
basis was coupled with a specious argument which attempted to 
prove that "devaluations in the chief creditor countries seem to 
represent a cancellation of 4,000,000,000 Reichsmarks of foreign 
debts. But actually as a consequence of devaluations, the (Ger
man) export price level fell so low that the real burden of debt sub
stantially exceeded the nominal burden."^ The logical relevance of 
this sort of consideration to the question whether Germany would 
herself gain by devaluation is not apparent; but even as an indirect 
apology for refusing to hand back to the creditor countries the 
windfall gains accruing to Germany from their devaluations, the 
argument cannot in fact prevail. 

The basis for the official position, as the quoted sentence 
1. In an address at the German East FeJr at Konigsberg; cf. Osterreich

ischer Volkswirt, Vol. 27, p. 919. 
2. Economist, Vol. 123, p. 237. 
3. Waldemar Swoboda, "Vertagte Markabwertmig," Osterreichiacher 

Volkswirt, Vol. 28, p. 704. 
4. Cf. pp. 225-226 above, and Guillebaud, op. cit., pp. 23-24, 66-67. 

5. V.z.K., Vol. 11, No. 1, Part A, p. 58. 
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reveals, is the adverse effects on German export prices produced by 
foreign devaluations. Concerning the adverse effect of foreign 
devaluations upon German export prices there can be no question. 
But in order to demonstrate that Germany's real debt burden was 
absolutely greater despite the nominal cutting of debt by devalua
tion, it is not sufficient to restrict the view exclusii^ely to her export 
prices. A favorable balance of trade is not dependent simply upon 
export prices, but upon the relative development of export and 
import prices, that is to say, upon the terms of trade. 

The collapse of raw material prices during depression turned 
the terms of trade strongly in Germany's favor, as shown in Figure 
25. This movement reached its peak in 1932; subsequently, with 
the recovery of prices for primary products, Germany began to 
lose the advantage gained between 1929 and 1932; even at its low 
point in 1937 the ratio of export prices to import prices did not fall 
below 117.6 (1929=100), and in 1938 it had recovered again to 
128.8. The effects of tins development upon Germany's balance 
of trade are striking. By adjusting the actual values of German 
exports and imports so as to represent the volume of foreign trade 
at the prices of 1929, we obtain the result that Germany would 
have accumulated in the years 1931-1938 an adverse balance of 
trade amounting to 10,720,000,000 Reichsmarks. As it was, Ger
many was actually able to secure during this span an aggregate 
favorable balance of trade of 5,230,000,000 Reichsmarks. The 
excess of the balance of trade in actual values over the balance at 
the prices of 1929 amounted to 15,950,000,000 Reichsmarks.' 

Since the real burden of foreign debt depends upon the rela
tion of unport to export prices, we may obtaui an approximation of 
the real burden by multiplying the nominal amount of debt at 
various dates by a factor in which the index of import prices is the 
numerator and the index of export prices the denominator. This 
g^ves the following results. It is naturally impossible to ascertain 
what course would have been taken by the terms of trade in the 
absence of sterhng and dollar devaluations. But it is certain that 
in the actual situation, including devaluations, the real burden of 
German foreign debts, instead of mcreasing relatively to the nom
inal amount of debts in accordance with contention of German 
apologists for exchange control, actually decreased. The obstacle 
to devaluation from the angle of the burden of foreign debts was 

1. Cf. statisticg given on p. 392 below. 
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therefore a much less serious matter than represented; and further
more, the magnitude even of the nominal debts had been halved 
since the introduction of exchange control. 

G E R M A N I M P O R T A N D E X P O R T P R I C E S A N D T E R M S O F T R A D E 

(1929= 100) 
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* For data and sources, see p. 392 below. 
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Other arguments directed toward the correction of the German 
exchange disequiUbrium by devaluation in 1935 and 1936 carry 
still less weight. It was held that the measure would usher in a 
period of rapidly rising prices. If, however, the devaluation of the 
Mark were not pressed below the parity of exchange equilibrium, 
no "mechanical" cause of price inflation would exist. Such "psy
chological" factors as a flight of capital to foreign currencies, 

T O T A L V A L U E O P G E R M A N F O R E I G N I N D E B T E D N E S S 

{In billion Reichsmarks) 

Nominal* Realt 

July 31, 1931 23.8 19.27 
November 30, 1931 21.3 17.25 
February 29, 1932 20.6 14.21 
September 30, 1932 19.5 13.45 
February 28,1933 19.0 13.30 
September 30, 1933 14.8 10.36 
February 28,1934 13.9 10.29 
February 28,1935 13.1 10.35 
February 29,1936 12.4 10.17 
February 28, 1937 10.8 9.72 
February 28, 1938 10.0 7.78 
February 28, 1939 9.6 

* League of Nations, Balances of Payments 1937 (Geneva, 1938), p. 110; ibid., 1938 
(Geneva, 1939), p. 58. 

t Compubea from eiport and import price indices as given on p. 392 below. Territorial 
changes in Germany deprive these indices of significance after 1938. 

including the pressure of Jewish emigres' funds and a domestic 
fiight through dishoarding, were already controlled with Draconian 
severity through exchange control and domestic price regulation. 
With vastly less authoritarian control, the Czech Krone and the 
Belgian Franc were, at the same phase of developments, devalued 
without untoward consequences upon domestic prices. It was 
argued in Germany, further, that devaluation would provoke 
foreign retaliations; but the inverse proposition would seem more 
plausible, that it was the persistence and not the termination of 
Mark overvaluation which invited retaliation. Efforts on the part 
of Germany to offset the overvaluation were rather widely (and 
without much discrimination) regarded as dumping, as for example 
by the United States, which imposed special import levies on Ger-



232 EXCHANGE CONTROL IN CENTRAL EUROPE 

man products in response to the German "export-subsidy" tax.' 
Ail in a)], by the close of 1936 the only real argument against 

devaluation was one which rarely came clearly into the light of 
publicity — its incompatibihty with the "active economic policy." 
De-spite the New Plan, foreign trade had taken such a turn that, in 
the words of the Reichsbank report of March 10, 1936, "only the 
most urgent needs of Germany could be satisfied." Once begun, 
economic planning seemed to show an inherent propensity toward 
indefinite expansion. Devaluation would have stopped and 
eventually reversed the tendency, but a totalitarian state does not 
aspire to a reduction of its own importance. The perpetuation and 
intensification of economic principles embodied in the New Plan, 
both in the domestic and foreign trade spheres, was possible, to 
quote a German commentator, because Germany was "willing to 
bear the heavy economic armor, the pressure of which was felt 
always and everywhere, and which narrowly hampered free 
action."^ 

Compare this evaluation with the pronouncements of a recent 
and fervent defender of the German control system. Referring to 
the New Plan, Dr. Fritz Meyer states in his memorandum to the 
Bei^en Conference that 

"the raw material quotas and the preferential allocation of labor for export 
industries led to just such a liberation of goods and services from domestic 
consumption as there would have been under the price mechanism of a free-
exchange economy. . . . And because the sale of exports involves a pricing 
problem not solved by the mere liberation from domestic consumption, the 
additional export procedure pushes the level of export prices down as far below 
the general domestic price level aa competition requires."^ 

Upon this basis Meyer is ready to reach the conclusion that 

"the German exchange control is a new monetary system, which, of all systema 
existing at the present, embodies in the purest way the fundamental principle 
of the classical gold standard, that ig to say, the maintenance of a stable 
exchange rate by adjustment of the domestic price level." 

1. League of Nations, World Ecooomic Survey 1935-1936 (Geneva, 
1936), p. 200. Countervaihng import duties from 22}4 per cent to 56 per 
cent ad valorem were placed on many German products imported into the 
United States. 

2. H. Schumacher, op. cit., p. 225. The tense of the verbs has been 
changed. 

3. Fritz Meyer, "Devisenbewirtschaftung ala neue Wahrungsform," 
WeltwirtschaftJiches Archiv, Vol. 49, No. 3, pp. 465-466. 
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Were the "stable exchange rate" represented by the official value 
of the Reichsmark actually achieved by an "adjustment" of prices 
within Germany, it would be pointless to proceed, as we do in the 
next section of our analysis, to a discussion of the overvaluation of 
the Mark. Equilibrium would have been brought about by defla
tion. Alternatively, a reduction of the official value of the Reichs
mark would have removed the difficulty which Meyer refers to 
tactfully as "a pricing problem not solved by the mere Kberation 
(of resources) from domestic consumption." When the German 
authorities rejected these alternatives, they also rejected the "fun
damental principle of the classical gold standard," which is its 
automatic or quasi-automatic operation. According to Herr Funk, 
the Minister of Economics, the export trade involved some 40,000 
separate transactions daily, with upwards of 40 forms to be filled 
out for each transaction.' This may be suitable to the purposes of 
the totaUtarian state, but it can scarcely be thought compatible 
with the principles of an international gold standard. 

T H E O V E R V A L U A T I O N O F T H E M A R K 

To define the equilibrium rate of exchange formally is one 
thing; to determine its value empirically is another. When the 
question involves the degree of overvaluation of a currency during 
profound economic and financial disturbances, especially when the 
ordinary economic variables such as commodity prices, wages, 
interest rates, exports, imports, and capital movements are subject 
at every turn to authoritarian interference such as "price stops," 
subventions, quotas, tariffs, and exchange control, the problem 
becomes formidably intricate. The equilibrium rate itself has been 
definitively described by Pigou as the rate which satisfies the 
condition for commodities entering into international trade that "a 
unit in the country of export shall buy a claim in the country of 
import to a unit minus the cost . . . involved in sending it there"^; 
or in other words, that aside from discriminating monopoly, 
profitable international arbitraging operations in commodities are 
impossible. But this definition, however logically invulnerable, 
involves something "easier said than done," for it does not afford 
more than an indication of the economic facts relevant to equihb
rium, nor more than a vague suggestion as to what statistical 

1. Guillebaud, op. cit., p. 222. 

2. A, G. Pigou, Essays in Applied Economics (London, 1923), p. 157-
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Operations would be required for computing the rate. The Cassel-
ian purchasing power parity does indeed provide a definite fine of 
attack; and, in the relative form used exclusively since its modifica
tion by Cassel himself, this computed parity indicates the equilib
rium rate, provided a base year of relative equilibrium can be 
discovered, provided capital movements, relative intensities of 
international demand, and the differential values of tariffs and 
costs of transportation between the countries involved have not 
changed much since the base year, and provided finally there have 
been no devaluations.' 

One objection to purchasing power parity — that, following a 
foreign devaluation, prices either at hOme or abroad must adjust 
to the new parity rather than vice versa — loses its force when, as 
at present, the discussion does not assume as a datum the gold or 
gold-exchange parity of the home currency, but instead enquires 
how large a devaluation in the home currency would be necessary 
to estabhsh equilibrium. Another compfication is present but not 
crucially important—can any year be found sufficiently representa
tive of international equilibrium to serve as a base? The stabifiza-
tion of the pound in 1925 is commonly supposed to have settled 
upon too high a level, and the valuation of the franc after 1928 to 
have followed too low a level.^ Furthermore it was undoubtedly 
true that an international price system was imperfectly realized in 
these years, if it is rigorously defined as requiring that "not only 
wholesale prices, but costs of Uving, wages, and interest rates are 
in perfect harmony."^ But as Hgou insisted, though incomplete 
economic equilibrium can easily jeopardize exchange equilibrium, 
the latter can be perfectly realized without a thoroughgoing eco
nomic equihbrium; and for practical purposes^ moreover, approxi
mate allowances can be made for the pre-crisis under- and over
valuations. The most serious obstacle to the employment of pur
chasing power parity for European currencies since 1931 is the dis
tortion of the prices of internationally traded items from general 

1. As to why and how these changes distort purchasing power parity 
away from true equilibrium, cf. Howard S. Ellis, German Monetary Theory, 
1905-1933 (Cambridge, 1934), Ch. X V I ; and idem, "The Equilibrium Rate 
of Exchange," Ch. I l l in Explorations in Economics (New York, 1936), pp. 
26-31. 

'2. League of Nations, World Economic Survey 1934-1935 (Geneva, 
1935), p. 50. 

3. J. B. Condliffe, "Exchange Rates and Prices," Index, Vol. 10, No. 
109, p. 5. 
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domestic prices such as are embodied in wholesale or cost of living 
indices. Of the forces underlying this distortion, capital exports 
were most potent as long as they persisted; but we are probably 
warranted in ignoring them after the imposition of exchange con
trol, and certainly warranted after the resort to complete mora
torium. 

Thus far the limitations upon purchasing power parity as a 
measure of overvaluation are not in the aggregate serious. Let us 
examine the results of this sort of calculation in the German case. 

G E K M A N W H O L E S A L E P B I C E S E X P R E S S E D A S P E R C E N T A G E S 

O F B R I T I S H W H O L E S A L E P R I C E S B Y Q U A R T E R S * 

(1925-1927 = 100) 

I I I I I I I V 

1931 111.33 112.02 117.22 143.28 
1932 141.62 138.43 145.74 150.33 
1933 145.59 147.31 151.39 156.72 
1934 160.53 165.36 171.27 177.22 
1935 178.41 173.03 171.56 166.96 
1936 168.12 168.75 162.40 159.04 
1937 147.76 143.87 148.39 155.69 
1938 160.66 166.48 175.63 186.17 

* T o make allowance for an approiimate 10 per cent overvaluation of sterling ( 1 9 2 5 -
1931), British wholesale prices were first adjusted upward by 11.1 per cent. For the underlying 
series, cf. p. 138 below. 

In a literal sense we have here simply a numerical expression of the 
relative degrees of general monetary deflation and inflation as 
between England and Germany. For the very long run, and in the 
absence of special one-sided obstacles or stimuli to trade, these 
figures would show the approximate overvaluation of the Mark. 
But we are dealing with the short run and with a situation pre
eminently characterized by one-sided forces which distorted the 
effective prices of internationally traded goods and services away 
from general domestic price levels. To ignore this crucial difference, 
as Cassel apparently did in estimating the Mark to be 57 per cent 
overvalued in 1934,^ is to overlook the entire gamut of devices by 

1. Gustav Cassel, "Ein Gleichgewichtsproblem," Skandinaviska Kredit-
aktiebolaget, January, 1935, p. 2. Cassel correctly took as the basis Enghsh 
prices converted to a gold basis for purposes of comparison with a Germany 
still using an official gold Mark. In this way he at least avoided the error of 
the Economist, which employed Enghsh "paper" prices and thus arrived at a 
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which Germany sold her wares at prices below her own wholesale 
prices converted to foreign money at the official Mark parity, that 
is, the widespread use of various categories of cheap "blocked 
Marks" and the resort to export subsidies. These procedures 
cause the estimates of overvaluation in a simple purchasing power 
parity calculation to exceed the overvaluation of the Mark in 
effective prices to foreigners. We cannot therefore employ this 
parity itself, but in conjunction with other facts we shall find it 
very useful at a later juncture. 

The extensive use of blocked Marks for German exports has 
not unnaturally suggested to certain writers' that the discount 
upon these subterranean varieties of the Mark might be employed 
as a measure of its overvaluation. Against this stands the attitude 
of authorities in Germany that discounts upon blocked Marks have 
nothing whatsoever to do with a devaluation of the German stand
ard nor, by impHcation, with an artificially high official Mark rate. 
Even the term "blocked Marks" was for a time shunned by the 
German Hterature in favor of "blocked accounts"; and this termi
nological nicety was taken as proof that the blocked accounts, 
negotiable at a discount, had no connection with the Reichsmark.^ 
This attitude, it need scarcely be said, is completely specious. Yet I 
should agree with Professor Harris when he maintains that 

" the degree of depreciation obtained by calculating a weighted average of 
the price of naarkg on exchange markets does not give us the proper correction. 
The German subsidy method . . . for a given depreciation of the mark is much 
more effective than a corresponding depreciation of sterhng (say). The Ger
man bounty is obtainable only when it counts, a condition which does not 
prevail under usual conditions of depreciation. For this reason, a depreciation 
of the mark of 25 per cent, ceteris paribus^ may well be as effective in ridding 
the country of overvaluation as a depreciation of 35-40 per cent elsewhere."' 

Balogh's phj'ase "selective depreciation" aptly characterizes the 
serious underestimate of Mark overvaluation in June, 1934, at 15 per cent 
against sterling and 27 per cent against the dollar; cf. Economist, Vol. 118, 
p. 1258, and pp. 1378-1379-

1. E.g. Mark Mitm'tzky "Germany's Trade Monopoly in Eastern 
Europe," Social Research, Vol. 6, No. 1 (February, 1939), p. 35. 

2. E.g. Rudolf Eicke, "Sperrgutbaben und ihre VerweodungsmogUch-
keiten," Der deutsche Volkswirt, Vol. 10, No. 18, p. 803; H. Schumacher, 
op. cit., p. 223. 

3. S. E. Harris, "Measures of Currency Overvaluation and Stabiliza
tion," Ch. IV in Explorations in Economics (New York, 1936), p. 43; Harris's 
itaHcs. 
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German system of multiple exchange rates/ and it accurately 
paraphrases Harris's description of the export bounty as "obtain
able only when it counts." But the term "overvaluation" is under
stood by most persons, I believe, to refer to the margin by which a 
single and unique rate of exchange would have to be lowered to pro
duce equilibrium, that is to say, under Harris's "usual conditions of 
depreciation." Unless we were to use the term in a quite strange 
and easily misunderstood sense, the "overvaluation" of the Mark 
cannot be found, at least directly, in the multiple values of 
blocked accounts. 

Bearing in mind the lack of parallel between ordinary devalua
tion and the discriminatory variety, we shall make use later of the 
aggregate amounts applied to the furthering of German exports 
through depreciated Marks. Reflection upon this aggregate 
immediately reveals that it cannot be used in isolation: German 
exports were also furthered by direct subsidies obtained by levies 
upon home industries or simply by an additional item in the 
Reich budget. But when the Economist concluded in the autumn of 
1935 that a 25 per cent devaluation would be necessary to produce 
equilibrium, using only these direct subsidies as a basis for calcula
tion, it Ukewise erred in the direction of understatement.^ The sig
nificant aggregate embraces both the total of discounts on blocked 
Marks and the total direct subsidies of all sorts; and even with this 
aggregate at hand we have only one of the components of a com
plete picture of the overvaluation of the Reichsmark. There is 
therefore small wonder that quotations upon blocked Marks, 
taken in isolation, lack significance. These series are reproduced in 
the statistical appendix^; but they bear little resemblance to other 
and more reliable indices of overvaluation, either in magnitude or 
in temporal variation. 

With respect to one particular category of blocked Marks, the 
Aski, there might appear to be good reason for supposing that the 
prevaifing discount would afford a satisfactory index of Reichsmark 
overvaluation. The Aski were acquired through current exports to 
Germany with full knowledge of their field of utilization, and not 
through frozen debts acquired long before exchange control had 
been contemplated. Their prices were formed by free negotiations 

1. Balogh, op. cit., p. 481. 
2. Economist, Vol. 121, No, 4802 (September 7, 1935), p. 472. 
3. Cf. pp. 397-398 below. 
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between buyers and sellers; and, initially at least, their possible 
uses were quite numerous. From this combination of facts one 
might expect to derive prices which would show directly the rela
tion of German to foreign prices on the significant items of inter
national trade. But almost from the beginning the Aski accounts 
were subjected to curtailment as to uses, the list of Aski countries 
was reduced, and the accounts of nationals of the remaining coun
tries were made the subject of differential treatment. In 1935 
Aski Marks were selling at a 20 per cent discount in the United 
States, 30 per cent in Chile, and 35 per cent in Colombia.^ They 
came to be another instance of "selective depreciation"; and their 
multiple values, just as with the other categories of blocked Marks, 
could not be taken to measure the depreciation which would be 
necessary for Reichsmark currency as a whole. Since 1937 their 
employment has decreased so far as to render the question some
what academic.^ 

Let us turn from the blocked accounts to explore the possi
bilities of a comparison of export prices. This method of estimating 
the equilibrium rate of exchange has been championed by Harris, 
though without special reference to Germany or other exchange-
control countries.^ The advantage of this method is that it elimi
nates the piices of "purely domestic" commodities and costs of 
production, and retains only those actually entering into foreign 
trade, Harris rejects the objection — as I have also *—that 
export prices tend to be uniform the world over, if allowance is 
made for transportation costs and exchange rate, upon the basis of 
convincing empiric evidence to the contrary. What results are 
obtained from the export price comparison for Germany, taking 
export prices in England as the "other country," not only because 
of its own importance in German trade but also because of its 
representing the entire sterhng bloc? Such a computation would 
seem to lead to the conclusion that if, as the index shows, the pound 
and Mark were in equilibrium at the prices and exchange rates of 
1931, a 21 per cent overvaluation of the jNIark had developed by the 
next year, and that the overvaluation had occasionally decreased 
below this figure but did not rise appreciably above it through 

1. Neue Zurcher Zeitung, October 29, 1935. 
2. Economist, Vol. 136, No. 5007 {August 12, 1939}, p. 321. 
3. Harris, op. cit., pp. 41-42. 
4. Explorations in Economics, pp. 28-29, and n. 3. 
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1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 

1. British Goldt 111.1 104.3 84.1 60.4 56.8 52.7 50.3 52.4 67.0 56.1 
Exportr Prices 

2. German Es- 100.0 94.1 82.0 71.6 64.7 62.0 59.0 60.0 64.0 67,1 
port Pricest 

3. 2 as percent- 90.0 90.2 98.1 118.5 113.9 117.6 117.2 114.5 U2.3 119.6 
age of 1 

* League of Nationa, Review of World Trade 1938 (Geneva, 193S), pp. 74, 78-79. 
t British export prices iiave beeq adjusted upward by 11.1 por ceat to allow for a 10 per 

cent overvftluatioo ot sterling in 1927-1929. 
t German prices for 1938 refer to the old Rdch esdudinc Austria but including Sudetcn-

Und for the Last quarter of the year. 

1938. But this result diverges radically not only from general 
observation but also from other computed Mark parities on which 
it is possible to place greater reliance. The obvious shortcoming of 
the export price comparison for Germany is its failure to allow for 
the sale of special kinds of Marks below official parity and for the 
sale of goods at less than cost of production through export sub
sidies. But can we not utilize the export price parities by making 
allowance for these authoritarian methods of supporting exports? 

The German government took great care to spread a veil of 
secrecy over its export subsidy system. No information has been 
divulged through regular channels, and German firms were even 
forbidden to enter the sums received in their books. We have 
therefore to rely upon scattered estimates occasionally published 
abroad. The export subsidy raised by the levy upon German 
industry and commerce after June, 1935,' amounted to a 2-3 
per cent turnover tax; in 1935 it was expected to yield 700,000,000 
Reichsmarks from industry and 300.000,000 Marks from commerce 
and the banks, and in 1936, 600,000,000 Marks from industry, 
300,000,000 Marks from agriculture. Actual proceeds fell short by 
100,000,000 Marks in 1935, but came up to expectations in 1936. 
For 1937 and 1938 the levy for exports ranged between 800,000,000 
and 1,000,000,000 Marks.^ It is even more difficult to ascertain the 
extent of support given to expoi"ts b y means of blocked Marks and 

1. A law empowering the Reich Chamber of Economy to impose such a 
levy was promulgated on June 29, 1935, but the levy is known to have been 
in force de facto for several months previous to this date. 

2. Economist, Vol. 121, No, 4802 (September 7, 1935), p. 472; Neue 
Ziircher Zeitung, April 30, 1936. 

G E R M A N AND B B I T I S H E X P O R T PRICES* 

{1927 = 100) 
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It would be rash to conclude from these figures, however, that the 
percentage of subsidy bad fallen markedly in 1937 and 1938. By 
this time most of the German trade with Southeastern Europe, 
including Czechoslovakia, had been brought under domination of 
the German clearing system and the sphere of influence of the 
Mark, and we are safe in assuming that no subsidies were required. 
Eliminating the one-sixth of German exports which went to this 
region and distributing the subsidy over the remainder, we arrive 
at percentages of subsidy for 1937 and 1938 in the neighborhood of 
35 per cent. There is a temptation to regard these percentages, 
running at about the level of 35 per cent for the years 1935-1938, 
as directly expressing the overvaluation of the Mark; but a truer 
account is given by these figures in conjunction with certain 
others. 

Let the reader compare for himself three intimately connected 
phenomena, the interrelation of which we have indeed adumbrated 
but never before made expUcit — German wholesale prices in 
comparison with wholesale prices abroad, German and foreign 
export prices, and the German export subsidies.^ Each of these 
ratios has been proposed in some quarter or other as the measure of 
Reichsmark overvaluation, but it is only the composite of all three 
which reveals the actual situation. Tor reasons presently to be 
dwelt upon, no attempt is made to assemble these series in tabular 

1. Financial News, November and December, 1937. Economist, Vol. 
133, No. 4973 (December 14, 1938), p. 694. 

2. Gf. pp. 235, 239 above. 

the repurchase of Gennan bonds, but it has been estimated for the 
four years 1935 through 1938 at 600, 700, 700 and 500-600 milUon 
Marks.^ Applying these figures to exports, we obtain the following 
picture of government subsidies. 

GERMAN EXPORT SUBSIDIES, 1935-3938 
(in million Eeiehsmarks) 

Blocked Marks 
Proceeds of and Bonds Total Funds Perceotase 

the Tax Repurchased tor Subsidy Exports ot Subsidy 

1935 900 600 1500 4270 37.5 
1936 1000 700 1700 4768 35.6 
1937 800-1000 700 1500-1700 5911 25-30 
1938 800-1000 500-600 1300-1600 5263 25-30 
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form in order to oiTer precise numerical statement of the overvalua
tion. Yet it will be apparent that the series articulate with one 
another. Over the period 1935-1938 for which estimates of export 
subsidy exist, the percentage of subsidy at 35 per cent to 37 per cent 
very nearly, though not completely, fills the gap between the excess 
of German over British wholesale prices (moving most of the time 
between 48 per cent and 78 per cent) and the excess of German over 
British export prices (12 per cent to 20 per cent). None of these 
circumstances is surprising, and they house with one another har
moniously. A complete bridging of the gap between the relation of 
wholesale prices at home and abroad and the relation of German 
and foreign export prices is not to be anticipated, because of the 
economical appfication of devaluation through differential rates 
on various goods to various countries.^ Export prices were, in 
other words, reduced below the high level of wholesale prices in 
Germany by a greater amount than a simple average of subsidy 
per unit. On the other hand, even this adroitly apphed subvention 
did not suffice to offset the relatively high domestic prices, with the 
result that export prices remained from 12 per cent to 20 per cent 
higher than the British. This result made itself felt in a decline of 
German exports from 12 per cent of world exports in 1931 to eight 
per cent to nine per cent over the period 1935-1939, a decUne in 
relative share of one-third to one-fourth.^ With regard to the prices 
foreigners were actually paying for German goods, the Mark was 
on the average overvalued by 12 per cent to 20 per cent; with 
regard to the relation of internal prices at home and abroad wfiich 
would have been significant for a unique and general devaluation, 
the Mark was overvalued from 50 percent to 75 percent, i.e. requir
ing a devaluation by 33M per cent to 43 per cent. 

There are three notable circumstances which would point to 
an overvaluation in fact exceeding even the upper limit of the 
estimates. In the first place, it is improbable that the export sub
sidies were sufficient to prevent actual loss to many firms on 
certain exports, the magnitude of subsidies being calculated only 
to preserve a modest competitive profit on a year's operations. 
Normal considerations of profitability had frequently to give way 
before the onslaught of propaganda in favor of the so-called 
"foreign exchange principle" (Devisenprinzip) as against the ordi-

1. Cf. pp. 236-240 above. 

2. Cf. p. 393 below. 
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nary "foreign trade principle" (Kostenprinzip).' Furthermore, the 
formation of an exchange-control bloc under German domination 
made it possible for Germany to push her exports by a variety of 
devices other than the reduction of export prices. Both of these 
circumstances pertain to the comparison of export prices, and make 
the German prices lower than they would be under the ordinary 
competitive conditions which underhe the traditional concept of 
equilibrium rates of exchange. The third qualification, on the other 
hand, pertains to the comparison of wholesale prices figuring in the 
purchasing power parity concept. For years the German authori
ties have been intent on suppressing any tendency of prices to rise. 
It is not inconceivable that one part of the "suppression" should 
have been the resort to statistical maneuvers such as the not alto
gether disingenuous shifting of base years, weighting system, or 
sampling, which might retard the advance of price indices.̂  Another 
part of the suppression was, of course, the decreeing of maximum 
prices and the introduction of rationing practices which constrained 
the depreciation of the Mark within narrower limits than otherwise. 

For 1939 a sudden and considerable rise in overvaluation 
seems probable. The attainment of full employment, the scarcity 
of certain kinds of labor and raw materials, and the increased 
pressure on production from the side of armament surely point in 
this direction; and the reported doubling of the export subsidy tax 
is consonant with this development.' 

Loss A N D G A I N IN B I L A T E R A L T R A D E 

A. German Import Prices. 

(1) General Observations. An overvalued currency unit 
usually signifies that the country secures in international trade 

1. Fritz Huhle, op. cit,, p. 191; John Brech, " D e r modeme Merkan-
tilismus," Wirtschaftsdienst, 1934, No. 26, p. 875. 

2. When Mr. Guillebaud pleads that "one moment's reflection will 
show" that publication of two sets of figures for official and pubhc use is not 
practicable, he should be reminded of a similar question, much discussed in 
the 'twenties, with respect to Russian statistics. At that time one of the 
foremost authorities in Russian economics, the late Professor Zagorski, very 
convincingly showed that double sets of figures were actually in use, at least 
as far as concerned certain parts of the published Russian materials. Cf. 
Gudlebaud, op. cit., p. vi, and S. Zagorski (Russian text), The Economic 
Situation in Russia (Paris, 1926), p. 134. I am obhgated to Dr. Gerschenkron 
for the exploration of thig work in Russian. 

3. Economist, Vol. 133, No. 4975, p. 694. 
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more /avorable barter terms than othermse; its exports fetch more 
and its imports cost less than they would at an equilibrium rate 
of exchange. The overvaluation of the Mark with respect to non-
exchange-control countries, however, produced a less favorable 
turn to Germany's barter terms than might be expected if account 
were not taken of the large amount of exporting at rates below the 
official Reichsmark parity. Furthermore, in clearing and compensa
tion trade, the German authorities occasionally took some account 
of the artificiality of the Reichsmark rate, though the concessions 
seldom were enough to realize anything approaching a true rate. 
In the last four or five years preceding the present war, upwards of 
80 per cent of German trade went through clearings and com
pensations. Rates of exchange in these relations were subject to 
constant maneuvers, varying strikingly between partner countries. 
Trade with countries having free currencies also passes through 
special rates depending upon the particular country and the partic
ular variety of blocked Mark involved. In the section just con
cluded we have seen that the overvaluation was incompletely offset 
by these special rates and by direct subsidies, and that an uncov
ered margin of 15 to 22 per cent in comparison with England still 
remained on the average. How much of an advantage accrued to 
the German economy by selling goods at this artificially high price 
margin, and to what extent the gain was offset by subsidy costs and 
other forms of non-economic exporting would be interesting facts 
for the student of exchange control. But the intricacy of the situa
tion, the suppression of relevant information, and the impossibility 
of knowing how matters might have stood regarding the terms of 
trade in the absence of the course actually taken combine to make 
this particular phase of exchange a closed book. 

Some indication of actual developments in the matter of the 
"gain" of foreign trade may nevertheless be derived from compari
sons between the costs of imports from exchange-control and from 
free-payments countries. It does not answer the question concern
ing aggregate gain, which is probably a theoretical and statistical 
surd, even in the absence of compfications set afoot by exchange 
control with an overvalued monetary standard; but it does some
thing toward showing which way the wind blew. Let us proceed to 
this inquiry. 

The forcing of trade into bilateral channels after 1931, par
ticularly after 1933, produced a momentous dislocation of German 
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Importe BipoTta 
Europe Rest Europe Rest 

1931 55.9 44.1 8 1 . 0 19.0 
1932 53.6 46.4 81 .0 19.0 
1933 54.3 45.7 7 8 . 0 22.0 
1934 57.5 42.5 7 6 . 6 23.5 
1935 61.6 38.4 7 3 . 2 26.8 
1936 59.8 40.2 7 0 . 7 29.3 
1937 55.6 44.4 69.3 30.7 

* Far Bource and tuller data, c(. p. 385 below. 

exports away from European towai'd more distant markets. Not 
only did this entail mounting costs of placing German products at 
the doorstep of the final buyer, but also the loss of triangular trade 
through which Germany bad traditionally paid for her purchases 
of overseas raw materials by her European export surplus.' The 
evolution of German imports over the same period is not dominated 
by the same trend. Until 1936 Germany was apparently unable to 
maintain the former proportion of overseas purchases through the 
increasing pressure of European clearings; but the elaboration of 
clearing and compensation arrangements thereafter, especially with 
South American countries,'* made good the loss, at least in the 
proportion of imports. Within the broad class of European imports, 
however, there was a consistent and persistent drift away from the 
western European creditor nations — Great Britain, France, Bel
gium, the Netherlands, and Switzerland — as follows; 

1931 23.2 1935 20.3 
1932 20.6 1936 18.4 
1933 20.9 1937 17.7 
1934 20.7 1938 16.9 

The successive reductions of German debt service preclude the 
explanation that imports fell in response to the development of a 

1. The developments shonu in the foregoing percentages of European 
and non-European trade are still more marked if allowance is made for the 
fact that the statistics included Turkey under Asia to 1936 but thereafter 
under Europe. If the former classification ia retained, we obtain the following: 

Imports Eiports 
Europe Rest Europe Rest 

1936 57.0 43.0 69.0 31.0 

1937 53.8 46.2 67 .4 32 .6 
2. Cf. pp. 217-218 above, and pp. 386-387 below. 

G E K M A N T R A D E WITH E U R O P E A N D T H E R E S T O P T H E W O R L D 

A S P E R C E N T O F T O T A L * 
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capital surplus in the balance of payments; the explanation lies in 
the difficulties of making purchases with strong currency coun
tries, and in Germany's increased economic and political interest 
in Southeastern Europe. 

The violent shifting of exports during the course of exchange-
control history from European to overseas countries and of imports 
from Western to Southeastern Europe brought its economic cost; 
bilateralism inevitably narrows the range of markets for both sell
ing and buying, as emphasized in the introductory chapter.^ Dur
ing the period when bilateral trade under clearings was officially 
regarded as the nefarious work of foreign creditor nations, it was 
permitted to speak of the unfavorable results of this sort of trade; 
candid expressions of disapproval were widespread.^ In 1935 the 
Institute for Business Cycle Research (Berlin) could venture to 
reveal the illuminating figures on page 89 regarding import costs 
from clearing and non-clearing countries. 

Most dramatic are the excesses of clearing over non-clearing 
prices in the cases of oil, cotton, and wool, which show margins in 
the third quarter of 1935 of 45 per cent, 24 per cent, and 24 per 
cent. A decline in the price of petroleum on free-currency markets 
in 1935 was actually accompanied by a rise in the clearing price. 
Not all prices throughout the three-year period reveal the same 
tendency, but in general there is a striking preponderance of prices 
iu clearings exceeding the free-currency levels. Oil fnnts and seeds 
depart from this pattern only in the last quarter included. For 
lumber there is a revereal of the general tendency in 1934 and in 
the third quarter of 1935; but the absence of an official clearing with 
Austria, an important source of German supply, and the inclusion 
of Austrian imports through the device of compensation under 
"non-clearing" countries account for this change. In the case of 
cotton in 1933 and 1934, the crop and marketing restrictions of the 
United States are responsible for the deviation. Copper in 1933 
represents the only extreme reversal of a general tendency for the 
German import prices through clearings to exceed the prices through 

1. Cf, p. 25 above. 
2. Cf. Huhle, op. cit., p. 206, and idem, "Da» Clearingw&sen jm Aussen

handel vom deutschen Standpunkt aus," Jahrbiicher fiir Nationalokonomie und 
Statistik, Vol. 146, No. 2, pp. 171-205; ReichskreditgeseUsohaft, Germany's 
Economic Development in the First Half of 1938 (Berlin, 193S), p. 48, and 
idem, Germany's Economic Situation at the Turn of 1937-1938 (Berlin, 
1938), p. 50; Eenning, op. cit,, p. 58, 
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Commodities 1933 1934 

First 
half 
1935 

Third 
quarter 

193S 

Wool 1,345 1,791 1,524 1,747 
b 1,540 1,833 1,692 1,902 
c 1,218 1,756 1,269 1,526 

649 651 797 848 
b 490 592 898 964 
c 658 663 708 780 

55 53 5 1 5 3 
b 65 51 51 5 1 
c 54 55 51 5 9 

Oil fruit and oil seed , . . . a 117 99 110 121 
b 133 114 123 121 
c 109 89 102 121 

Petroleum and its 
derivatives .. a 48 44 4 4 4 2 

b 65 57 5 3 5 5 
c 47 43 41 38 

494 423 357 382 
b 526 426 357 383 
c 444 421 357 380 

• V. X. K., Vol. 10, No. 3, Part A (1935, N. S . ) , p. 323. 

free exchange. In view of the importance of this matter it seems 
advisable to select the most eUgible commodities for further statis
tical investigation, and to subject them to more detailed analysis.' 
The case of cotton affords a particularly intimate view of the opera
tion of bilateral trade; copper and wool present less simple cases, 
but general tendencies are nonetheless discernible. 

(2) The Costs of German Imports of Cotton. The analysis of 
German imports of this commodity includes: the physical volume 
and the total value paid for imports of cotton by countries of 

1. The choice of commodities for investigation is narrowly hmited by the 
available statistics. The extension of clearings in many cases completely 
eliminated imports from free-currency countries, and thus eUminated the possi
bility of price comparisoas. In other cases different commodities are embraced 
under one customs heading. Finally, the reorganization of the German trade 
statistics in 1937 prevented the continuance of price comparisons beyond 
that year. 

A V E R A G E S I M P O R T P R I C E S O F I M P O R T A N T R A W M A T E R I A L S 

P U R C H A S E D B T G E R M A N Y F R O M C L E A B I N Q 

A N D F R O M N O N - C L E A R I K Q C O U N T R I E S * 

(ID Reichsmarks per metric ton) 
a, AU Countries; b, Clearing Countries; c, Non-Clearing Countries 
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origin; the relative shares of each of these countries in the total 
importation; the average import price paid by Germany as a per
centage of the world price; and finally, the ratio of prices obtained 
from Germany by specific clearing countries to prices obtained by 
a non-clearing country. The figures of physical volume show a 
strong shrinkage of cotton import; even in 1936 and 1937, in the 
midst of a high degree of employment in Germany, this import fell 
short even of the crisis year of 1931.' On the whole, however, 
exchange control and clearing did not lead to as great a collapse as 
might be expected: cotton imports persisted at about three-fourths 
the pre-crisis level. It is not in the total volume but in the alloca
tion of imports and the costs that we see the disruptive force of 
bilaterafism. 

Before 1931 something like two-thirds to three-fourths of 
German cotton imports were obtained from the United States, 
about one-tenth from British India, and about one-fifth from Egypt. 
Only minor variations in the share of these three suppliers occurred 
before 1934: the Indian share declined somewhat, but the United 
States maintained its predominating position. The introduction 
of Schacht's New Plan in 1934, with its intensified drive for bilater
aUsm of trade, changed this scene completely, as may be seen by a 
comparison of 1934 and 1935 with the preceding years in Table 1. 
The share of the United States in German imports of cotton fell 
abruptly to Uttle more than one-fourth; Egypt doubled its relative 
pre-crisis share; Brazil rose in an astonishing fashion from almost 
nothing to one-fifth; and Turkey appeared upon the fist of coun
tries, \vith a modest share it is true, but evidently because cotton 
culture was introduced with the sole purpose of supplying Germany. 
British India maintained its approximate position, but this was 
possible only through a cost to Germany which we presently 
explore. 

Later developments did not substanriaJly alter the now situa
tion of 1934-1935. Imports from Brazil fell temporarily in 1936 to 
half their 1935 level and recovered the ground lost by 1937. This 
sudden decUne was caused by the termination of the German-
Brazilian clearing agreement at the instance of Brazil, allegedly 
(in Germany) because of pressure by the United States,^ but in 

1. Cf. p. 150 below. 

2. Reichskreditgesellschaft, Germany's Economic Development in 1935, 
p. 55, 

file:///vith
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A DECADE OP GERMAN IMPORTS OP COTTON 5 

I. SHARES OP INDIVIDUAL EXPORTING COUNTRIES AS PERCENTAGE OF TOTAL GERMAN IMPORTS* 

1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 GJ 

Egypt 4.13 5.07 5.72 7.83 8.0 8.41 11.25 9.96 9.11 11.68 s 
British India 10.41 12.01 12.91 9.89 5.5 8.10 9.41 8.09 11.94 10.45 § 
U. S. A 72.93 70.50 68.37 67.55 75.0 72.09 55.12 26.72 35.95 33.89 ^ 
Turkey .56 .38 .5 .01 1.45 3.88 5.00 2.41 § 
Brazil .16 .15 .89 .66 .05 . . . . 2.07 20.83 11.73 20.04 
Argentina 48 .72 .79 .61 1.1 l . U 1-42 3.65 2.96 1.68 g 
Peru 57 .45 1.38 2.70 2.0 2.05 2.84 6.36 5.78 5.31 ^ 
Mexico 19 .49 .02 08 .89 2.72 2.25 g 

* COMPUTED F COM DSTFT ON P. 390 BELGW. ^ 

fa 
g 
O 
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reality because of the accumulation of a large German clearing debt. 
Exactly the same incident was re-enacted in the summer of 1939; 
the same reason existed for the Brazilian action, and the same 
allegations reappeared in Germany.^ The abrupt cutting off of 
producers' outlets, illustrated in these cases, plays havoc with the 
economic calculations of the individual, puts production plans 
upon a hand-to-mouth basis, and adds to the inevitable faux frais 
of clearings.* 

The diversion of German cotton imports to Egypt and Brazil, 
in consequence of the necessity of employing clearing balances 
wherever they were available, was bound to produce unfavorable 
effects on the German textile industry, quite aside from the price 
of raw cotton. The use of high quality, long staple Egyptian cotton 
for the coarse cotton fabrics produced for domestic consumption 
raised the cost of these textiles and led to a series of decrees fixing 
prices and restricting output.^ Brazilian cotton was coarse and 
ill-adapted to the German textile machinery, and here again costs of 
production mounted. German firms found themselves compelled, 
partly by economic necessity and partly by authoritarian action, to 
resort to domestic linen and rayon yarns.* Such shifts as these, in 
some cases to better and frequently to inferior quahties in textile 
manufacture, affect the cost of li\'ing. If only better and more 
expensive quahties are available, or if the standard textiles undergo 
deterioration, an index of the cost of Hving based upon the previous 
grades conceals a real sinking of the standard of living. As a result 
the almost horizontal course of this index for long periods together 
has to be taken with due reservations.* 

But the increased cost of production arising from technically 
or economically inappropriate grades of raw cotton pales into 
insignificance compared with the rise in import prices paid in 
bilateral trade. On rare occasions direct quotations were made of 
free and clearing import prices. Thus Egyptian cotton was 
quoted in October, 1936, at 105.6 Reichsmarks per 100 kg. in free 
exchange and 125.0 Reichsmarks in barter, with corresponding 

1. Reichskreditgesellschaft, Germany's Economic Situation at the Turn 
of 1938-1939, p. 110. 

2. Cf. E. C. D. Rawhng, Economic Conditions in Germany, Department 
of Overseas Trade (London, 1936), p. 123. 

3. Cf. pp. 205-206 above. 
4. Rawhns, op. cit., pp. 123-127. 
5. Cf. Figure 23, p. 210 above. 
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figures for October, 1936, at 82.2 and 121.5 Reichsmarks.^ However 
dramatic such facts may be, actual quotations appeared so infre
quently, especially as in this case for imports from a specified 
country, that we must proceed by the indirect method of dividing 
the pubHshed customs returns on total value of cotton imports 
from a particular country by the recorded volume. The results are 
shown in Table II, which serves as the basis for Tables III and IV. 

In Table III, the average price paid by Germany for cotton 
imports is expressed in line five as a percentage of the world market 
price. It will be noted that, though this percentage is subject to 
lips and downs both before and after the institution of exchange 
control, the level about which variations occur is noticeably higher 
during the later period. This is true even with the data utiUzed in 
Table II ; but the relative height of German import prices would be 
much greater in 1936 and 1937 if we were to employ the isolated 
data for these years suppHed by the Dresdner Bank. The average 
import prices of 910 and 930 Reichsmarks for these years give 
relatives of 132 per cent and 107 per cent. 

Of considerably greater significance is a comparison of the 
German import price for cotton from three typical clearing coun
tries with the world market price for cotton from the same coun
tries. For ease of comparison these prices have been expressed in 
Table IV as percentages of the current price on American cotton. 

We perceive from Table IV the following: (o) The price for 
German imports of Egyptian cotton showed no tendency to follow 
the American price. Thus Germany had not only to purchase the 
more expensive grade of cotton but also to pay much more for it than 
countries purchasing outside the clearings on the world market. 

(6) Cotton import prices from British India reveal the same 
non-competitive character. Having varied between 70 and 80 per 
cent of the American price until 1935, the Indian price sprang to a 
new level of 95-97 per cent for the next three years. The volume 
of cotton imports from British India, as we remarked before,^ was 
maintained; and it was maintained in the teeth of paying the Ameri
can price for an inferior grade of cotton. It is interesting, further
more, to observe that, despite the discontinuance of compensation 
deals with India in 1937,̂  the German import price for cotton 
remained stable. This seems to indicate clearly that, once trade 

1. Reichskreditgesellschaft, Germany's Economic Situation at the Turn 
of 1937-1938, p. 50. 

2. Cf. p. 247 above. 
3. On February 24, 1937. Cf. R E 22/37, D . St. 10/37 Ue. St. 
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II. PRICE OP IMPORTED COTTON BT INDIVIDUAL COUNTRIES* 

(In Reichsmarks per metric ton) 
1928 1029 1930 1931 1932 1933 1S34 1935 1933 IB37 

Egypt 2,507 2,416 1,858 1,265 946 918 872 998 1,104 1,055 
British India 1,480 1,334 988 696 584 532 476 640 666 646 
U. S. A 1,833 1,839 1,440 919 682 683 664 670 666 660 
Turkey 

1,833 
1,321 884 759 753 845 1,006 905 986 

Brazil 1,830 1,749 1,523 990 442 - - ' 872 1,112 1,007 927 
Argentina 2,038 1,976 1,526 939 674 752 735 945 902 971 
Peru 1,961 2,316 1,571 1,075 811 793 807 1,023 1,074 1,119 
Mexico 1,880 2,069 1,389 675 1,109 902 903 

Average 1,719 1,709 1,340 886 686 649 651 830 793 787 
* Computed from data on p. 390 below. 

A DECADE OF GERMAN IMPORTS OF COTTON 

III. GERMAN IMPORT PRICE AND THE WORLD MARKET PRICE 

1923 1929 1930 1931 1932 1933 1934 1935 1936 1937 
1. Average German Import Price* 

1,717 1,709 1,340 886 686 649 651 830 793t 787t 
2. World Market Price (New York)J . . . . 1,856 1,771 1,257 793 596 624 681 654 6g2§ 865 
3. Index of German Market Price 100 99.5 78.0 51.6 39.9 37.8 37.9 48.3 46.2 45.8 
4. Index of World Market Price 100 95.4 67.7 42.7 32.1 33.6 36.7 35.2 37.3 46.6 

131.5lf 107.01 
6. 92.5 96.5 106.6 111.8 115.0 103.9 95.5 126.9 114.6 90.9 

* StattstischeB Jahrbuch fdr daa Deutsche Reich. 
t Concernine the 1936 and 1937 German import prices, ct. p. 250 above. 
t Ueichskieditgeaellschaft, Germany's Economic Development in 1936 (Berlin, 1937), p. 66. 
j Price in May, 1936. 

Price in April, 1937, 
Dresdner Back, Statifeche Ubersiohten der volkewirtephaftlichen Abteilung, No. 11 (November 30, 1938), p. 682, and No. 2 (February 28, 1939), 

2 

a: 

8 SI 

o 

to 
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A D E C A D E O F G E R M A N I M P O R T S O F C O T T O N 

IV, G E R M A N I M P O R T P R I C E S A N D W O R L D M A R K E T P R I C E S A S 

P E R C E N T A G E S O F T H E A M E R I C A N ( U N I T E D S T A T E S ) P R I C E * 

1931 1932 1933 1934 1935 1936 1637 

GermaD Import Prices 
Egypt 137 136 134 131 148 165 159 
British India 75 84 77 71 95 96 97 
Brazil 107 131 165 151 140 

World Market Prices 
Uflited States 100.0 100 100 100 100 100 100 
Egypt 141.1 142.2 110.3 109.2 114.7 118.8 127.2 
British India . . . . 90.0 88.3 75,1 75.6 79.9 74.3 77.1 
Brazil 101.3 104.8 98.8 95.5 96,8 93.7 91.5 

• German import prices aa given in Table I I ; world market pricea from tbe Empire Cotton 
Review (Manchester, England). 

connecrions and channels of supply have been established under the 
au.spices of clearing and compensation, it is not easy to turn to new 
sources. Not only the introduction but also the relaxation of 
exchange control entails costs, and these costs serve as obstacles to 
the removal of control. Ultimately, as Huhle says, the gain to the 
national economy would outweigh the costs of readjustments' but 
the elasticity of economic forces in international trade may be 
seriously impaired in an authoritarian regime, and the new sources 
of supply may be found only after delay. 

(c) Brazilian cotton prices showed a decided falling tendency 
on world markets relatively to the price of the United States, 
finally arindng in 1937 at a margin only 83^ per cent lower; never
theless Germany had to pay for Brazifian cotton in 1935, 1936, and 
1937 prices which exceeded the American price by 65, 51, and 40 
per cent!^ It may be noted that the high price obtained from Ger
many for its cotton exports caused an artificial growth of cotton 
culture in Brazil (at the expense of other crops) and threatened a 
serious overproduction.' From the German angle, in turn, there is 
little doubt that the impact of her own demand, falling upon new 
markets under the influence of bilateral trade, was one of the main 

1. Fritz Huhle, "Das Clearingwesen," loc. cit., p. 205. 
2. Brazihan coffee imports by Germany in 1934 and 1935 took place at 

prices risivg from 63 Reichsmarks to 70 Reichsmarks pet 100 kg., despite the 
decline of prices on world markets. Cf. Wirtschaftsdienst, Vol, 21, No. 1, p. 18. 

3. E. M. Harvey and W . C. Bruzano, Report on Economic and Commer
cial Conditions in Brazil, Department of Overseas Trade (London, October 17, 
1937), p. 100. 
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reasons for the high import prices, not only from Brazil, but also 
from all the other countries covered in the tables, with the excep
tion of the United States. 

(3) The Costs of German Imports of Copper. The statistics of 
German imports by countries^ have little significance for the present 
subject, save for the fact that imports from the United Kingdom 
nearly doubled from 1934 to 1935 under the influence primarily of 
the Anglo-German payment agreement of November, 1934.^ The 
United States lost heavily in relative share throughout the period, 
not as a consequence of exchange control in Germany, but simply 
through the general decUne of our copper exports in competition 
with tbe advent of effective exploitation of deposits in Rhodesia.* 
Our interest centers rather in the behavior of German import prices. 
If we carry through the comparison of these prices^ obtained by 
dividing the annual import volume by the annual import value,* 
with the London price of electrolytic copper, as suggested in an 
analysis by the Reichskreditgesellschaft, we obtain the following 
rather surprising results. 

1. A v R r a g e German 2 . World Market 3. I aa PcrccntaBO 
Import Price* Pricet of 2 

( I D ReictumatLa per metric ton) 
1928 1,269 1,397 9 0 . 8 
1929 1,541 1,714 8 9 . 9 
1930 1,187 1,248 9 5 . 1 
1931 816 800 102.0 
1932 546 5 2 7 1 0 3 . 6 
1933 494 5 0 3 9 8 . 2 
1934 423 4 1 7 101.4 
1935 375 4 2 9 8 7 . 4 
1936 449 5 2 2 8 6 . 0 
1937 665 729 91 .1 

* Statiatiaches Jahrbuch f i jr daa Deutsche Reich. 
t London price of electrolytic copper, from Metallgesellschaft Aktiengeaellschaft, Metal 

Statistics 1 9 2 9 - 1 9 3 8 (Frankfurt a/M., 1 9 3 9 ) ; original series in old gold dollars converted to 
Reichsmarks (SI 4 . 1 9 8 Rm.). 

The most striking aspect of these figures is the fall, ui recent 
years, of the ratio of German import price relative to London price 
to levels below the pre-depression rates. But it is quite improbable 

1. Cf. p. 391 below. 2. Cf. pp. 213-219 above. 
3. For valuable suggestions concerning German imports of copper I am 

indebted to Mr. Francis Mclntyre of the Department of Economii^s, Indiana 
University. I am also indebted to Mr. John S. de Beers for the share of refined 
copper in German imports and the London price of electrolytic copper. His 
friendly criticisms caused me to relinquish the computations of the first pub-
hshed form of this work, and to revise the comparison of German import 
prices of copper with the world market. 

4. Cf. p. 391 below. 



254 EXCHANGE CONTROL IN CENTRAL EUROPE 

that Germany actually secured copper on more favorable terms 
than before 1929: such a situation would be unique amongst all 
imports for which there are data available, and it would be quite 
inexplicable. Furthermore, the semi-official source responsible for 
the data on p. 246 admitted that copper imported into Germany 
over the clearings cost more than copper imported over the free 
relations during two and one-quarter years out of the two and one-
half years covered. We must assume, therefore, that in this case as 
in many others Germany was forced to turn increasingly to im
ports of inferior quaHty. This supposition is borne out fully by the 
factual evidence, which shows that the share of refined copper in 
the total of German copper imports declined from 91.2 per cent 
to a low point of 17.9 per cent in 1936. If we weight the London 
copper price according to the proportion of refined and standard 
copper in German imports in each year, we obtain figures differing 
substantially from those just considered. 

A D E C A D E O P G E R M A N I M P O R T S O F C O P P E R 

G E R M A N I M P O R T P R I C E S A N D W O R L D M A R K E T P R I C E S 

1 2 3 4 5 
Piioe Average 

Refined Margin London German 
Copper in London Price Import 4 as 

ae Percent between Adjusted ! Priced Percent-
of German Standard in R m . per in R m . per age of 3 

Imports* and Refined Metric Ton Metric Ton 
Coppert  

1928 91.2 - 8.35 1,388 1,269 91.4 
1929 76.9 -11 .29 1,669 1,541 92.3 
1930 74.1 -12 .09 1,209 1,187 98.2 
1931 66.2 - 10 .72 771 816 105.8 
1932 41.6 -11 .80 491 546 111.3 
1933 43.8 -11 .40 471 494 104.9 
1934 51.0 -10 .34 396 423 106.8 
1935 25.2 -10 .58 395 375 95.5 
1936 17.9 -10 .31 478 449 93.9 
1937 29.8 - 9.16 682 665 97.5 

• Computed from Mctallgeseliscbaft AktienKesellachaft, Metal StatiBtica. 1929-1938 
(Frankfurt a / M . , 1939); mid-month figures averaged, 

t The Statist (London). 
t London price of refined copper, a.a given on p. 253 above, combined with the London 

price ot standard copper, ae given in Col. 2 above, according to the weights of Co). 1. 
\ Ah given an p. 253 above. 

These results seem to be considerably closer to the actual 
situation and they conform more closely to the figures on copper 
import prices for 1933 and 1934 as given by the Berlin Institute 
for Business Cycle Research. They show a stronger rise of German 
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import over the world market price than the figures on p. 253 
revealed; and they show no instance of tbe German unport price at 
a ratio below the 1929 ratio to the world price. That the ratio fell 
below 100 in recent years is explained by an increasing unwilling
ness of copper exporting countries to take payment through the 
clearings. To the extent that this occurred, Germany paid high 
prices for her copper imports in a way not reflected in the quoted 
prices on copper: effective payment in free foreign exchange en
tailed lower export prices on German goods sold upon world 
markets. 

(4) Prices of German Imports of Wool. Table I, showing the 
percentual share of indi\'idual exporting countries in Germany's 
total imports of wool, reveals in a very dramatic fashion the dis
placements in the channels of trade wrought by bilateralism. The 
share of Australia, traditionally the chief source of supply, fell 
from more than 30 per cent in 1931, to 11 percent in 1935. In 1935 
the imports of New Zealand, which in the two years preceding had 
run above 10 per cent, suddenly dropped to 13̂  per cent. This is 
accounted for by the German trade drive in Argentina, which 
advanced in German imports from 12 to 18 per cent, and in British 
South Africa, a region which fell under National Socialist pohtical 
influence, from 11 to 21 per cent (in comparison with 1934). The 
same year (1935) also witnessed a doubling of wool imports from 
England as an entrep6t under pressure of the overvalued Mark 
rate and the payment agreement concluded at the end of 1934. 

These shifts in supply were accompanied by import-price and 
quality changes directly ascribable to exchange control. In 1934 
and 1935 import prices for the first time^ rose above world market 
prices. In 1936 and 1937 the fail of the index is dearly ascribable 
to a substitution of cheaper grades of wool. So extreme was this 
shifting of quality that at one time the German demand for the 
inferior crossbred wool actually advanced its import price above 
the level of merino.-

1. Except for a smaller excess in 1930. 
2. Fritz Huhle, "Das Kompensationsgeschaft in Rahmen der deutschen 

HandelspoUtik," Jahrbiicher fiir Nationalokonomie und Statistik, Vol. 145, 
pp. 206-207. 

Mr. C. J. Fawcett, General Manager of the National Wool Marketing 
Corporation (Boston), informs me that since Germany has used a large amount 
of "medium" and "defective" types of wool, an average price for German 
imports equal to the average London price would signify a substantially higher 
effective price for equal qualities. 



A DECADE OP GEEMAN 

I. SHARES OP INDIYIDUAL EXPOBTOTG COUNTRIES 

IMPORTS OP WOOL 

AS PERCENTAGE OF TOTAL GERMAN IMPORTS* 

1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 
Belgium 4.60 4.82 4.66 6.16 4.93 4.64 4,04 3.73 2.85 3.00 

4.90 4.83 4.54 5.85 6.85 6.76 4.68 4.25 3.02 6.52 
United Kingdom . . 7.28 6.90 5.39 5.35 5.92 6.96 5.79 12.91 5.47 4.65 
U. S. S. R 0.68 0.56 1.54 3.20 2.87 2.00 2.76 1.46 
C. S. R 1.53 1.74 1.39 1.45 0.91 0.90 1.75 0.50 
British South Africa 14.48 14.95 14.50 13.35 16.52 12.76 11.42 21.44 15.80 17.85 
Argentina 19.32 19.63 16.57 13.11 10.31 10.50 11.87 18.00 13.25 7.72 
Australia 31.51 30.85 35.71 30.05 33.87 31.89 25.06 10.08 13.62 16.73 

2.97 3.19 3.23 5.31 6.50 10.76 11.06 1.58 2.75 3.14 
Uruguay 2.74 2.97 5.02 8.95 5.90 5.92 5.81 5.05 4.39 3.41 
Chile 0.57 0.52 0.23 0.76 0.69 0.55 1.83 5.03 5.79 7.37 
Peru 0.15 0.05 0.23 1.13 2.18 2.25 

0,68 0.92 1.42 1.38 0.59 0.87 0.93 3.36 5.53 2.98 
0.38 0.23 0.21 0.19 0.63 0.87 4.30 

Turkey 0.13 3.37 2.55 9.34 3.65 
China 0.33 0.31 0.25 0.22 0.71 1.46 3.97 3.81 

Total 100 100 100 100 100 100 100 100 100 100 
* Computed from data on p. 395 below. 

II. GERMAN IMPORT PRICE AND THE WORLD MARKET PRICE 

1. Average German Import Price* 

2. World Marketf Price, London 
Mo, Average (Rm. per ton) . 

3. Index of German Import Price 

4. Index of World Market Price 

' StatistischeH Jahrbuch fur das Deutaohe Reich. 
couomic ] 

I P r i e s i n A p r i l , 1 S 3 7 . 

1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 
3,681 3,614 2,460 1,771 1,313 1,345 1,791 1,587 1,829 2,225 

5,179 3,963 2,432 2,098 1,486 1,788 1,666 1,486 l ,835t 2,256§ 

100 98.2 67.0 48.0 35.9 36.6 48.5 43.1 49.7 60.5 

100 76.5 47.0 40.5 28.8 34.6 32.2 29.8 35.4 43.5 
71 91.6 101.1 84.4 89.0 75.6 107.5 107.0 100.0 99.0 

to 
Oi 

o 

o 

i 

to o 

t R ^ t c h s k F e d i t K e H e l l a c h a f t , Germany's Economic Development in 1936. (Berlin, 1937), p. 66. 
i P r i c e i n A p r i l , 1 0 3 0 . 
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Writing upon the National-Socialist Four-Year Plan, Pro
fessor Mackenroth of Kiel expressed the view that "foreign raw 
materials appear to be fantastically cheap."' If one were to fix 
attention exclusively on the overvalued Mark exchange rate, this 
would be the deduction. That this influence was more than coun
teracted by the combined effects of concealed devaluations and 
bilateraUsm seems to be amply attested by German import prices. 
We now turn to the question as to whether these losses in import 
prices were, as has been contended,^ more than offset by high export 
prices. 

B. German Clearings with Southeastern Europe 

When the Great Depression began to yield to belated recovery, 
the highly industriahzed Germany was able — at the cost, it is true, 
of civil liberties and the further disruption of international economic 
relations — to build up a semi-insulatcd economy and to increase 
production and employment by tremendous strides. No such 
course was open to the agricultural countries of Southeastern 
Europe. Antiquated methods of production made them easy prey 
of American competition and the chief victims of agricultural 
depression. Migration to relieve overpopulation was barred by 
foreign restrictions; borrowing to carry through a rationalization 
of the productive apparatus was impossible in the shattered inter
national capital market; and indeed, the burden of existing foreign 
indebtedness was so great as to delay resort to the necessary 
devaluations to make potential exports marketable. Furthermore, 
new industrial ventures, called into being in the post-war exuber
ance of nationalism, seemed to require the very protection which 
exchange control automatically affords. 

This grave economic pUght, coupled with a lack of gold and 
devisen reserves and a plethora of agricultural stocks held on 
government account, thrust these countries into clearing and com
pensation agreements and into the German bilateral trading sys
tem. Undoubtedly the Balkan countries and Germany embody 
the "natural" complementarity of agricultural and industrial 
countries, and this complementarity is furthered by geographic 

1. G. Mackenroth, Bericht uber den Vierjahreaplan, Jahrbucher fur 
Nationalokonomie und Statistik, Vol. 148, No. 6 (December, 1938). 

2. Amongst others by Guillebaud. op. cit., pp. 158-159; cf. also p. 269 
below. 
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proximity. But economic distances are not always proportional to 
miles; transportation by rail from Bulgaria, Greece, and Turkey to 
Germany is costly, the sea route circuitous, and Danube shipping 
Umited in capacity. It is scarcely conceivable that German trade 
with this region would have developed as far as it did, had it not 
been for an evident resolution on the part of Germany to press her 
trade at all costs and to extend her sphere of economic and political 
influence. 

(I) Bilateral Balance and Volume of Trade. During the year 
1932 Germany concluded bilateral trading agreements with the six 
countries of Southeastern Europe with the avowed purpose of 
providing amortization of her outstanding credits to this region.* 
True to expectations, the balances of trade between Germany and 
each of these countries began to fall ofif, as shown in the table 
on page 102. Even in the next year the balances of three coun
tries reached their minima for the decade 1929-1938 at a value 
close to zero, and in addition Hungary's balance — though slightly 
larger than in 1937 and 1938 — was almost negligible. The two 
remaining countries followed shortly with the German-Bulgarian 
balance at its minimum in 1935 and the German-Greek balance in 
1936, in both cases at very small values. 

How was this bilateral balancing achieved? Arithmetically 
there are three possible combinations: the "deficient" side (either 
exports or imports) could increase, the "excessive" side decrease; 
both sides could decrease, but the excessive side more; or both 
sides could increase, the deficient side more.^ Two examples of 
each of these combinations happen to occur amongst the six coun
tries under review. In trade with Rumania and Hungary, German 
exports and imports both declined to reach the approximate 
equality: in the case of Rumania by a greater decrease of German 
imports, for Germany had had an unfavorable balance; in tbe case 
of Hungary by a greater decrease of German exports, for Ger
many's balance was favorable. In trade with Jugoslavia and Tur
key, the deficient side from the German angle increased, the exces
sive side decreased; with Jugoslavia, with which Germany had a 
favorable balance, German exports decreased and imports increased; 

1. Cf. pp. 201-202 above. 
2. From an arithmetic angle, two more combinations would appear if 

either side remained the same, and the other increased or decreased to equal it. 
Trade statistics would probably never show exports or imports exactly the 
same for two years, hence these combinations may be ignored. 



GERMAN EXCHANGE CONTROL 259 

OS 

OS XO o M o 1-H 00 O O l 00 
CO d d 00 d 00 00 CO 1-H i d CO 

00 -H o *—' _i_ o 1-H 4 - »o CO »o 1 i-H + I—t 1—( T 
1-H + 1-H 

•~t 
1-H 

•-H + CO CO + 
00 CO I—1 1—f CO l O lO o 00 1-H CO 00 00 o 

00 co' M ! 0 d CO oi OJ d 1-H CO 1-H CO 
CO 1 CO 1 CO to t -

1-H 1-H 
t - CO J 

1 >—1 + 1 + CO CD 1 

• 
CO 

H a< o PS 
D ^ 

.id 

« 1 

a ^ 

n a 

o 2 

5 S 
6 ^ 
a ^ 
Q 

< 
H 
Z 
H! 

a 
PS 

O 

to 

OJ 

CO o l O O l o o CO CD CO to 
1-H CO 

d 00 CO CO CO d id CO 
1-H 00 oi o> »d 1-H •-H to CO 1 Oi CO .-H o o 1-H 1-H 

CO o l O 

1 i 1 + + 1-H 1 u5 1 

»o T-H O l OS o O ) OS 00 tH CO - H OS CD 

•—1 oi >-H 00 oi OS cq id 1-H d OS CO CO CO 1̂  CD ci oi IN CO 1 l O 1 CO 
1-H 

CO CO CD •-H OS CO 
1-H 

OS 
1 L 1 1 1 1 CO 1 

CO CO CO O OS CD CO CO lO 00 o OS ^~^ lO OS CO l O 
CO ai id OS CO CO OS CD 

1-H oi <5 00 I > d d id CO 
1-H 1-H 

CO CO CO CO I lO 1 CO >o l-H CM OS 
CO d 

OS 

CO CD >-H q Ui 00 CO I-H q I-H OS CO q CD 00 
CO CO 00 00 ed CO ed d d d d 1-H d d id CO 

1-H 
t-H 

1 
Ui 

1-H 
CO 
t eo CO + eo eo + 1 eo eo 1 ?5 OS 

?-H I 

M OS Ifl q Ui eo q CM q 00 CM CD 
d CO 00 CO id d 1—1 d ed ed d d a> ed d CO 

CO I-H Ui CO CO 
1-H 

IM 
1-H CD eo 1 t - eo 1 1 + + 1 1 iM 1 

CO eo q CO CD l > CM I-H I-H o i q OS CO w o> CO 
00 id CO d d CO id d d ui ui ( N OS ui CO .-H cm' 

lO 
1-H 

Ui 00 OS Ui o OS 1 l o 1 CD o eo 1 I + + 1-H 
1 1 CO + 

OS OS q r H CO 00 •-H CO I-H eo q CO CD o eo 00 CO 
00 CO CO d 1-H <N CO d d oi OS 00 d OS id CO o lO lO CO 

1-H 
CO t - OS CO eo OS CD CM CM 

1 i I-H 
I-H CM 1 1 CD Ui 1 

ja 
u 
M 
•a 
3 

o' 

•a 

•a 

•3 
« 

-s 
s 
S 
Q 

I w ^ 
l O OS CO 00 lO q q t - - q I-H OS CD lO lO 00 

d eo d d d d d CM r-i I-H d i d CM ^ . -H l > i d 
O CM 00 Ui CO OS CO 

t - eo O l lO CD 
I-H 1 7-H + 1—1 + CM I-H 1 1 CO + 

en to o 

3) C X S3 

3 H « 

g i l l 
5 g M 03 
gj »̂  p£] m o 

d a 
^ ° ° i 

g X =3 .5 w Ba 

id CO (Q m *j +i 
% o I 

^ tf> fl> 

,2 t t p o o 
fl g « 03 S >S W « 

m m o) 

.2 S 
o o 

o o 

.a 
o 

o3 

o 



260 EXCHANGE CONTROL IN CENTRAL EUROPE 

with Turkey, with which Germany had an unfavorable balance, 
German imports decreased and exports increased. In trade with 
Bulgaria and Greece, German exports and imports both increased; 
in both cases, because the German balance was unfavorable, the 
balance was brought about by a more rapid increase of exports. 

It has sometimes been said that bilateralism "causes exports to 
fall to the level of imports." This statement quite obviously errs in 
two respects, even if bilateralism is found to have a restrictive 
influence upon foreign trade. In the first place, such a restrictive 
influence requires only that the excessive item (whether exports or 
imports) should fall more than the deficient item rises, not "fall to 
the level" of the deficient item; or that the excessive item falls 
more than the deficient item falls. In the second place, bilateralism 
might have a restrictive influence and still not "cause" the fore
going conditions to be realized, if it were offset by other forces. 
What light is cast upon the influence of bilateralism by the behavior 
of Germany's balances with the six countries of Southeastern 
Europe? 

Quite patently another factor of the first order of importance 
was operating along with bilateraUsm — the general course of 
depression and revival. Of the six cases of balancing, the two 
brought about by decUnes in both exports and imports by Germany 
come in the depression years of 1932-1933; and the two cases of 
balance by a growth of both items occur in the recovery subsequent 
to 1933. The two cases of balance by upward revision of tbe defi
cient side and downward revision of the excessive side come in the 
depression years; they include one case of a small increase of exports 
plus imports (Jugoslavia) and one case of a small decrease of total 
trade (Turkey). If the influence of bilateralism is downward, 
depression intensified its effects and revival suflSced to offset it; but 
if bilateraUsm had the opposite effect, the statistics could be inter
preted as resulting from offsetting of its force by depression and an 
intensifying by revival. This inconclusiveness is augmented by 
the possibihty of at least three other variables. BilateraUsm con
strains the flow of trade into new and unwonted channels, and 
realizes new points on the cost and demand functions in interna
tional trade; but these new amounts of supplyand demand for some 
countries signify inevitably new schedules for other countries. We 
cannot know whether Southeastern Europe gained or lost from this 
process. In the second place, the extension of clearings tends, as 
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we have observed before,^ to deflect an increasing share of the 
country's trade toward clearing partners. Over the years 1932-
1933 the share of German total exports and total imports going to 
and coming from Southeastern Europe decUned very slightly; but 
these were also the years of substantial German exports to Western 
Europe and America under the scrip and bond-repatriation devices. 
After 1933 the shares begin to increase, and 1934 docs indeed seem 
to show the deflection of trade to clearing countries in a fair degree 
of isolation. The year 1935 marks the advent of a third variable, 
the German trade drive to the southeast. Whatever the influence 
of bilateraUsm per se, economic revival and the trade-drive com
bined to produce a decided upward-balancing of exports and 
imports. In retrospect we are unable to isolate the force of bilater
aUsm. A concluding section on exchange control in Germany 
approaches the problem from a more inclusive basis — the general 
export and import "terms" for Germany; and a final theoretical 
chapter deals with the question upon an a priori basis supplemented 
by some empiric verification. 

Within a short time after the accession of National SociaUsm 
to the government, the German economy — as we perceive more 
clearly today than then — was oriented toward a future war. The 
supply of imported raw material for this purpose came to be the 
Archimedean point of German commercial policy, a corollary of 
the slogan "Export or die." Prompted by the desire to buy from 
sellers who did not or could not demand payment in devisen, 
Germany began large purchases through her clearings with the 
Southeast. The exact time when the drive was launched differs 
amongst the several countries. The first clearing agreement with 
Turkey removed import quotas on German goods and provided for 
the payment of 30 per cent of the value of German exports in 
devisen; as a result, German exports to Turkey increased between 
1933 and 1934 from 36.3 to 37.9 milUon Reichsmarks, with a 
parallel increase in German imports. For Hungary also, 1934 
marked the beginning of strongly increased German trade, par
ticularly of imports; but for Bulgaria, Jugoslavia and Rumania, 
it was rather 1935 which witnessed the opening of the German 
commercial campaign. We shall follow the main developments of 
this phenomenon in the six countries of Southeastern Europe, with 

1. Cf. p. 121 and pp. 223-224 above. 
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especial emphasis upon Jugoslavia, for it can serve satisfactorily as 
a prototype for the action elsewhere. 

( 2 ) Jugoslavia. The prelude to the onslaught upon Jugoslavia 
was a commercial treaty of 1934, providing for the liquidation of a 
German credit balance of 100 miUion Dinars, and resulting in a 
substantial export surplus by Jugosla\aa to Germany the next year. 
EarHer efforts to achieve this result by stimulating Jugoslavian 
exports of poultry, eggs, prunes, and other agricultural products 
had come to naught through German measures to protect her 
"peasant gentry" from foreign competition.' The beginning of 
German purchases was hailed with enthusiasm, the more so because 
of the League of Nations' sanctions being currently applied against 
Italy, which had furnished Jugosla\'ia with her most important 
export market. Germany was by no means tardy in taking over 
Italy's place by establishing purchasing agencies throughout the 
country. But the result of Germany's buying campaign was the 
accumulation of German debit balances in the clearing.^ It may 
appear anomalous that the Jugoslavian favorable balance of 153 
miUion Dinars in 1935 should have been accompanied by the rise 
of German clearing debts by 167 miUion Dinars. Clearing and trade 
balances need not correspond, however, inasmuch as the clearing 
included other items beside visibles and excluded trade "on terms." 
We shall see presently^ that Germany was able by a clever turn to 
derive marked advantages from the accumulation of clearing debts 
despite a really balanced trade. Apology has been offered for the 
accumulation of these debts on the basis that an agricultural 
country naturally piles up credits during the months following the 
harvest.* Unfortunately for this thesis the largest single increase 
of Jugoslavian balances occurred in the first half of 1935. In any 
event, the prolongation of the waiting period bore with great 
severity on Jugoslavia, and for all countries of Southeastern 
Europe, poorly supplied as they were with workmg capital. 

The initial enthusiasm for German purchases soon gave way 
to apprehensions concerning eventual payment. Transactions had 

1. H. N. Sturrock, Report on Economic and Commercial Conditions in 
Jugoslavia, Department of Overseas Trade, June, 1934 (London, 1934), p. 24. 

2. In December, 1934, 223 million Dinars; April, 1935, 300: June, 1935, 
260; September, 1935, 320; November, 1935, 362; December, 1935, 400. 

3. Cf. pp, 264, 266, 267 below. 
4. Royal Institute of International Affairs, Southeastern Europe, A 

Political and Economic Survey (London ,1935), p. 198. 
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been carried on at an of&cial rate of 17.6 Dinars to the Mark, 
which admittedly overvalued the latter currency. The National 
Bank of Jugoslavia attempted to cope with the situation by per
mitting the sale of exporters' Mark-clearing bills at a four per cent 
discount, but the reduction of the German clearing debt in the 
summer of 1935 proved to be temporary. In November the dis
count was raised to 15 per cent; with a six-months waiting-period 
in the clearings for Jugoslavian exporters, this discount together 
with the loss of interest, clearing fees, and other costs in the clearing 
amounted to 30 per cent per annum and turned profits in most 
cases into losses.^ Finally, in January, 1936, regular clearing was 
suspended in favor of something resembUng the Austrian "private 
clearing" operating upon a ratio of 12.83-14.50 Dinars to one 
Mark. The return to a relatively true rate apparently rested 
upon a strengthening of Jugoslavia's bargaining position from the 
reopening of ItaUan markets. 

This outcome was certainly at variance with German designs, 
for the very purpose of the high Mark rate had been to serve as the 
fulcrum to securing abundant imports. The Deutsche Volkswirt 
depicted the dangers to Jugoslavian exporters which would arise 
from a diversion of German purchases to other markets. That this 
journal admitted in the same connection a stimulus of German 
exports to Jugoslavia proceeding from the new exchange rate is a 
fact imbued with special significance in view of the bitter polemic 
launched a year later against the Viennese economist Richard v̂ on 
Strigl, who had asserted that artificial exchange rates are primarily 
responsible for one-sided accumulations on the clearings. By that 
time, however, the journal had so far reformed its opinions as to 
deny pointblank any connection between exchange rates and clear
ing balances.^ Undoubtedly control of both exchange rate and 
domestic prices removes the connection obtaining when both are 
free to move, but it does not remove the influence of effective 
German export prices in comparison with those abroad; and that 
was what counted in the Jugoslavian, as in all other, clearing 
relations. 

The introduction of the private-clearing rate worked toward 
equating payments, but its influence was confined naturally to 

1. Frankfurter Zeitung, December 15, 1935. 
2. Der deutsche Volkswirt, Vol. 10 (January 17, 1936), p. 709; Vol. 11 

(June 11, 1937), pp. 1797-1798. 
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current items, and even here it was not adequate, so that in March, 
1936, the German balance still continued to rise- During the next 
month Jugoslavia introduced an import control system in an effort 
to divert imports away from free-exchange countries and toward 
Germany, and in May a joint conference at Zagreb agreed upon 
measures to promote imports, chiefly for public works and arma
ments, from Germany. On the difficult Jugoslavian terrain, Ger
many had succeeded in using the accumulated clearing-balances to 
coerce her partner into expanding bilateral trade with her at the 
expense of trade with free-exchange countries. The German clear
ing debt continued to be a chronic malady. The measures adopted 
by Jugoslavia in the early spring of 1936 resulted in a reduction 
from 465 milhon Dinars in March to 327 milHon Dinars in Decem
ber; but an intensification of the buying drive swelled the figure to 
415 million Dinars by March, 1937, despite these measures and 
despite occasional declines of the Mark rate in Dinars.' Various 
forms of intervention again reduced the German debt — to 177 
milhon Dinars in December, 1937; but by the end of 1938 it had 
again increased greatly, reaching 400 million Dinars at the end of 
1938.̂  

In order to give the German buying drive momentum, Ger
man export goods had been offered at low prices during the first 
year or two. But when German purchases had raised even the 
level of domestic prices in Jugoslavia, and when the hmit of full 
employment began to be felt in Germany, the prices of export 
goods began to rise, not only overtly but also covertly in the 
deterioration of quafity and in long delays in delivery. To offset 
these effects, German purchasing agencies offered to sell at incred
ibly generous "terms" with almost negfigible down payments. By 
the middle of 1938 a dominant position was estabfished for German 
electrical goods, bicycles, motorcycles, machinery and other impor
tant exports. The monopsonistic position which Germany had 
created for herself by clever exploitation of clearing agreements led 
to her having a monopoly in significant segments of her partner's 
market. Hitler's annexation of Austria and the Sudetenland 
augmented this dominating position, not only by virtue of Ger-

1. In March, 1937 the rate fell as low as 11.75 Dinars-1 Mark; cf. 
Sturrock, Report, July, 1933 (London, 1933), p. 12. 

2. The source of the last figures on the German clearing debt ia confi
dential. 



GERMAN EXCHANGE CONTROL 265 

many's incorporating the trade of these regions with Jugoslavia, 
but also by her acquisition of control over the foreign investments 
of these countries in Jugoslavia. Even more important was the 
growth of the political power of Germany, which could scarcely 
fail to menace the economic status of Southeastern Europe gener
ally. 

(3) Other Countries of Southeastern Europe. In Bulgaria, 
undoubtedly the poorest and most backward of the Balkan states,* 
German penetration met with least resistance. Compensation deal
ings were almost completely excluded and the Mark was main
tained within 1-3 per cent of its official parity.^ Characteristic of 
the degree of Bulgarian dependence was a secret provision of the 
Bulgarian-German clearing agreement pro\dding not only for 
deliveries of goods of German origin but also of overseas imports 
into Germany, such as coffee and cotton. ThLswas represented as 
a substantial concession to Bulgaria, but in fact it indicated the 
progress of isolating the country from world markets and incor
porating it into the German bloc. The cost of this transformation 
appeared subsequently, when Bulgaria was obliged to pay 15, then 
20, and later (1938) 25 per cent of her German imports in free for
eign devisen.^ 

In Turkey, Germany pursued her policy of outbidding all 
other foreign buyers with great persistence, offering margins as high 
as 60 per cent over world market levels.* In 1935 and 1936 the 
favorable balance of Turkey in bilateral trade with Germany 
amounted to 56 million Reichsmarks; and by 1937 tho German 
clearing debt had accumulated to such a magnitude (56 million 
Turkish pounds) that the National Bank refused any longer to 
discount exporters' bills on Germany. Why a country as impover
ished for capital as Turkey should export capital to Germany by 
financing her imports for increasingly long periods can only be 

1. The Bulgarian Business Cycle Research Institute reported in 1939 that 
37 per cent of the 2,710,000 persons classified under agriculture actuaUy repre
sented "hidden unemployment." Cf. Sudoat Economist, Vol. 1 (June 23, 
1939), p. 169. 

2. Frankfurter 2Ieitung, September 16, 1935. 
3. Cf. T. KaUnov, "Bulgaria's Trade with Germany" in Stopanski 

Problemi, Vol. 1 (October, 1936), p. 378- The author ventured the prediction, 
corroborated by later developments, that the trade offensive of Germany would 
result JD the establishment of a monopoly for her exports, (I am obliged to 
Dr. Gerschenkron for examining this article.) 

4. Economist, May 20, 1939, p. 431. 
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explained on terms of economic and political pressure. The Ger
man claim that Germany exported capital to the Balkan countries 
because she sold capital goods there rested upon confusion or guile.' 
Where Germany extended long-period "terms" upon her exports, 
it frequently turned to the purchasing country's disadvantage, 
inasmuch as these sales increased the amount which Germany 
could import over the clearing, and which, because no payment 
was forthcoming, the clearing partner had to finance .-

The resistance of Turkey to German strategy met with vary
ing success, but the long-run tendency was adverse. In August, 
1937, a new clearing agreement .set Umits upon the extent to which 
28 essential commodities could be exported to Germany. A year 
later a new agreement embodied further concessions on the Ger
man side — the 30 per cent payment in free devisen was aboUshed, 
and energetic steps were taken to increase exports from Germany. 
Through these measures the clearing balance was wiped out by 
October, 1938;^ but it began to accumulate anew and in the early 
months of 1939 reached a figure of eight million Turkish pounds.* 
The autumn of 1938 marked the granting of a 12 million pounds 
sterling loan by Germany to Turkey to be expended in Germany 
for industrial and mifitary equipment. The older device of pres
sure exerted through uncleared bilaterial balances gave way to the 
more overtly political phase of Germany's predatory activities in 
the Southeast.^ 

German clearing with Greece was always transacted at the 
official rate of 40.5 Drachmas to the Mark.* Tobacco exports 

1. Cf. J. B. Condliffe, The Eeconstruction of World Trade (New York, 
1940). 

2. Cf. Paul Einzig, Bloodless Invasion: German Economic Penetration 
into the Danubian and Balkan States, 2d ed. (London, 1939), pp. 36-46. 
While Einsig's work occasionally seems to overdraw the picture, it portrays 
the general character of the German tactics with verisimilitude, 

3. A special feature of Germany's clearing trade, the reselUng of the 
partner's products at low prices on the world market, in order to secure free 
devisen, was for some time widely applied to Turkish goods. By spoiling the 
market for her clearing partner, Germany increased the economic isolation of 
the country. In the Latin American trade examples of this sort can be multi
plied; e.g. the case of Brazihan coffee purchases of Germany in 1937, none ot 
which, it ia said on good authority, arrived in Germany for home consumption. 

4. In July, 1938, the German clearing account had a debit of 6.5 million 
pounds and the Turkish account a credit of 6.5 million pounds. But the agree
ment had not provided for cancellation, with the resulting calamity of uncleared 
balances and delay in payment on both sides. 

5. Economist, Vol. 133 (November 19, 1938), pp. 361-362. 
6. Devisenarchiv, Vol. 3, pp. 81-88 . 
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account typically for half of the exports from Greece, and Ger
many purchased half the tobacco exports.' As in Turkey, the 
National Bank financed the German clearing debt; when it reached 
38 million Reichsmarks, the bank attempted to reduce its purchases 
of exporters' bills to 60 per cent. But a storm of protest from the 
export interests forced the bank to the alternative of applying the 
accumulated Mark balances to German exports of supplies for 
pubhc works and of armaments.^ This proved effective in reducing 
the German clearing debt to 9.2 million Reichsmarks at the end of 
1937 and to virtually nothing at the end of 1938; but by Septem
ber, 1939, it had again increased to 13.1 million Reichsmarks.^ 
Greece was never able to reduce its purchases of German goods and 
had to confine attempts at improving the balance of payments by 
shutting off imports from other countries. Under the influence of 
German demand, tobacco culture was expanded; the tobacco pro
ducers and exporters, as a result, always remained amenable to 
German dictation. 

Rumanian trade with Germany proceeded over the official 
rate of 55 Lei to the Mark until, in 1937, because of a strengthening 
of Rumania's position through the recovery of agricultural prices, 
she was able to reduce the rate to 38-39 Lei. This rate recognized 
at least a part of the Mark depreciation, but was still high enough 
to make exports to Germany more profitable than to England.* 
Rumania's situation, as long as it turned upon economic matters, 
was always strongly supported by her petroleum resources. She 
succeeded, for example, in limiting petroleum exports to Germany 
to 25 per cent of total exports in this bilateral relation, in resisting 
a German demand for the restoration of the 55 Lei rate towards 
the end of 1938, and in securing a compromise at 40.5--41.5 Lci.^ 
The coup de grace to Rumania's economic resistance was delivered 
by the German occupation of Czechoslovakia. The agreement of 
March 23, 1939, went far toward subordinating the Rumanian to 
the German economy; apart from large-scale buying of cereals, 
swine, and cattle, Germanysecured 25 percentof the oil production, 

1. Economist, Vol. 133 (December 3, 1938), p. 479. 
2. S. R. Jordan, Report on Economic and Commercial Conditiong in 

Greece, April, 1937, Department of Overseas Trade (London, 1937), pp. 25-29. 
3. Jordofi, Report, July, 193S (London, 1938), p. 23, and League of 

Nations, Balance of Payments 193S (Geneva, 1939), p. 61. 
4. Economist, Vol. 134 (February 18, 1939), pp. 349-350. 
6. Economist, Vol. 133 (December 24, 1938), p. 658. 
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the abandonment of grain monoculture in favor of specific German 
needs, the re-direction of industry toward timber and oil process
ing, and finally the granting of free zones for German transit goods 
in the Danubian and Black Sea ports.' This agreement may be 
regarded as the pattern of German poUcy in Southeastern Europe 
in the period immediately preceding the outbreak of war. 

(4) Conclusion. It is beyond doubt that the panoply of devices 
employed by Germany in the five years from 1935 to 1938 had 
brought her to a position of economic dominance in her relations 
with Southeastern Europe, as may be read from the following 
statistics. 

GBBATER GERMANY'S SHARE I N THE FOREIGN TRADE 

OF SOUTHEASTBBN EUROPE I N 1938* 
fin percentages of each country's total exports and imports) 

Toto] Old Reich Austria Ozecboelovalda 

Exports to Greater Germany 
Yugoslavia 50.1 32.5 6.9 10.7 
Hungary 48,3 29,8 11.2 7.3 
Rumania 48.3 35.2 4.7 8.4 
Bulgaria 57.8 47,6 4.3 5.9 
Greece 31.9 28.8 1.5 1.6 

Total 45.9 27,3 11.2 7.4 

Imports from Greater Germany 
Yugoslavia 49.9 35.9 6.1 7.9 
Hungary 50.1 27.7 18.2 4.2 
Rumania 35.8 20.8 5.5 9.5 
Bulgaria 63.4 61.8 7.0 4.6 
Greece 43.1 38.5 1.7 2.9 

Total 46.6 32.1 8.4 6.1 
* KcichakreditgescllBchait, op. cll. (Berlin ,1939), p. 37. 

The triumphs celebrated by German commercial poficy in the 
Balkans greatly exceeded even its successes in Latin America. A 
reference to the trade statistics^ will show that German exports to 
South America remained as a rule far below the pre-crisis level. 
Only in the case of Brazil did German imports reach the level of 

1. Reichskreditgesellschaft, Economic Conditions in Germany at the 
Middle of the Year 1939 (Berlin, 1939), pp. 39-40. 

2. Cf. pp. 386-387 below. 
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1929; in the Argentine trade they were 40 per cent below this level, 
even in the peak year of 1937. 

We have now completed a survey (in Section A) of German 
import prices and (in Section B) of her export prices. What is the 
evidence of the facts regarding the contention of Dr. Fritz Meyer, 
that 
"if imports and exports are considered as a whole, then the relatively more 
expensive imports are offset by exports at relatively higher prices, because the 
other country has to agree to accept German goods and hag to agree to limit 
herself in the choice of her supplies?"^ 

This seems to have been written with German trade developments 
and the exploitation of her clearing debts in Southeastern Europe 
as the arriere-pensee. It is not to be denied that high export prices 
did to a degree offset high import prices, but the extent of the offset 
is not altogether certain. As far as the German bids for supplying 
armaments are concerned, it is reported on good authority that the 
prices were actually lower than those of England and France. For 
imaginable reasons, Germany d&sired to supply the armaments, 
even if it involved loss. Exportation of this sort undoubtedly 
extended to other items than armaments, but Meyer gives no 
intimation of considerations other than economic in the German 
southeast trade. Furthermore, the process of attaching these 
countries to her own commercial system extended over several 
years, but the beginning had to be made through competitive 
prices on exports. A recent publication of the Royal Institute of 
Economic Affairs^ observes that though export prices rose for the 
Danubian and Balkan countries after 1934 or 1935, there was no 
great rise of import prices. The statistical evidence advanced by 
the Institute does not prove to be altogether convincing,̂  but it 
points to the danger of assuming that Germany obtained high 
export prices in all countries of Southeastern Europe equally and 
throughout the entire period. 

If a net gain of export prices compared with import prices in 
trade with Southeastern Europe may be taken as real, though not 
as great as it appears superficially, there is small likelihood that the 
net gain in this segment of German trade could offset the high 

1. Meyer, op. cit., pp. 46S-469. 
2. Royal Institute of Economic Affairs, Southeastern Europe (London, 

1939), pp. 197-198. 
3. E.g. data are lacking regarding Greece, where Germany had marked 

success in obtaining high export prices. 
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import prices which had to be paid elsewhere for purchases through 
the clearings. German (old Reich) imports from this region did not 
exceed 11.9 per cent of her total imports in 1938, nor did exports 
amount to more than 13.2 per cent. Outside Southeastern Europe 
Germany was not able in many instances to pile up adverse clearing 
balances and subsequently to exploit her debtor position. Even the 
semi-official Berlin Institute for Business Cycle Research issued an 
express warning in 1937 that German clearing purchases do not 
automatically lead to an expansion of German exports, because 
"the foreign country cannot force her importers to buy German 
goods. A tremendous effort was made by Germany in South
eastern Europe; ingenious devices were applied; Bulgarians, 
Jugoslavians, Turks, Greeks, and Rumanians were bullied, cajoled, 
cheated, and lured into increasing their trade with the Reich; but 
the volume of trade did not in the end exceed that which had unob
trusively obtained in pre-depression days under freedom of pay
ments. For the prolongation of depression in Southeastern 
Europe, German exchange control itself bears a certain measure of 
responsibility, because of the key position occupied by that coun
try in the foreign trade of the region. So far as concerns Germany, 
was the game worth the candle? A subsequent review of her trading 
position will point to the Hkelihood of a net reduction in the "total 
gain" of foreign trade, despite a small and doubtful improvement 
in terms.^ The answer must be no, if we refrain, as Meyers did, 
from viewing exchange control as an instrument of political power. 

R E V I E W A N D A P P R A I S A L O F G E R M A N E X C H A N G E C O N T R O L 

A. Historical Summary. 

The bank failures in the summer of 1931 impinged upon a 
Germany demoralized from the War of 1914-1918, revolution, 
post-war inflation, the Versailles system of reparations, and per
plexed by grave political strife. The crisis in confidence struck 
upon an economy burdened with over 26 billion Reichsmarks in 
foreign debts, of which 16 bilUon was owed at short term. Obviously 
the "fiquidity" of a national economy within a short period has 
very narrow limits, and the actual transfer of three billion Reichs
marks of flight capital by the end of 1931 called for extraordinary 

1. V.z.K., Vol. 12 (December 30, 1937), pp. 315-322. 

2. Cf. pp. 276-282 below. 
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measures, particularly in view of the devaluation of sterling coun
tries, which left German prices isolated from the necessary com
petitive level. Devaluation after the English pattern seemed to be 
precluded on several grounds, the most important being the danger 
of setting loose a flight from the currency. Assurance was given 
the public by proclaiming that the Reichsmark would be maintained 
at its old parity at all costs, and the Reichsbank was given monopoly 
powers in devisen dealings to put this resolution into effect. 

From the early part of December, 1931, to the autumn of 
1932 — perhaps even through the remaining months of 1932 — 
exchange control was viewed as a buffer, no longer a strictly short-
term measure but still a transitional makeshift under which to 
carry through the necessary deflation for international equilibrium. 
The Fourth Emergency Decree of December 8,1931, reduced inter
est rates, commodity prices, the salaries of civil servants, and wages 
generally. If it be granted that devaluation was psychologically 
and poUtically impossible, this was the only course for achieving 
international equilibrium. Several factors made it appear in 1932 
that the pohcy might succeed: the renewal of the Standstill Agree
ment with more elastic terms, the Lausanne Conference, which 
virtually abandoned reparations, and the reorganization of the 
banks which had closed the previous summer. 

The effort to attain price and exchange equiUbrium was des
tined to failure. In competition with the sterhng bloc, Germany 
rapidly lost her export capacity, and her favorable balance dwin
dled in 1932 to a third of its magnitude in 1931. The allocation of 
devisen at 50 per cent of the average imports by individual firms 
during the year preceding the imposition of exchange control did 
not go below the general shrinkage of production and demand for 
foreign products; and allocations appear on the whole to have been 
carried through without discrimination against particular types of 
imports. But discrimination was being practiced by Germany's 
trade partners, in the form of differential devisen allocations, quo
tas, special tariffs, and multiple exchange rates — aU of which dis
couraged the effort toward international equiUbrium. Further
more, the rise of clearings made the effort seem superfluous, and 
Germany had already discovered the possibility of aiding exports 
through commandeering windfall profits made upon bond repatria
tions. FinaUy, the BiUning deflationary policy alienated the wage 
and salary classes; it invited a drive against trades unionism on the 
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part of industrial interests j and its adherence to the ideal of a 
liberal international trading system ran afoul of the growing pro
tectionist and autarkic sentiments of industry and agriculture 
alike. The von Papen and von Schleicher governments inclined 
toward a reflationary policy. At first, in the decrees of September, 
1932, estabhshing the tax-certificate scheme and rather hmited 
pubUc works, German economic policy represented an admixture 
of reflation with deflation, which persisted in wage-reduction 
bonuses. By December, von Schleicher had, however, turned to a 
more pretentious program of spending. 

It would probably be more accurate to say that the Hitler 
regime, at least during the first eighteen months of its history, 
ignored rather than repudiated international price and exchange 
equilibrium. After its accession to power on January 30, 1933, the 
National Sociafist government immediately set afoot a vigorous 
program of creating employment. The First and Second Rein
hardt programs involved a frank avowal of an "autonomous eco
nomic policy": thoughts of devaluation were banished, and 
exchange control was gradually accepted and then welcomed as a 
permanent complement to state powers over individual enterprise 
and consumption. As an exporter of industrial finished goods, Ger
many enjoyed a strongly favorable development in the terms of 
trade, and this circumstance permitted the continuance of the 50 
per cent devisen allocation to February, 1934. Foreign devalua
tions meant that German exports could only be sold by subven
tions or by resort to partial devaluation through Sperrmarks. But 
the burden of debt, aside from the relief afforded through Ger
many's favorable terms of trade, was greatly reduced by foreign 
devaluations. Sterfing devaluation accounted for over a billion 
Reichsmark reduction from the original Standstill debt of 6,300,-
000,000 Reichsmarks, and the devaluation of the dollar subtracted 
a further half biUion during 1933. Nevertheless the rapid expansion 
of credit in Germany in pursuance of the autonomous econoniic 
policy prevented the development of a favorable balance of trade 
necessary to maintain the debt service. A further breach in the 
system of international finance was made by the absolute Mora
torium of July, 1934. 

Western European creditor nations retaliated by the threat of 
compulsory clearings; but it is not to be imagined that the device 
was their invention, inasmuch as two years earfier Germany had 
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forced amortization quotas in clearings with her Eastern European 
debtors. During 1933 and 1934 German wholesale prices rose from 
66 to 73 per cent and sensitive prices from 41 to 50 per cent, while 
prices in England continued to decline. This price differential, 
together with the use of "Swedish clause" clearings for imports 
from third countries, produced an unfavorable balance of trade for 
1934, piled up large adverse clearing balances, and necessitated the 
reduction of devisen allocations by successive stages from March to 
August from 45 per cent to five per cent. The exchange control 
authorities strove against this development by tightening the 
Mark allowances of travellers and emigres, and by establishing 
Uberwachungsstellen for textiles, nonferrous metals, cowhides, and 
rubber — the first introduction of direct qualitative control of 
foreign trade. 

The solution elaborated by Schacht for the trade impasse of 
1934 was the principle that no import payment should be allocated 
by the Reichsbank unless the import had been approved by an 
Uberwachungsstelle. Further essentials of the New Plan were the 
reduction of imports of finished goods and of exports of raw materi
als, the increase of exports to overseas suppUers of essential raw 
materials, and the restoration of a favorable trade balance. Sub
sequent developments proved that "the New Plan accomplished 
the main purpose for which it has been called into being," as 
Guillebaud maintains,* indeed all of these purposes. But, as he 
adds, this "improvement" was partly achieved through restricting 
total imports, so that their value in 1936 remained substantially 
below the trough of depression in 1933 and 1934. The import 
restriction came as the result of a vigorous extension of the German 
clearing system throughout South America and Southeastern 
Europe during I935--1937. The character of German exchange 
control underwent no really significant changes thereafter, and even 
the present war required no fundamental recasting.^ For a time 
during the latter part of 1934 and 1935 it seemed that the Aski 
Marks would permit the formation of an officially tolerated free 
market in German exchange; but the severe limitations imposed 
between 1935 and 1937 upon exports to which Aski Marks could be 
applied, and the successive narrowing of the fraction of the pur
chase price which could be paid in these Marks, revealed a firm 

1. Guillebaud, op. cit., p. 99. 

2. Economist, Vol. 138 (May 4, 1940), p. 815. 
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B. Volume, Direction, and ComposiUon of Trade 

As shown in Fig. 24 (p. 224), the introduction of exchange 
control in mid-1931 started German exports, expressed as a share 
of world exports, on a downward course which persisted into 1934, 
while imports, as a share of world imports, rose to the same turning 
point. This method of expressing exports and imports eliminates 
the factor of world depression and leaves as a residua] those factors 
peculiar to Germany. Since the terms of trade for Germany rose in 
depression, it is difficult to ascribe the adverse development to 
other circumstances than exchange control, especially the adher
ence to bilateralism. After 1934 exports slowly increased, but 
did not exceed 10 per cent of world exports in 1938 compared with 
12 per cent in 1929. The New Plan throttled imports in 1936 to 
the share of world imports (at sfightly over 7 ^ per cent) which 
they had assumed in 1931; thereafter the German recovery 
increased imports more rapidly than exports; and, though Germany 
may be said to be a typically export surplus economy, the favor
able balance was not as large in the full-employment years 1937 
and 1938 as it had been in the bottom of depression in 1933. If the 
"Greater Germany" of 1938 and early 1939 is considered, the bal
ance of trade in these years was adverse and to a greater extent 
even than in 1934.̂  

A strildng change in direction of German trade was its transfer 
from Western Europe to overseas and Southeastern Europe. 
Exchange control and other interferences such as quotas and import 
prohibitions reduced the Western European share of imports from 
23.2 per cent in 1931 to 20.6 per cent in 1932. For four years, the 
figure remained at 20 percent, but the New Plan and its drive to 
pay for overseas raw materials by exporting to these countries 

1. Cf. p. 380 below. 

intention of the authorities to maintain direct and arbitrary control 
of supply and demand forces and the rates of all varieties of Sperr
marks. Similarly the payment agreements, exemplified by the 
Anglo-German arrangement, betokened no real departure from 
clearing, despite the use of effective devisen payments, since the 
exports of the two countries were constrained by direct interference 
to conform to a pre-determined ratio at the official rate on Reichs
marks. 
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reduced the percentage through 1936, 1937, and 1938 to 16.9 per 
cent. The share of exports to Western Europe hovered about 40 
per cent from 1931 to 1934, but again, in response to the scheme of 
strict bilateralism this share of exports declined strongly from 1935 
through 1938 to 27.5 per cent.* Thus clearing and compensation 
forced German trade to more distant markets on both the export 
and import sides, with an inevitable rise in the net cost of imports, 
a cost which is technical in character, separable from the rates of 
exchange involved in clearings. Approximately the same relative 
changes in the proportion of German exports and imports obtain, 
if to the five countries of Western Europe (Great Britain, France, 
Belgium, Netherlands, and Switzerland) there are added Sweden 
and the United States to complete the list of the chief creditors of 
Germany." Despite the liquidation of frozen credits in Germany by 
the application of these depreciated accounts to exports, the pres
sure of bilateraUsm carried German trade toward South America 
and the Danubian and Balkan states. If we compare the shares of 
German trade with Europe as a whole and with the rest of the 
world,'we discover that the former decUned from 1935 through 1938 
from 61.6 to 54.5 per cent on the import side, and from 1931 
through 1938 from 81 to 69 per cent on the side of exports. The 
bilateralism of clearings is chiefly responsible for the change from 
1929, when an export surplus of 2,857,000,000 Reichsmarks to 
Europe paid for an import surplus of 2,821,800 Reichsmarks out
side Europe, to 1938, when these figures amounted to no more than 
698,700 Reichsmarks and 901,700 Reichsmarks, respectively. The 
greatest change in direction of German trade is given by the com
bination of bilateralism and autarky, both of which moved Ger
man trade away from the predominantly industrial countries — 
Austria, Belgium, Czechoslovakia, France, Great Britain, Italy, 
Japan, Luxemburg, the United States, and Switzerland. From 
1931 to 1937 German imports from these countries fell from 39.1 
to 27.8 per cent of total imports, and German exports from 48.4 
to 36.9 per cent.* 

From the viewpoint of changes in the composition of trade, 
1. Cf. p. 383 below. 
2. Cf. p. 384 below. 
3. Cf. p. 385 below. 
4. Cf. p. 389 below. It ia impossible to carry the coiaparisoD into 1938, 

because ot the incorporation of two of the industrial countries, Austria and the 
Sudetan part of Czechoslovakia, into Germany itself. 
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Germany shows the characteristic pattern of a state tending toward 
autarky. If we draw a comparison between foodstuffs and indus
trial products, and subdivide the latter according to degree of 
fabrication, we discover the following changes. Amongst industrial 
imports, raw materials rose from 27.2 per cent of total imports in 
1931 to 33.9 per cent in 1938, whereas finished products fell from 
14.4 to 7.3 per cent, or to half their share before exchange control. 
Cyclical forces predominate in the import of foodstuffs, but their 
share — it is worth observing in passing — did not recover in 1938 
to the pre-crisis level. The export of foodstufi^s, never an important 
item for Germany, declined from 5.0 per cent to 1.2 per cent; 
exports of raw and semifinished industrial produces shrank sfightly; 
but the share of finished industrial exports rose from 72.4 per cent 
to 81.5 per cent.' 

C. Terms and "Gain" of International Trade 

The inquiry into volume, direction, and composition of trade 
would be as dull as the foregoing statistical synopsis were not the 
whole matter illuminated by the intriguing question. Did Germany 
gain or lose in international trade through exchange control? 
Undoubtedly the imperfections of statistical data prevent a precise 
quantitative answer to this crucial problem, but I do not believe 
they prevent an answer altogether. 

Aside from the prevention of flight psychology, the main pur
pose of retaining the old gold Reichsmark and the exchange control 
apparatus which it implied was to sustain Germany's terms of 
trade, both on current account and in payment of past obligations. 
The acceptance of this goal impfies, of course, that the advantage 
in terms of trade offsets the possible loss in volume of trade, so that 
the result of multiplying terms of trade by volume would be greater 
than otherwise; that is, that the so-called "total gain"^ would be 
larger under exchange control {including not only overvaluation of 
the currency unit but also discrimination between buyers) than 
underfreepayments and devaluation. It has already been suggested 
that a comparison of the terms of trade for Germany and for Eng
land give a clue to the effect of the overvaluation of the Mark.^ 

1. Of. pp. 381-382 below. 
2. Cf. Jacob Viner, Studies Jo the Theory of International Trade (New 

York, 1937), p. 563. 
3- Cf. pp. 335-342 above. 
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Let us pursue this analytical method further. Examine first the 
index of terms for England in comparison with the German index, 
as given in columns two and one in the accompanying tabic. 

I N P I C E S O P G E R M A N A N D E N Q L I S H T E R M S OP T R A D E A N D T H E 

O V E R V A L U . ^ T I O N O F T H E E B I C J J S M A B K 

Excess of 
Pieces of German German over EnfcUah 

Germaa Eoglish over Eai^liah Wholesale Pricee 
Terms of Trade* Terms of Trade* Terms <Gold)t 

1929 100 100 0 
1930 108.2 106.1 2.1 
1931 123.8 115.7 S.l 11^3 
1932 144.4 115.5 28.9 38-50 
1933 142.8 119.9 22.9 46-57 
1934 135.9 nS.S 17.1 60-77 
1935 126.3 115.3 9.0 67-78 
1936 122.0 112.6 9.4 59-69 
1937 117.6 108.0 9 . 6 44-57 
1938 128.8 114.7 14.1 61-86 

* For source, cf. p, 379 below. 
t Mini mum and maximum quarterly averages within eau'i year. 

Both countries gained absolutely in terms of trade by virtue 
of their predominantly industrial exports; but from 1931 the Ger
man terms were appreciably higher than the British, the margin 
being shown in column 3. It is quite apparent from these data 
that variations of the German index of terms relatively to the 
British relate closely to the overvaluation of the Reichsmark. The 
great increase of the German margin comes in 1932 with first annual 
trade statistics after the introduction of exchange control in Ger
many. The reduction in this margin in the next few years follows 
logically from the extension of use of export subsidies of devalued 
Marks in the clearings and Sperr categories. Other factors might 
indeed affect the relative terms of trade for the two countries — 
most notably changes in international demand and in capital 
movements. Whatever influence the demand factor may have had, 
it is clearly quite subordinate to the Mark currency factor; and the 
separate influence of capital movements, also subordinate by the 
evidence of the 1931 figures, will be taken account of later. 

Proceed now to a comparison of movements of the German 
terms of trade with a simple purchasing-power-parity measure of 
the underlying overvaluation of the Reichsmark (column 4), 
which is useful as an indicator of German costs of production 
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relatively to costs in the free-currency economics such as the ster
ling bloc and more specifically England. The German positive 
margin is a, mere fraction of the overvaluation, ranging from two-
thirds at a maximum in 1931 to one-eighth at a minimum in 1935, 
typically closer to the latter than to the former Umit. 

Why should the extensive overvaluation of the Mark produce 
so small improvement in the German terms of trade? The primary 
cause, in all probability, is the practice of exporting over depre
ciated Mark categories and by means of subsidies. The probabiUty 
would be a certainty if we knew that the German official export-
price index represented prices net of these aids. But the probability 
amounts to a practical certainty. Our previous investigation of 
overvaluation of the Reichsmark' revealed that export prices 
articulate quite smoothly in the margin between subsidy per unit of 
export and domestic wholesale prices. It would furthermore be the 
natural bargaining strategy of exchange control authorities to 
quote the lower figure, i.e. the price after subtraction of various 
export aids. A second and very important cause of the relatively 
small advantage in terms of trade was the high cost of imports. 
Germany regularly paid prices in clearing, compensation, and Aski 
deals which considerably exceeded world prices, because of the 
necessity of buying within the confines of bilateral balancing, as an 
earlier analysis has shown.^ Since bilateraUsm was a consequence 
of exchange control (including overvaluation), so too was the reduc
tion of the improvement in terms of trade, ascribable to import 
costs. As a specific example, German import prices, after having 
moved along the same level with the British index from 1929 to 
1931, exceeded it by 2}4 per cent in 1931 and by successively wider 
margins to eight per cent in 1938.^ Nevertheless, despite its small 
magnitude relatively to Reichsmark overvaluation, the combina
tion of the artificially high rate of exchange and the use of discrim
inating sub rosa devaluations apparently gave Germany more 
favorable terms than England's. 

To complete the argument as to total gain, it is necessary to 
move to the second term of the multiplication, that is, to the 
volume of trade. A favorable change in terms could be attended 
with a fall in total gain if volume decreased sufficiently. But it is 

1. Cf. p. 233 above. 
2. Cf. pp. 242-247 above. 
3. Cf. p. 379 below. 
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unfortunately impossible to use physical volume directly, because 
of the very changes in the exchange-control period in composition 
of exports and imports which we have just reviewed. Changes in 
total value of exports and imports are taken in a substitute r61e for 
volume, and in order to avoid the cumbersome expressions of actual 
magnitudes, they are expressed in percentages of world exports 
and imports. Percentages are also used in comparisons with the 
value of exports and imports of Great Britain, a country of pre
dominantly industrial exports as is Germany. 

At first consideration, this method is apt to yield conclusions 
very favorable to the German exchange control. In 1932 and 1933, 
the years of highest German barter terms relatively to the British, 
German exports were 107 per cent and 95 per cent of British exports 
in the two years respectively; whereas in 1935, the year of lowest 
German terms relatively to the British, German exports were only 
82 per cent of British exports.^ German imports showed no change 
relatively to imports to England. It appears that despite exacting 
higher barter terms in the first two years, Germany increased its 
export position relatively to the free-payments devalued-currency 
England: Germany both ate and had its cake. In 1935 the lower 
barter terms were accompanied by a relative deterioration in export 
position; Germany lost both the cake and the eating.^ The same 
conclusion could be drawn in the English comparison, though with 
less striking extremes, as between any year from 1931 through 
1933, on the one hand, and any year from 1934 through 1937, on 
the other. If the basis of comparison is shifted to world trade,^ 
the general relation.^ for the same groups of years with their accom
panying indices of trade terms are not changed. 

It is no mere academic exercise to construct such an argument, 
1. For a statistical summary of these relations through 1929-1937, cf. 

the table on p. 277 above in conjunction with the figures on p. 379 below. The 
changes of the German territorial area in 1938 and 1939 interfere with com
parisons in these years. 

2. It might be imagined that just the opposite interpretation could be 
made: 1932 and 1933 represent bad years, since Germany paid a large volume 
of exports for small volume of imports — what Taussig calls the "gross barter 
terms of trade" had declined. But this ignores (1) that the barter terma were 
in fact relatively favorable; (2) that the magnitudes under comparison are not 
physical volume of exports and imports, but total values. Since the balance of 
payments balances, the residual from the visible trade must appear in the 
capital items; upon their behavior in the German situation much depends, as 
will presently become apparent, 

3. Cf. statistics on Germany's share of world trade, p. 393 below. 
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for German exchange control does not lack its advocates precisely 
upon the basis of total gain of foreign trade, both within the coun
try and abroad.' But the argument is based upon a notorious 
non causa pro causa. Because relatively favorable terms attended 
improvements in Germany's relative export position, the former Ls 
assumed to be the cause of the latter. But this is to ignore the one 
most conspicuous phenomenon of Germany's international situa
tion from 1931 through 1933 — the export of capital. The violent 
effort of foreigners and nationals to transfer wealth in both mone
tary and real form abroad caused the "favorable" balance; this 
balance developed not because of the favorable German terms of 
trade, but despite them. From July, 1930, to February, 1934, Ger
man foreign indebtedness decreased from 26.8 to 13.9 billion Reichs
marks, and this was a period of the "favorable" showing on the 
basis of export position and terms; from February, 1934, to Febru
ary, 1938, foreign debts decUned only from 12.9 to 10.0 biUion 
Rpiehsmarks, and this was the period of the less favorable aspect 
of exports and terms.^ In the first three and a half years debts fell 
by around 13 biUion, in the second four-year period by four billion 
Reichsmarks. Devaluations, it is true, accounted for a relatively 
larger share of the debt reduction before 1934 thari after; but the 
ofi'set is not sufficient to matter seriously in the present context.^ 

As far, then, as we are able to trust the evidence given by a 
comparison of German terms of trade with developments in a single 
foreign country, there appears to be no ground for supposing that 
the relatively high level of the German terms had itself any dis
coverable tendency to increase the relative import and export 
position of Germany in world trade or, by the same token, the "total 
gain" of her foreign trade. Limitation of the comparison to the 
English terms docs, indeed, leave much to be desired; but it is 
impossible to find another significant industrial country which did 
not undergo devaluation within the period of German exchange 
control, making it efigible for comparison. Furthermore, export 
and import price indices have to be accepted with some caution. 

It must be emphasized, however, that the preceding calcula
tions have accepted the official German index of export and import 
prices without question, but that there are two important offsets. 

1. This issue will recur in the concluding chapter. 
2. Cf. pp 231, 277 above. 
3- Cf. p. 288 below. 
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These offsets reduce the "total gain" substantially from a genuinely 
economic angle. In the first place, we may be certain that nothing is 
allowed in the report of net export prices for two impressive sets of 
costs: the first, interest and risk costs involved in taking payment 
through the lagging and uncertain process of clearing and compen
sation; the second, the entire weight of administrative costs of 
exchange control upon the state budget and the taxpayer.' In the 
second place, however the net terras of trade really stood in the 
German case, they were more favorable in any event than exchange 
control as a mere economic device would have given. Our investiga
tion of German exports through clearings with Southeastern Euro
pean countries disclosed that German goods were frequently sold, 
to put the matter mildly, at higher prices than competitive condi
tions could explain. In part, the high prices proceeded from regional 
quasi-monopolies on the part of Germany. But in part, they arose 
from her adroitness in exploiting her debtor position in the clear
ing accounts; and in part, they rested on political might and 
hard bargaining. 

In concluding the subject of the German "total gain" from 
foreign trade, I should Hke to remark that no more easy method of 
analysis exists than the laborious calculus of terms and volume, and 
the making of allowances for capital movements, concealed costs, 
and other relevant but compHcating factors. A mere appeal to the 
generafization that authoritarian interference with the operation 
of comparative costs is bound to reduce the net yield of foreign 
trade does not suffice. The principle of comparative costs looks 
aside from discriminating monopoly, but this is one of the chief 
phenomena which admit the theoretical possibility of greater total 
gain with exchange control than without. But if exports and 
imports are accurately reported, both as to price and volume, the 
total gain is impUcit in the data. The same must be said with 
regard to a shift of trade to more distant markets; discriminating 
monopoly might still make the trade more profitable, and if so, 
accurate statistics of price and volume would reveal the fact. 

Furthermore, it is impossible to test the economic efficiency 
of the German international trading system by the movement of 
the cost of hving or real wages in Germany. Evidence Is indeed not 
wanting that the official cost of hving index concealed quaUtative 

1. For Germany there hag never been the ghghtest breach i n the secrecy 
surrounding the costs of administering exchange control. 
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deterioration in the standard of life and a decline in real wages.' 
In a competitive or free-enterprise economy, the debasement of 
real consumer income would be damaging evidence concerning 
general effectiveness of its production, including the yield of foreign 
trade. In a totalitarian society in which an avowed aim was to 
divert most of the increased social dividend from consumption to 
capital goods and rearmament, the test fails. We therefore have 
to analyze the total gain of foreign trade directly in its components, 
terms and volume, as in the preceding paragraphs. 

D. Conclusions 

As these concluding pages are being written, Germany is 
astounding and dismaying the world with her military might. A 
danger exists that this mihtary prowess be taken as a vindication of 
Germany's entire economic apparatus. Since exchange control is 
accepted by its authors as part of this apparatus, the sanction may 
extend to this particular phase of the German economy. The ques
tion becomes significant in these circumstances whether German 
exchange control through the eight years of its ante bellum history 
proved to be an effective institution, and for what it was effective. 
In brief compass, what have been the findings of the present inves
tigation? The retrospect profitably includes the results of German 
exchange control respecting the monetary standard, the character 
of foreign trade, the terms and total gain of foreign trade and the 
foreign debts, as well as conclusions regarding the control as a new 
system, and its connection with the totalitarian state. 

As long as the bulk of Germany's international trade and pay
ments actually passed at the official Reichsbank rate of exchange, 
and as long as the panic following the summer crisis of 1931 lasted, 
German exchange control may be adjudged a success in thwarting 
an economically purposeless capital flight and in preserving the 
integrity of the national monetary standard. The justification of 
the maintenance of the Mark parity persisted only to the juncture 
when devaluation became practicable; and the justification of the 
various devices to prevent a capital outflow persisted only to the 

1. Cf. International Labor Office, Employment, Wagea, and International 
Trade (Geneva, 1940), Appendix II, Incomes of German Workers, pp. 95-103; 
Balogh, op. cit., pp. 466-467, 482, 495; Guillebaud, op. cit., pp. 1S6, 306, 
208-209, 211; Poole, op. cit., pp. 221-222; Fritz Sternberg, "Why Isn't Ger
many Bankrupt?", New Republic, Vol. 102, No. 22 (May 27, 1940), pp. 
717-719. 
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time when satisfactory arrangements had been made with foreign 
creditors. It is, of course, impossible to designate a precise time 
at which these conditions were fulfilled. Devaluation immediately 
following the English action in September, 1931, would probably 
have been a hazardous venture, because of a possible flight from the 
currency.' By the summer of 1933 the case for devaluation was 
strong, though not perfect. A great deal of German trade already 
proceeded over de facto devalued rates, the capital flight was under 
control, debt service had proceeded satisfactorily, and there were 
clear signs of economic recovery in Western Europe. Dollar deval
uation still in process represented the one great obstacle, because 
of its uncertain extent. Had Germany devalued pari passu with 
the United States, however, the probabihties are strong that the 
American move, instead of imposing downward price adjustments 
on the gold bloc, would have induced the alternative adjustment of 
rising prices and economic expansion, both at home and abroad. It 
must not be forgotten that even before the economic expansion 
program of the National Socialist government had got under way, 
Germany held a key position in the economy of Central Europe. 
So far as concerns foreign debts, the situation was even more favor
able. Reparations had been virtually annulled in the Lausanne 
Conference a year earlier, and the Standstill agreements had pro
vided fairly adaptable modus operayidi for short-term debt. After 
1933 it is difficult to discover justification for exchange control as 
a monetary and financial measure; its aims became "ulterior."^ 

If the case for devaluation was strong by 1933, it was ironclad 
in 1934 and 1935, and the "justification" of exchange control had 
to be shifted completely from monetary and financial matters. 
By the middle of 1935 Austria had pioneered the way to an equilib
rium adjustment of the Schilling and had fiberated payments 
except for capital flight purposes. Foreign indebtedness per capita 
had been as heavy as Germany's, unemployment more severe, and 
the general economy much weaker through territorial losses and 
the absence of an industrial rationahzation movement in the 
'twenties. In refusing to follow the course of Austria in 1934 and 
1935, Germany not only sealed the fate of her gold bloc neighbors, 
which in general had not followed an "autonomous-economic" or 
credit-expansion policy such as to make currency depreciation 

1. Cf. pp. 172-173 above. 

2. Cf. pp. 22S-233 above. 
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inevitable; Germany also accepted as a prospectively permanent 
institution a fictitious currency unit which imposed the necessity 
of multifarious ad hoc but concealed devaluations. Inflation baa its 
counterpart in a controlled economy, so far as concerns both foreign 
and domestic trade, in shortages and rationing. Prices do not rise, 
but this is not the only way in which it is possible to "get less for 
your money." In the field of imports, devisen are rationed out, 
and thereby from the angle of the economy as a whole imported 
goods are also rationed'; in the field of domestic goods, individuals 
see the rationing directly. In both cases money buys less, and this 
is the meaning of monetary depreciation. It is in vain, therefore, 
that German writers protested that the Reichsmark did not depre
ciate/ for the rationing of imports to German consumers as a group 
and of domestic goods to German consumers of specific commodities 
bore directly upon the holders of Reichsmarks, not the holders of 
the special Sperr varieties. Exchange control failed of its purpose 
in maintaining tbe integrity of the currency unit. So far as con
cerns the flight of capital, a direct embargo without the other 
apparatus of exchange control — official rate, rationing of devisen, 
and bilateralism — would have served as well, for it would have 
used tbe same devices as did the control authorities. Exchange 
control from the monetary and financial angles was superfluous 
as early as 1933 in all probabifity, but by 1935 for a certainty. We 
must turn thereafter to the "ulterior" ends. 

Analysis of German trade reveals that, in all respects save the 
doubtful issue of "total gain," exchange control produced results 
which were not only ulterior to its avowed monetary and financial 
aims, but more significantly, ulterior to any economic calculus. 
Schacht's New Plan osten.sibly introduced the altogether unexcep
tionable principle of refusing to permit imports for which the means 
of payment were lacking.^ In fact, it ushered in the complete 

1. During the period of devigen allocation on a percentual baaia, from the 
autumn of 1931 to the autumn of 1934, the rationing waa indeed explicit; 
thereafter it was only implicit but undoubtedly present in the limitation of 
imports through Uberwachungsstellen dectaiong as to what was an "essential" 
foreign purchase. 

2. E.g. Rudolf Eicke, Warum Aussenhandel (Berlin, 1936), passim; 
Carl-Hermann Miiller, op. cit., p. 326. 

3. Aa well informed a critic as Heuser apparently fell victim to German 
propaganda upon this matter, in pronouncing the New Plan to be "a step in 
the right direction"; cf. HeinricU Heuser, Control of International Trade 
(London, 1939), p. 133. 
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authoritarian control of what should be imported and what 
exported, in what quantities, for what means of payment, at what 
prices, and with what countries. Thereby exchange control became 
a misnomer, for it really signified foreign trade control. The 
exchanges were allowed to fend for themselves in the sub rosa 
Sperrmark categories, or determined ad hoc upon the grounds of 
temporary expediency in trade negotiations with clearing partners. 
As for foreign trade, the phenomena against which the control was 
directed were production for export on the basis of relative costs 
and the maximization of profits, on the one hand, and consumption 
on the basis of relative prices and the maximization of utility by 
free choice on the other. Political aims engulfed the economic 
calculus. There is no denying, of course, that the extension of 
employment not only supplied one of the main objectives of the 
National Sociahst "autonomous economic pohcy" but also that it 
represented one of its actual accompUshments- A theoretical 
possibility does exist that protectionist measures may, with specific 
international demand and cost function.s, extend the volume of 
home employment, at least for the short run. None of the propo
nents of this theoretical position, however, have had the hardihood 
to suggest that protection is best achieved through the panoply of 
exchange control devices — overvaluation, differential de facto 
devaluations, and bilateralism. Reemployment necessitates no 
exception to the statement that, with the possible exception of the 
terras of trade, German exchange control can be explained after 
the first two years of its history only in non-economic terms. 

The non-economic character of international trade under 
German exchange control appears in its volume, direction, and 
composition. The point may be raised that no matter what violent 
alterations may have come about in the character of German inter
national trade in the change from a fiberal to a totalitarian system, 
the question whether these changes were economic (I.e. governed 
by a calculus of relative costs and pecuniary profit) or not is 
answered solely by findings as to "total gain" (terms mulliphed by 
volume). Such a contention would ignore the announced aims of 
German trade pohcy and the realization, in part at least, of these 
aims in the actual course of trade. Neither the aims nor the actual 
developments correspond to economic criteria. As we have seen,' 
the New Plan was oriented toward reduced imports and increased 

I. Cf. pp. 211-212 above. 
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exports of finished goods: during the National Socialist re^me 
imports of this sort decreased from 12 per cent to seven per cent 
of the total and exports increased from 72 per cent to 82 per 
cent. Both aim and accompUshment defy the comparative cost 
principle. Another aim was the transference of industrial exports 
from European to South American and other overseas markets: 
here again a distinct shift in actual trade responded to the effort. 
Not the higher prices of the overseas markets but the mauitenance 
of bilateralism — without which exchange control under an arti
ficial rate cannot function — explained these facts. The New Plan 
set as another goal the enlargement of the favorable trade balance, 
and the years 1935-1937 saw an improvement over 1934. Not by 
the extension of exports through competitive advantage, how^ever, 
but by the restriction of imports through the direct interference of 
Vherwachungsstellen. As Piatier points out,' the temper of German 
trade poficy is well revealed in an article of Die Bank of March, 
1936, enumerating the major items of import and describing ways 
in which Germany might hope to dispense with three-fourths the 
going volume of foreign purchases. Such examples — and the fist 
might be extended indefinitely — do not bespeak a preoccupation 
with some grand economic end to which the examples are subordi
nate details. They are the components of autarky, which negates 
the economic calculus of costs and productivity. 

Throughout the exchange-control period from 1931 through 
1939, Germany enjoyed relatively high terms of international trade 
(export prices as percentages of import prices) and may have bene
fited from an increase in "total gain." The largest part of the 
advantage in terms is clearly ascribable to the high ratio of indus
trial to agricultural prices during depression and the marked pre
dominance of the former in German exports. The analysis of Ger
man terms relatively to England, likewise a country of industrial 
exports, showed^ that the apparent margin in terms secured by the 
overvaluation of the Mark was a relatively small fraction, varjdng 
between two-thirds and one-eighth and generally closer to the 
latter limit, of the overvaluation. Responsibility for this rested, 
first, upon the gradual resort to devalued Sperrmark rates and sub
sidies for exports and, second, upon the high import prices which, as 

1. Andr^ Piatier, Le contr61e des deviseg dans I'^conoroie du III* Reich 
(Paris, J 937), p. 130. 

2. Cf. pp. 276-282 above. 
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we discovered in the section on this subject/ attended German pur
chases through the clearings. But the relatively favorable terms 
of trade cannot even be taken —small as the advantage is — at 
their face value, since substantial reductions have to be made for 
two sources of concealed cost — losses to exporters through risk, 
delay, and technical costs of operating through clearings and com
pensation, and the administrative costs to the State of exchange 
control.^ If we are interested in the economics of the German trade 
terms, we are bound also to record that the relatively high export 
prices secured in German clearings, with Southeastej'n Europe 
especially, are less ascribable to extensive and inelastic demand for 
German products than they are to chicanery, exploitation of Ger
many's debtor position, and political pressure.^ 

If the case for a genuine economic advantage in barter terms 
proceeding from exchange control is not strong, the case for an 
increase of "total gain" from this source is impossible to establish. 
The years in which Germany's share of world exports was high, 
1930-1932, were also years of highest terms of trade and presum
ably also of "total gain." But high terms of trade, induced not 
by any discernible increase in foreign preference for German 
products but by the enforcement, for the time being, of the exces
sive official rate on the Reichsmark, would serve to reduce and not 
to increase the German export position. The large export surplus 
of these years is explained by the ffight of capital, and the increase 
of "total gain" was transferred to foreigners! For the years after 
the stoppage of capital exports, both the nominal advantage in 
terms and the relative export position sagged off. In view of the 
necessary offsets which have to be made to the apparent gain in 
terms, the probabilities seem to indicate that exchange control 
produced a net reduction in the economic "total gain" of Germany's 
foreign trade. Many of Germany's important exports, it may be 
observed in passing, must have enjoyed the advantage of inelastic 
demand over rather wide contiguous regions. 

It remains to review the record of exchange control regarding 
the foreign indebtedness of Germany. From mid-1931 to early in 
1938, indebtedness was reduced from 24 billion to 10 billion Rcichs-

1. Cf. pp. 242-257 above. 
2. According to hearsay, 36,000 civil servants devoted their time to this 

activity. 
3. Cf. pp. 257-270 above. 
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marks. Of this sum, eight billions represented repurchases and 
redemptions, and six billions the depreciation of foreign debts 
through foreign devaluations.' To arrive at the amount of effective 
transfer it is necessary to subtract from eight billion Reichsmarks 
the depreciation of blocked accounts below a level corresponding 
to foreign devaluations due to the restricted applicability of these 
accounts, and a further sura for the repatriation of German bonds 
at bargain prices. A rough estimate might be in the neighborhood 
of one-half to one billion Reichsmarks. Thus windfalls reduced the 
German foreign indebtedness approximately as much as repay
ments. The "windfalls" are a consequence of German exchange 
control, for the fiction of Reichsmark parity produced the gains of 
foreign devaluations, and the embargo on capital exports secured 
the profits on bond repatriations and export against blocked marks. 
It should be noted that the latter two sources have yielded real 
profits, since they are actually ah-eady realized, whereas the first 
source, pertaining to debts in foreign currencies, has yielded paper 
profits only, which would disappear vnih the devaluation of the 
Mark. With this one reservation there is no doubt that exchange 
control gave to Germany substantia] economic gains on its foreign 
debts; indeed, Piatier lists the windfalls (from the three sources 
named) as three out of four items in his list of advantages derived 
from the control by Germany.^ The gain is "economic" in the sense 
of pecuniary advantage, but it is not an economic gain in the sense 
of its origin. Effective transfer from 1931 to 1938 amounted to 
seven to seven and one-haK billion Reichsmarks, whereas expen
ditures upon armaments to the outbreak of war have been esti
mated as high as 90 billion Reichsmarks.^ In view of such facts, 
Germany has not secured the windfalls upon her foreign obhga
tions without an indirect cost; for, as Saint Jean declares, she has 
solidly established her reputation as a bad debtor.* 

As an emergency device for coping with the panicky with
drawals and fUght of capital in 1931, and as an intermediate device 

1. League of Nations. Balances of Payments 1937 (Geneva, 1938), p. 110. 
Tbe League estimate of the effect of devaluations pertains to the period mid-
1930 to early in 1937; but devaluations from mid-1930 to mid-1931 and from 
early 1937 to early 1938 could make no significant difference. 

2. Piatier, op. cit., p. 138. 
3. Sternberg, op. cit., p. 717. 
4. Maurice de Saint Jean, La Politique economique et financi^re du 

Troisieme Reich (Paris, 1936), p. 438. 
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for controlting the balance of payments during attempts to adjust 
prices to international equilibrium {devaluation being in practice 
impossible), exchange control answered to economic ends. Since 
1933 or thereabouts the German exchange control is impossible to 
justify on economic grounds — the monetary situation, interna
tional trade and foreign debts. It is important to establish these 
facts, for the German exchange control has riot lacked its apologists 
upon economic grounds. I am inclined to beUeve that the pohtical 
and economic powers of the National Socialist state would regard 
the nice calculation of economic pro's and con's with ironical 
amusement, knoTiing full well their complete irrelevancy. Even if 
the case were conclusive to these authorities that exchange control 
entailed net economic losses, it would have been retained. The 
losses would in all events be rendered less obvious by certain wind
falls: the effect of foreign devaluations and the German capital-
export embargo, the forcing of loans through accumulating clearing 
debts/ the achievement of high export prices in clearings through 
political pressure, the restraint upon real wages through control of 
"non-essential" imports, and the favorable terms of trade through 
the relatively high prices of industrial exports. The institution 
persisted because it was an instrument par excellence of pohtical 
power — political power not only over other states but equally 
significantly over vested economic interests within the country. 
The National Socialist state developed this totalitarian instrument 
to one of its most formidable weapons. Unfortunately it must also 
be recorded that, in creating an authority against the decisions of 
which the law afforded no redress, the political predecessors of 
Hitler nurtured an institution which paved the way for totaUta-
rianism. 

1. In 1935 the German clearings debts amounted to 500,000,000 Reicha-
marlis and in 1938 to 250,000,000 Reichsmariig: Cf. League of Nationa, loc. 
cit., p. 111. 



C H A P T E R V 

THE PAST AND FUTURE OF EXCHANGE CONTROL 

T H E P U R P O S E S O F E X C H A N G E C O N T R O L 

At the outset of thia study, five types of exchange control were 
distinguished according to the degree of their divergence from a 
Uberal or "free" system of international payments.' That which 
underlay this scheme was the contrasting organization, function
ing, and economic epiphenomena of the various controls. It will 
be profitable, I befieve, to renew acquaintance with the distinguish
able types of control, but this time from the viewpoint of their 
purposes. Purposes also range from those which are harmonious 
with a liberal system to those quite incompatible with it, and there 
will be a rough parallel with the early classification. But the two 
are not identical. The original scheme, for example, distinguished 
(as types 3 and 4) between overvaluations of the monetary 
standard proceeding respectively from a ffight of capital alone, and 
from relative inflation coupled with a ffight. This difference is 
vital so far as concerns the economic earmarks and functioning of 
the two types of exchange control, but it corresponds to no neces
sary distinction as to the purpose for which control is maintained. 
From the angle of aims I distinguish seven categories:^ (1) preven
tion of unregulated export of capital and depreciation of the cur
rency; (2) temporary insulation to permit adjustment to inter
national equilibrium; (3) increasing the total economic gain from 
foreign trade; (4) securing cheap foreign exchange for government 
purposes; (5) retaliation against foreign controls, quotas, tariffs, 
and the like; (6) protection of domestic production; (7) totalitarian 
economic and political control. Each of these purposes merits 
some elucidation.^ 

1. Cf. pp. 1 - 7 above. 
2. ID her book on World Trade (New York, 1 9 3 9 ) , p. 125, Ethel B. Die

trich also gives seven purposes of exchange control. Four of these (1, 2, 3, 5 ) 
fall under my first category of preventing capital export, viz., conserving the 
gold supply, providing devisen for foreign debt service, and stabilizing 
exchanges; and two others ( 4 , 7 ) come under my caption of paternaUstic or 
totalitarian aims, viz., securing "essential" imports and estabhshing a regu
latory instrument of planned economy, 

3 . The purpose of mere stabilization against ^hort up-and-dowc varia
tions o£ exchange is omitted as not belonging to pxciiange control in the narrow 
sense understood in the present study; cf. p. 1 above. 

200 



PAST AND FUTURE OF EXCHANGE CONTROL 291 

(1) The prevention of unregulated capital export and unreg
ulated currency depreciation is a universal purpose of exchange 
control, both for its introduction and for its retention. Capital 
export and currency depreciation are conjoined under one caption 
for the reason that an extensive amount of one almost inevitably 
ushers in the other, at least in the case of debtor countries. The 
League of Nations Report errs seriously, I believe, in maintaining 
that, beside the motive just named, "countries which resorted to 
this measure had in all cases suffered a worsening of their balance of 
trade, and controlled exchange with the deliberate intention of 
checking imports."^ After the depreciation of sterhng on Septem
ber 21, 1931, numbers of countries introduced exchange control 
because of an adverse turn in their balances of trade in competition 
with the devalued sterling bloc, it is true. After certain countries 
had introduced exchange control, it is also true that others were 
forced to a similar step by the impossibihty of securing devisen 
payments for exports. But it is clear that neither the one nor the 
other circumstance was universal. Indeed, in direct opposition to 
the League Report, the first introductions of exchange control 
occurred in conjunction with a strongly favorable turn in the bal
ance of trade, and this was frequently the case with later introduc
tions. Austria, typically an import economy, showed smaller import 
balances in 1930 and 1931 than in 1929; Hungary's trade balance 
changed from unfavorable in 1929 to favorable in 1930 and 1931; 
Germany's export balance skyrocketed from 36 to 2,872 million 
Reichsmarks between 1929 and 1931.^ Did it escape the authors 
of the Report that a flight of capital produces a favorable turn in a 
country's balance of trade? The throttUng of imports was certainly 
not the concern of Austria, Hungary, and Germany when they 
introduced exchange control. It should have been stressed in this 
connection, furthermore, that exchange control is notoriously effec
tive, through its artificially high rate of exchange, in producing 
unfavorable balances of trade. 

Even in those cases in which the prime mover was a loss of 
central bank reserves through an import surplus, the threat of 
currency depreciation produced also the threat of capital flight. 
Thus Czechoslovakia, hedged against foreign withdrawals by an 

1. League of Nations, Report on Exchange Control (Geneva, 1938), p. 
26; itahcs coine. 

2. Cf. pp. 61, 85, 95 above, and pp. 369, 380 below. 
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equal amount of investments abroad on her own account, could 
nevertheless experience the danger of currency depreciation through 
a flight instituted by her own citizens as central bank reserves ebbed 
away. The same situation obtained with countries for which the 
freezing of export proceeds by foreign controls caused a steady 
shrinkage of gold and devisen stocks, whether trade balances were 
active or passive. It is not surprising that, in accord with the find
ings of the present inquiry,' the ffight of capital is reported as the 
ubiquitous cause of the introduction of exchange control,^ In 
passing it is worthy of note that the various devices for carrying 
through a capital flight which attracted much attention after the 
early summer crisis of 1931 had been actively employed in Ger
many for a year or more previously.^ 

Moratorium, devaluation, and deflation did not present efigi
ble alternative courses of action to meet the capital flight of 1931 in 
the cases of Germany, Austria, and Hungary*; and this conclusion 
can probably be extended to other countries.^ Moratorium would 
have prevented foreign withdrawals but not the export of capital 
by nationals; it is an extreme measure which might have increased 
the panic psychology, whereas exchange control, though less can
did, preserved the appearance of something transitory; and finally 
moratorium at the very onset of difficulties would have outraged 
the creditor interests even more than it did upon its eventual and 
almost inevitable appearance. Devaluation, as we have seen, was 
precluded by the popular identification of tliis measure with infla
tion ; and the argument that it would have increased the burden of 
foreign debts appears to be quite secondary on short-run considera
tions. In Austria the opposition of the socialists to devaluation, 

1. Cf. pp. 27 -37 , 76-80 , 166, 171 above. 
2. Bank for International Settlements, " N o t e on Certain Aapecta of the 

Liquidity Crisia, 1931-1932, " mimeographed (Basel, April, 1932), p. 10; 
Alexander Yovanovitch, M^moire aur le contrSle dea changes en Yogoslavie, 
mimeographed, Institut International de la Cooperation Intellectuelle (Paris, 
1939), p. 23 ; Jerzy Nowak, Le contrSie des changes en Pologne, Comity Central 
des Institutions Polonaises des Sciences Politiquea (Warsaw, 1938), p. 7; 
Virgile Madgearu, Le cGntrole des changes en Roumanie, Institut des Recher-
ches Sociales de Roumanie (Bucharest, J 939), p. 7, J. B , Condliffe, The Recon
struction of World Trade (New York, 1940), Ch. VII . 

3. Melchior Palyi, "Gibt es eine Kapitalflucht aus Deutschland?" 
Berliner Borsen-Courier, December 9, 1930, p. 7. 

4. Cf. pp. 7-13, 33-36 , 88, 89, 172-173, 189 above. 
5. A. Basch, "Probleme der Devisenkontrolle," Mitteilungen des Ver-

bandea osterreichischer Banken und Bankiers, Vol. 14, No. 9-10, p. 224. 
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resting on the popular confusion of the idea with inflation, was 
politically conclusive; and in Germany the threat of the trades 
unions to enforce a wage scale based on foreign currencies turned 
the scales, for the measure would have annihilated most of the cost-
reducing effect of exchange depreciation. So far as concerns defla
tion, its workings would have been too slow to be effective in a 
crisis; and furthermore, it would have entailed social costs of 
increased unemployment and further contraction and hquidation. 
Here again the opposition of organized labor was important, though 
the voice of the c)\'il servants who would have been affected by 
budget reductions was also heard. 

The fact that after 1931 western European countries labored 
under a state of "perpetual crisis"— not only in political and eco
nomic matters generally, but specifically also in the sphere of short-
term capital movements — ser\'ed partly as a reason and partly 
as a pretext for protracting exchange control. As time went on, 
other motives for the prevention of capital export assumed an 
importance frequently exceeding the original purpose of maintain
ing the parity of currencies. De facto and sub rosa devaluation 
transformed the ofiicial rate of exchange to a mere face-saving 
fiction. What exchange control actually meant in the long run for 
foreign debts differed significantly from one country to another, as 
we shall see in a subsequent section. 

(2) After the most acute stage of capital flight, exchange 
control 

"can indeed be justified as a transitional device for the purpose of accomphsh-
ing the reduction of the gold value of the monetary standard which is inevi
table for its protection . . . or of carrying out the necessary deflation through 
lowering prices and incomes."^ 

The year following the introduction of exchange control in Ger
many witnessed the fairly consistent prosecution of this policy 
under Briining, save for the failure of the government to reduce 
cartel prices and raise interest rates.^ Even from the angle of a 
general "reflationist" pohey for combatting depression, it would 
not be clear that this policy was mistaken, for, as Poole maintains: 
"the rigorous deflationary measures of 1931 were designed in part to make 
possible the subsequent expansive program, through the medium of first 

1. Gottfried Haberler, Liberate und planwirtschafthche HandelspoUtik 
(Berlin, 1934), pp. 104-105. 

2. Cf. pp. 175-177 above. 
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strengthening the foreign trade position in order that measures which would 
later weaken it might be pursued with impunity-"' 

The ministries of von Papen and von Schleicher during the balance 
of 1932 and early 1933 saw a gradual weakening of the deflation 
policy, and with Hitler it was abandoned. 

Austria afifords the unique example of exchange control which 
led finally to international equihbrium.^ Because of the downward 
course of world prices until 1933, Austria was able to prosecute a 
policy of cautious and piecemeal devaluation without experiencing 
a rise of domestic prices. The allocation of devisen for imports had 
largely disappeared by October, 1932, and transactions on current 
account in international trade progressed over the supervised but 
essentially free "private clearing" market. In March and April, 
1933, devaluation was legally recognized for the interpretation of 
loQg-term contracts; and a year later the National Bank revalued 
its gold and devisen reserves in accord with a devaluation of the 
SchilUng to 78.2 per cent of its former parity. Exchange control 
persisted only in unavoidable clearings and in the embargo on 
capital export. 

Hungary represents something of a midway position between 
Germany and Austria. Without definitely forsaking international 
equiUbrium for an "autonomous economic policy," Hungary made 
slow progress toward the liberation of international payments, but 
did not consummate the process before the economic setback of 
1938 and the ominous rumbUngs of approaching war. Prices in 
Hungary, as in Austria, did not decUne appreciably in 1931, despite 
the sudden drop in effective gold prices on world markets, but from 
January, 1932, to September, 1933, there was a gradual decUne. 
If exchange control had been regarded as a temporary device to 
secure the opportunity for international adjustment, Hungary 
could have devalued in 1934 or have restrained domestic prices in 
the teeth of rising agricultural prices on world markets to secure 
relative deflation. Neither alternative was taken, and despite the 
simplification of exchange control, the refunding of foreign debts, 
and the resumption of devisen payments on the debt service, the 
growth of autarkic sentiment prevented the final steps in the 
process. 

1. Kenyon E. Poole, German Financial Policies, 1932-1939 (Cambridge, 
Mass., 1939), p. 25. 

2. Cf. Chapter II above. 
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The histories of Germany after 1932 and Hungary after 1933 
illustrate the point made by the League of Nations' Report, that 
exchange control can serve as a cover not only for the gradual 
process of achieving international equilibrium but also for a "policy 
of internal credit expansion which raises internal prices much above 
the world level."' Furthermore, unless the overvaluation of the 
currency is offset by other devices, exchange control actually 
works against the debtor nation through stimulating imports and 
thus postponing the day of equilibrium in the balance of payments. 
The maintenance of exchange control in Germany and her satellite 
countries delivered a body blow to economic cooperation and 
"peaceful change." In part extenuation of this course it deserves 
to be remarked for the reflection of the light-hearted advocates of 
free exchange rates that, as Professor Fanno concludes, the depre
ciation of currency in "a country which is an important economic 
center and is in addition a center for the financing of world trade" 
enforces depreciation elsewhere, and paralyzes the foreign trade and 
economic life of the world. 

(3) Exchange control has also been directed toward increas
ing the gain from international trade. This subject is reserved for 
fuller treatment in a later section; but it is clear that the theoretical 
possibihty exists, in case the country enjoys a monopoly or monop
sony in significant fines of export and import respectively, for 
changing not only the terms of trade but also the "total gain" in a 
favorable direction (terms multiplied by volume). The more fact 
of transportation costs affords a certain monopoly or monopsony 
zone, and this margin may bo increased by other obstacles to trade 
such as tariffs, quotas, and import and export prohibitions. "On 
paper" there would seem to be opportunity to exploit this margin, 
either by the enforcement of a unique rate of exchange above the 
competitive equilibrium level or by discriminatory rates. Through
out its pre-war exchange-control history Germany operated upon 
the basis of monopohstic discrimination, and Hungary followed 
suit until late in 1935, but in Austria the practice did not go beyond 
the narrow sphere of exporting against SperrschiUings at different 
discounts for a short interval. We shall recur to the experiences of 
Hungary and Germany, which were not crowned with success from 

1. League of Nations, Report on Exchange Control, p. 28. 
2. Marco Fanno, Normal and Abnormal Internationa! Capital Transfers 

(Minneapohs, Minn., 1939), p. 98. 
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an economic angle, Recently it has been urged that England raise 
the pound rate and even discriminate in the straits of war between 
various categories of exports to increase the gain of trade.' From 
the viewpoints of probable success and of adverse repercussions 
upon international trade, artificially high and discriminatory rates 
of exchange would seem to be more defensible in war than in a 
peace economy.^ 

(4) The Treasury is always able in an exchange-control 
country to procure foreign devisen at the low official rate for its 
own purposes. Undoubtedly the fiscal purpose of exchange control 
rarely supplies its chief justification. In Rumania, indeed, it is 
asserted that "the demand of the government for devisen nearly 
always exceeded that of private persons."^ But in any event the 
securing of a continuing supply of foreign exchange at bargain 
prices might explain the continuance of exchange control and a 
wholly fictitious official rate in situations where they had otherwise 
lost tlieir raisons d'etre. 

(5) Once exchange control had been estabfished by the impor
tant trading partners of a given country, the introduction of con
trol for its own economy might be conceived as a "retafiatory 
measure" in a broad sense. "Retafiation" usually connotes the 
idea, however, of attempting to induce the cessation of the offensive 
action, and this could scarcely be imputed to all exchange control 
systems introduced after, say, October, 1931. In this narrower 
sense examples are not altogether lacking of retaliatory exchange-
control systems, and pro tanto of exchange-control measures. Aus
tria made extensive de facto departures but retained the entire 
legal structure of control, in order at any time to impose a retaUa-
tory freezing of accounts in response to a similar foreign course. 

• England threatened a compulsory clearing and the levying of a 
20 per cent import tax upon German goods as a means of pro
testing against the Moratorium of July, 1934.* On May 6, 1935, 
Germany promulgated a devisenpolitisches Ahfertigungsverhot 

1. Grenville Holden, "Rationing and Exchange Control in British War 
Finaoce," Quarterly Journal of Economics, Vol. 54, No. 2 (February, 1940), 
pp. 171-201; Thomas Balogh, "Foreign Exchange and Export Trade Policy," 
Economic Journal, Vol. 50, No. 197 (March. 1940), pp. 1-27. Balogh, but not 
Holden, recommends discriminatory ratea. 

2. Cf. pp. 314, 341-343 below. 
3. Madgearu, op. cit., p. 37; cf. also pp. 8-9, 21. 

4. Cf. p. 201 above. 
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against France and Czechoslovakia, requiring special import 
certificates for the goods as an answer to alleged discriminations 
against Germany.' 

(6) Sooner or later virtually every exchange-control system 
has lost its original orientation toward the monetary standard and 
capital flight and has become an instrument for ulterior ends. 
Since exchange control ordinarily involves an overvalued currency 
unit, imports — though unusually profitable at the official exchange 
rate—stand to be reduced in quantity relatively to exports. 
Domestic fines of production which have to compete with imports 
are thug protected. In predominantly industrial countries, such as 
Austria and Germany, agriculture benefited; and in a predomi
nantly agricultural country, such as Hungary, the relative gain 
accrued to industry. Protection in the old-fashioned sense appeared 
as a by-product of attempting to defend the currency, but it proved 
to be so welcome a by-product as certainly to become an end itself. 

Yet protection in the traditional connotation of measures to 
increase the domestic market for home industries in a competitive 
re^me faUs sadly short of the "ulterior aims" of exchange control 
in its later phases. The nearest of kin, which is nonetheless an 
extension of the older concept of protection, is the effort to reach 
"full employment." Whether the unemployment is regarded as a 
cyclical or secular matter is a matter of indifference, for it is gener
ally agreed that the German program of expansion had no discern
ible reference to cycle theory.^ Though ulterior to monetary and 
financial aims, the purpose of reaching full employment would 
certainly be considered, on its face value at least, as an economic 
end. Guiflebaud's book, both by the evidence of its title, "The 
Economic Recovery of Germany," and by its tenor throughout, 
regards the developments—rather naively in my judgment—from 
this angle. Through the years 1931 and 1932 the German govern
ments were indeed primarily concerned with the rehef and com
batting of unemployment, though exchange control was not one 
of the weapons. From 1933 onward unemployment decreased and 
finally in 1938 and 1939 gave place to a labor shortage, and 
exchange control as a protectionist device undoubtedly aided the 
process. It is undoubtedly true, as A. G. B. Fisher declares, that 

1. Cf. pp. 222 above. 
2. Cf. Poole, op. cit., p. 75, and C. W. Guillebaud, The Economic 

Eficovery of Germany, 1933-1938 (London, 1939). 
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"the Germans believe that the same measures which insure their 
economic independence and make them impregnable in a miUtary 
sense will also insure immunity against the virus of the trade-
cycle. . . .' But which was the fundamental aim? 

(7) Had the fundamental aim of totalitarian states actually 
been the furtherance of home industry, exchange control would 
have been abohshed at the behest of the export interest, for it 
clearly preponderates in the German economy. Had the funda
mental aim actually been the extension of employment, on the 
other hand, it would scarcely be conceivable that the standard of 
living should be treated in so stepmotherly a fashion. Furthermore, 
in order to promote home employment, exchange control would not 
have been permitted to decrease exports relatively to imports and 
hold them at this low level. It has been observed by more than one 
writer^ that exchange control differs from Mercantilism in that 
exchange control sometimes seeks to expand exports with the 
avowed aim of increasing imports. But such an aim does not 
conform to a Keynesian program of increasing domestic employ
ment through protection. Nor does the ideal of autarchy — the 
creation of an international self-sufficient unit dominated by the 
needs and aids of the totalitarian nation — conform to this pro
gram, as would autarky, tout simple.^ 

The aim of exchange control in Germany after the advent of 
the National Socialists was the furtherance of their economic and 
political power both abroad and at home. On the side of foreign 
trade and international relations, as a German writer has said, 
"regionalism, Grossraumwirtsckaft, preference systems, imperial
istic pohcy — these are the catchwords which must be named in 
this connection,"* or as a French writer has more pointedly 
expressed the purpose, une 6conomie de guerre.^ So much has been 
recognized. But there is some danger of neglecting the significance 
of exchange control in the domestic economy. Exchange control is 
indeed an effective device for regulating all items in the balance of 

1. A. G. B. Fisher, Economic Self-Sufficiency (Oxford, 1939), p. 22. 
2. H. R. Hormi, Mpmorandum on the Exchange Clearing and Compensa

tion System as AppUed by Finland, and Andr6 Piatier, Exchange Control: A 
General Survey, both worka presently to be published by the International 
Institute of Intellectual Cooperation, Paris. 

3. Cf. p. 190 above. 
4. Hans Brockmann, "Devisenloser" Zahluugaverkehr (Hamburg, 1935), 

p. 127. 
5. Piatier, Le controle des devisea, p. 138. 
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payments, as Heuser concludes'; it is furthermore, in Balogh's 
words, "the fulcrum of the central control of all important primary 
commodities"^ but it is finally a device by which a dictatorship 
achieves and continues to exercise control over the economic and 
pofitical destinies of the populace-

F O R E I G N D E B T S U N D E R E X C H A N G E C O N T R O L 

Inasmuch as an original and continuing purpose of all exchange 
control has been the prevention of unregulated capital exports, it is 
significant in an appraisal of the institution to review its record 
concerning foreign debts. A comparison of the accomplishments of 
Germany, Hungary, and Austria will reflect, beside the general 
course of developments, the relative importance of certain other 
purposes of exchange control as set forth in the preceding section. 
The investigator encounters difficulties because of the different 
dates at which estimates of foreign indebtedness have been made 
for the several countries, but these discrepancies can be allowed for 
in interpreting the data. Estimates are lacking for Austria in 1931; 
and the comparison cannot extend beyond 1937 because of the 
absence of statistics for Hungary and because of Austria's disap
pearance as a separate state. Despite these limitations, certain 
contrasts are evident. 

Compare first Germany with Austria: the former reduced her 
debts by 57.9 per cent and the latter by 55.7 per cent in the inter
vals given in the table on p. 169. But the interval is a year and a 
half longer for Germany than for Austria. During this interval 
sterling devaluation occurred; the windfall augments the German 
but not the Austrian total debt-reduction percentage as given in 
the table. But only 25.8 per cent of Austria's debt reduction was 
caused by foreign devaluations, whereas 43.5 per cent of Germany's 
came from this source. Germany's actual payments were there
fore substantially lower than Austria's as a percentage of debts 
outstanding in mid-1931. 

This record is the more striking in view of Germany's advan
tage in terms of trade by virtue of her more highly fabricated 
exports, in view of Austria's faltering Lehensfahigkcit in the cco-

1. Heinrich Heuser, Control of International Trade (London, 1939), p. 
205. 

2. Thomas Balogh, "The National Economy of Germany," Economic 
Journal, Vol. 48, P- 481. 
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RBDUCTION OF FOREIGN DEBTS UNDER EXCHANGE CONTROL* 

Austria Hungary 
Million SchillingB Million Fengd 

1. Foreign debt 4,251 year-end 1932 4,310 year-end 1931 
1,881 year-end 1937 2,500 July 1937 

2. Amount reduced 2,370 1,810 
3. Percentage reduced 5 5 . 7 % 4 1 . 9 % 
4. Amount of reduction due to foreign devaluations . . 610 1,376 
5. 4 as percentage of 2 2 5 . 8 % 7 6 . 0 % 
6. Amount of reduction due to repatriations 350 to July 1937 

7 6 as percentage of 2 1 9 . 3 % 
8. 4 and 6 as percentage of 2 9 5 . 3 % 

• For data and sources, ct. pp. 54-55, 142, 144, 146, 231, 2S7 above. 

Germany 
Million Marks 

23,800 July 1931 
10,000 February 1938 

13,800 

6,000 
5 7 . 9 % 

4 3 . 5 % 
781 to November 

1933 
5 . 6 % 

4 9 . 1 % 

X o 

o 
"-a 
o 
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nomic sphere, and in view of the achievement of full employment in 
Germany. Ohhn has pointed out that full service on German foreign 
debts would not have exceeded five dollars per capita per annum, 
and that this amounted to no more than one-fifth of the figure for 
New Zealand and Australia and one-third the figure for Argentina.' 
A further comparison, which does not appear from the figures in 
the table, may be drawn. In 1933 Austria and Germany stood 
upon approximately equal footing as to per capita foreign debt 
(476 and 487 SchiUings) and also as to ratio of total foreign debt to 
total exports and imports (163 and 159 per cent)^; and yet by 
April 22, 1933, Austria had converted her blocked accounts to free 
accounts, and by December 10,1934, had completely liquidated the 
Standstill debt; whereas Germany even in September, 1938, was 
accumulating new categories of blocked accounts and had not 
completed the payment of the Standstill debts. 

The debtor countries undoubtedly encountered severe diffi
culties not of their own making — the handicap to their exports 
through foreign devaluations, protective tariffs and quotas, and 
the wilhngness of creditor countries to sacrifice the volume of cur
rent trade to amortization quotas.' But it remains to be shown that 
Germany suffered more in these respects than Austria. One might 
be disposed to conclude that the transfer capacity of a country 
which largely abandoned exchange control exceeds that of a coun
try which maintains it. The deduction would probably not go far 
amiss; and yet the question remains why one nation relegates the 
control to relative desuetude whereas the other takes it as the key
stone of the economic system. Is it irrelevant that the Munich 
program of the National Socialist party proclaimed the liberation 
of the State from all debts contracted with the "capitalistic 
countries"?^ The ground for this pohcy was the conviction, which 
Schacht dinned in the ears of the world, that Germany's debts 
represented only a refunding of the A'̂ ersailles "tribute." 

1. Bertil G. OhIin "International Economic Reconstruction," in the 
volume bearing the same title published by the International Chamber of 
Commerce (Paris, 1936), p. 89. 

2. Gustav Warmer, " D i e Auslandsverschuldung Osterreichs," Mitteil
ungen des Verbandes osterreichischer lianken und Bankiers, Vol. 16, No. 
10-11, pp. 290-291. 

3. H. J. Tasca, World Trading Systems (Paris, 1939), pp. 83, 95, 122, 
et passim. The author dwells upon England's attitude as an example of the last 
obstacle named above. 

4. Cf. Saint Jean, op. cit., p. 436. 
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The reduction of Hungarian foreign debt by 41.9 per cent, 
between one-fourth and one-fifth less than the figures for Austria 
and Germany, is probably adequately accounted for by the severity 
of agricultural depression and adverse developments in the Hun
garian terms of trade.' So small were the actual repayments on 
Hungarian debts, however, that foreign devaluation accounts for 
76 per cent of the total reduction, the repatriation of bonds (which 
does not represent repayment to persons desiring it) 19.6 per cent 
— together 95.3 per cent, whereas the German percentages are 
43.5, 5.6, and 49.1 respectively.^ The German figure for repatria
tions does not extend past November, 1933; but the process bad 
nearly run its course by that time, and the relative share of debt 
reduction from this source (5.6 per cent) would not be substantially 
less than the ultimate figure. In view of her general economic 
situation it is not surprising to discover that Hungary repaid so 
small an amount of her foreign debts. It is little less than a scandal, 
however, that the differential between the foreign and domestic 
prices of Hungarian bonds should have been exploited by the State 
instead of accruing to private individuals within the country as a 
pure windfall. Had the exchange-control authorities not fallen 
victim to vested interests or inertia, the repatriations would have 
operated to improve instead of decreasing the Hungarian volume 
of trade.^ The most obvious result of a comparison of Germany 
and Hungary on the matter of foreign debt liquidation is the con
clusion that if exchange control is to be, it must be thoroughgoing. 
The administration of the control forms the topic of the next sec
tion, but certain observations are still in point on the present 
subject. 

Exchange control is beyond doubt j ustified in its prevention of 
capital exports at a more rapid rate than the financial and eco
nomic structure of the debtor country permits or the disposition or 
economic capacity of the creditor country to receive payment in 
goods allows. Against a sudden panicky rush of foreigners and 
nationals to transfer funds, as in the summer of 1931, it is neces
sary, as in the case of commercial banks, to defend central banks. 
For the longer period, after the quelfing of the original revolt but 
during a continued restiveness on the part of foreign creditors and 

1 . Cf. p. 131. 

2. Complete figures for repatriations in Austria have not appeared. 

3. Cf. pp. 145-147. 
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domestic capitalists, it has sometimes been said that a depreciation 
of the currency would provide the necessary brake to withdrawals. 
I do not subscribe to this belief. Since foreign debts for most 
central European countries were incurred in foreign currencies, 
the depreciation of the debtor currency did not operate; deprecia
tion may moreover add fire to the flame of capital withdrawals or 
flight; finally, even if a sufficient export surplus could be developed, 
the movements of flight capital, having no particular economic 
justification, would produce dislocations in world trade which 
subsequently would have to be undone.' 

For reasons of this sort, the systems of blocked accounts' in 
the various exchange-control countries, together with the transfer-
accounts managed by the monetary authorities'— the Foreign 
Creditors' Fund in Austria, the Cash Office of Foreign Credits in 
Hungary, and the Golddiskontbank fund in Germany — had an 
economic rationale comparable to the fund managed by the Agent 
General for Reparation under the Dawes Plan. The device of 
hquidating these balances through "additional" exports had also a 
legitimate foundation. Furthermore, that these Sperr accounts 
should sell at a discount even below one which would reflect the 
real equilibrium value of the exchange-control country's currency 
has a certain justification in the lagging recognition on the side of 
creditors of the drastic fall in interest rates during depression. 
Interest reductions did indeed figure in the renewals of the Stand
stills*; but it is fair to assume that the fall of contractual interest 
did not keep abreast of market rates in the intervals between 
revisions. 

This apology for the general treatment of debts under exchange 
control does not extend to its actual administration in all respects. 
The Agent General for Reparations may indeed have erred favor-

1. Cf. Bank for International Settlements, loc, cit., pp. 34-35; Herbert 
Gross, "Ausgangspunkte, Formen, und Wirkungen der Devisenbewirtschaft
ung," Archiv fiir Sozialwissenschaften, Vol. 69, p. 54; Paul Einzig, Exchange 
Control (London, 1934), p. 108. 

2. Cf. pp. 18, 50-51, 81, 132-141, 145-146, 178, 198-200, 236-241 
above. 

3- Cf. pp. 53-54, 07, 141-146, 178, 198-200 above and p. 372 below. 
4. Cf. League of Nations, Quarterly Reports on the Financial Position 

of Austria (Geneva, 1932-1936), passim, and Quarterly Reports on the Finan
cial Position of Hungary (Geneva, 1932-1938), passim; and pp. 178, 198, 213, 
214 above. 
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ably to creditors' interests, but he was clearly instructed to observe 
the debtors' interests and the effect of transfers upon the German 
domestic economy. The administration of the blocked accounts and 
Foreign Creditors' Funds was based upon no agreement with 
creditors,' and it cannot be exculpated from the charge of arbitrari
ness and even exploitation in suddenly changing and frequently 
narrowing the permissible uses of frozen accounts. It must further
more be recorded that the concept of "additional exports" departed 
farther and farther from its origin in the utilization of blocked 
accounts and even the repatriation of securities; it came eventually, 
as we have seen,' to be indistinguishable from ex-ports in general, 
for which, under the overvalued official exchange parity, ad hoc 
devaluation or subsidies had to be provided. 

In concluding the analysis of foreign debts under exchange con
trol let us advert to a theoretical question pertaining to treasury 
borrowings from the foreign creditors' funds. Objections were 
raised to this practice by certain economists^ on the grounds that 
it undid the very deflationary pressure which it was the purpose of 
the fund to cause in order that exports be stimulated and the real 
transfer be brought to pass. While this reasoning is partly correct, 
it misses the fact that the purpose of the fund was not merely to 
transmit private debt liquidation automatically into effective 
transfer; otherwise there would have been no purpose in Standstills, 
Moratoria, and capital-export embargoes. The purpose of the 
fund was rather to serve as a buffer between private and national 
repayments, to employ terms proposed by Varga.* The Dawes 
Report, according to Varga's argument, missed the real point in 
distinguishing the national "raising" and the national transfer of 
funds for repaying debts: the real contrast should run between 
private "raising" (repayment, as into a fund) and national repay
ment. If a nation "raises" the money, it has sequestrated a certain 
amount of purchasing power, and if so the transfer is ordinarily 
effected by the attendant price-level reduction. Varga's argument 

1. The administration of these funds should not be confused with such 
matters as the Standstill agreements themselves, the Credit Anstalt Uquida
tion, etc. 

2. Cf. pp. 84-85, 133-144, 199, 200 above. 
3. Cf. p. 132. 
4. Stefan Varga, "Bemerkungen zu den Problemen von Aufbringung und 

Transfer," Economic Essavs in Honour of Gustav Cassel (London, 1933), 
pp. 649-663. 
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is correct, I believe. The discharge of debt by an individual's 
payment into a State fund has no direct significance for transfer. 
And the fund itself has no significance for transfer in and of itself, 
but only as it forms a part of the general monetary situation. The 
amount of transfer will not exceed the accumulation in the special 
fund, if this exhausts the sums which can legally be remitted 
abroad. How far the actual transfer falls short of this Umit depends 
solely upon the mllingness or ability of the monetary authority to 
create a price-level differential between the home country and 
foreign countries, either by pressing deflation faster or restraining 
inflation. State borromng from the fund represented a deliberate 
choice of fimiting transfer, whatever private repayments might be. 
So too did the provisions for domestic utilization of Sperrmarks, 
including, as Brockmann observes, the EffekteJisperrmark, which 
could be used for the purchase of domestic securities.' In other 
words, if the State interposes exchange control and a foreign 
creditors' fund between debtor and creditor, transfers depend upon 
fiscal poUcy and no longer upon an impersonal mechanism. 

A D M I N I S T R A T I V E E X P E R I E N C E 

The interest of the economist in exchange control does not 
center in its administration or in the mass of legal provisions and 
decisions under which it operates. A few essentials are, of course, 
indispensable to an understanding of the institution; but even to 
know what are essentials is difficult, because of the diverse aims of 
various national systems. The most widespread sort of exchange 
control is the fifth type identified in the introductory chapter, 
involving three main characteristics: (1) the maintenance of a 
(more or less) overvalued rate (or rates) of exchange; (2) the pro
hibition of capital export except under supervision; and (3) govern
ment regulation of imports. One does not speak wholly facetiously 
in saying that to enforce these principles the government must 
"prohibit everything." More specifically, "fuU" exchange control 
entails the following; state monopoly of devisen and precious 
metals, including the compulsory sale of existing stocks in private 
hands; fixing of official rates of exchange and prohibition of publi
cation of non-official rates; the prohibition of exports of devisen, 
money, precious metals, and foreign securities; the requirement of 

1. BrockmaDD, op. cit., p. 91. 
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guarantees that devisen proceeds will be forthcoming for exports of 
goods; the prohibition of capital exports in the form of loans to 
foreigners; the prohibition of depositing devisen to domestic 
accounts, of depositing domestic money to foreigners' accounts, of 
transferring funds between foreigners' accounts, or between for
eigners' and residents' accounts, or vice versa; prohibition of imports 
of domestic money, of foreign securities — and of foreign goods 
without the permission of the import authority; registration and 
frequently the compulsory sale of foreign securities; the prohibition 
of export and import transactions with certain countries except 
through the clearing, and of barter dealings except under govern
ment auspices.' 

The animus of certain of these prohibitions is not always self-
evident; hence they were lacking in the exchange control structures 
of some countries, with consequent evasions. Thus the existence of 
a free market in gold might seem innocuous, if the export of gold 
were effectively suppressed. The objections are, first, that the price 
of gold affords too painfully conspicuous and faithful an indicator 
of monetary depreciation, whereas exchange control is partly 
explicable as a Machiavellian device for veifing this fact from the 
populace; and second, that free deaUngs in gold make it easier for 
professional smugglers^ to operate. The free gold market main
tained by the Vienna mint operated throughout the Austrian 
experience, and it was not until March, 1935, that the market in 
Budapest was suppressed.^ The lesson that transfers between 
foreigners' accounts permit evasion is apparently not easily 
learned. Here again, if it were easy to prevent the transfer of 

X. A number of countries maintain oificial or quasi-ofBcial digests of 
exchange control law and practice, such as Wilhelm Keding, Devisenarchiv 
(Berhn, March, 1936 to date), for Germany; K. M. Webr and J. Kozdk, 
Kommentar zu den Cechoalovakischen Devisenvorschriften, together with 
periodical Supplements, for Czechoslovakia until its disappearance as a separate 
state; for Hungary, Vereinigung der Sparkassen und Banken, Budapest, 
Devisenbewirtschaftung in Ungarn. Cf. abo Bank for International Settle
ments, Foreign Exchange Regulations in the Different Countries (Baale, 
1931-1938); Bureau of Foreign and Domestic Commerce, Foreign Financial 
News (Washington). 

For an excellent summary of legal problems in this connection, cf. Arthur 
Nussbaum, Money in the Law (Chicago, 1939), Ch. VIII, Debts under 
Exchange Control. 

2. In the topsy-turvy world of exchange control, where debts are an 
economic fulcrum and where "devisen citizenship" ia not a matter of birth, a 
smuggler conveys contraband out of tbe country. 

3. Cf. pp. 64-65, 147 above. 
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funds or actual money from a foreigner's account to the account 
or possession of a resident, no barm could be done. Since the 
latter operation permits profitable export without devisen receipts 
and represents a flight of capital, and since transfer between 
foreigners facilitates transfers to residents, both must be pro
hibited. Austria permitted both kinds of transfer during the first 
few months of control, and even the reintreduction of full control 
under German sovereignty was attended with the same shortcom
ing-' The exchange control of Great Britain in the present war has 
also been criticized on this score.^ A third illustration of super
ficially unnecessary measures is found in the prohibition of the 
reimportation of domestic money. In Hungary this was never pro
hibited; in Austria the President of the National Bank said that 
the measure would serve only to drive down the foreign value of 
the currency^; and in Germany tbe practice was prohibited only on 
December 6, 1935. President Kienbock's observation is correct, 
and if it were possible to prevent the export of money completely, 
it would actually be better to refrain from a prohibition of import. 
But if a considerable .supply leaks out, the motive to exportation 
may be undermined by a sufl^ciently drastic limitation on importa
tion to destroy the foreign price. 

Ferreting out evasion absorbed a large share of the time of the 
exchange administration in every control country. Beyond perad-
venture it was not only the liberal disposition of the central bank 
management in Austria but also the notorious evasion of exchange-
control regulations,^ especially through the purchase of foreign 
securities, which accounted for the short duration of the experience. 
Hungarian control was also incomplete, in this case most notably 
through the incapacity of the authorities to prevent the private 
repatriation of securities.^ By the testimony of all observers, Ger
many maintained the most effective control, although not without 
numerous revisions to cope with evasion.* As late as December 15, 
1936, it was thought worthwhile, in a decree imposing the death 

1. Cf. pp. 40-43, 70 above. 
2. Cf. Balogh, Economic Journal, Vol. 50 (March, 1940), p. 4. 
3. Viktor Kienbock, "Die Durchfiihrung der Devisenbeschrankungen 

und Ihr Einfluss auf die allgemeine Wirtschaftabedingungen," address to the 
Bank for International Settlements, mimeographed (Baste, May, 1932), p. 10. 

4. Cf. pp. 40-44, 65 above. 
5. Cf. pp. 81, 142-148 above. 
6. Cf. pp. 167, 175, 181-182, 204, 220 above. 
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penalty for "economic treason" (chiefly violations of the exchange-
control laws) to provide an amnesty — the last of a series since 
1931—for those persons who revealed their hidden supplies of 
foreign devisen before January 31, 1937. Economists of liberal 
persuasion can derive no comfort, however, in the reflection that 
the system breaks down through evasions. Devices for evasion are 
indeed myriad, but the ubiquitous secret police of totaUtarian 
regimes and extreme severity of punishment can be counted upon 
to extirpate all but a negligible amount of violation, except that 
condoned or practiced by the State itself.' 

Administration of exchange control has resulted in sophistica
tion upon other matters than evasion. For one thing it has become 
apparent that the allocation of devisen necessitated by the high 
official rate on the home currency cannot ultimately be other than 
arbitrary. Germany does indeed afford an almost unique illustra
tion of allocation according to an "objective" scheme from August, 
1931, to the summer of 1934. But the basing of allocations upon 
foreign exchange requirements by firms during a previous period, 
even if rigorously adhered to, necessitates departures to permit the 
entry of new firms in place of those withdrawing from the market. 
Who shall be the new firm, and what objective justification is there 
for maintaining the continuing firms upon precisely their old stand
ing relatively to one another? Inevitably this rule of thumb is 
abandoned for a more "reasonable" basis. A German apologist for 
exchange control declares that it secures stabifity in the monetary 
standard "through preserving the equiUbrium of supply and 
demand."^ If the equilibrium is not produced by the movement of 
price, it is achieved only by rationing on the basis of the most 
"necessary" imports. But what imports are more necessary, what 
basis of rationing is most reasonable? For what necessary, and to 
whom reasonable? 

Another result of administrative experience is the discovery 
that official valuations upon currencies are very difficult to main-

1. The London Economist, VoE. 134 (February 4, 1939), p. 255 reported 
that large amounts oi brand-new Reichsbank notes were flooding the London 
market. Presumably the German authorities themselves were the source of 
these notes. By violating the Devisen Law in exporting the notes and again in 
permitting a small inflow sufficient to support the foreign quotation, the author
ities were abie to command a certain amount of foreign devisen from foreigners 
gullible enough to hold the notes for speculation, 

2. Carl-Hermann Miiller, Grundnss der Devisenbemrtschaftuog, 2d 
ed. (Beriin, 1939), p. 327. 
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tain. As in any sort of rationing, it is difficult —though not impos
sible — to prevent the joining of forces between those who would 
pay more rather than forego the purchase, and prospective sellers 
who would gladly receive a higher price. Of all elements in exchange 
control the official rate has been the element most frequently 
sacrificed. It is not necessary to review the gamut of devices — 
special frozen-currency rates, premia and surcharges, "additional 
export" rates, varying proportions of payment at the official and at 
special clearing and other devalued rates — encountered in the 
course of this study. The Hungarian and German experiences show 
a constant increase of trade under these devalued ad hoc currency 
units, until from 75 to 80 per cent of the total foreign trade was 
included. It should be noted that the successful functioning of 
clearing with another equally-devalued-currency country is no 
exception to the rule. 

Finally, it appears clearly from the control histories that 
bilateralism in trade retains its essential characteristics despite 
permutations of form. Evidence to this effect appears not only in 
the ambiguity of such words as "compensation" and "payment 
agreement" in the technical literature, but also in the vogue 
enjoyed by such barter devices as Aski Marks and payment agree
ments,' and their subsequent engulfment in the general welter of 
clearings. It is generally recognized now that their essential char
acter is the same.^ The final sections of the present chapter disclose 
why this is true. 

R A T E S O F E X C H A N G E 

To the degree to which authoritarian interference in inter
national trade and payments becomes a matter of control of the 
composition of imports and exports, their source, destination, and 
quantity, (rade control supplants exchange control. It is undoubt
edly true that protection, autarky, and totalitarian control have 
gradually taken the ascendency over the original, primarily mone
tary and financial aims of these interferences; and this ascendency 
bids fair to persist in the future. It still remains true, however, that 

1. Cf. pp. 213-216, 218-221 above. 
2. For example by Margaret Gordon, Barriers to World Trade: A Study 

of Commercial Policy (in process of pubUcation), Ch. VII; Tasca, op. cit., pp. 
88-89; Miiller, op. cit., p. 344; League gf Nations, World Economic Survey 
1935-1936 (Geneva, 1936), p. 212 and Condliffe, op. cit., Ch. VIII; but 
apparently not by Dietrich, op. cit., pp. 139-140. 



310 EXCHANGE CONTROL IN CENTRAL EUROPE 

official and more or less artificial rates of exchange characterize the 
situation; they supply the main explanation of the introduction of 
exchange control; and through their metamorphosis into discrim
inating monopoly prices on an international scale, they may become 
commonplace in the future. Let us briefly review the results of the 
present investigation so far as concerns rates of exchange: measures 
of the overvaluation involved in official rates, departures from 
official parities, the relation of actual exchange rates to monetary 
equilibrium, and the pro's and con's of devaluation.' 

To conceive — and much less to measure — ike overvaluation 
of a currency under exchange control as a unique phenomenon is 
not possible. The market for bills of exchange ceases to be a unit, 
not only because payments are forcibly separated into imperfectly 
communicating subdivisions, but also because trade itself is marked 
off into categories, e.g. by countries, by method of "balancing," 
according to whether the items are ordinary or "additional," 
transit or not, for current account or the liquidation of debts, for 
domestic consumption or for fabrication and reexport, and the 
like. Consequently we discover a plurafity of measures of over
valuation: purchasing power parity, export prices, the domestic 
price of gold bullion or foreign securities, quotations on domestic 
currency in a foreign market, quasi-official or official premia and 
surcharges on foreign devisen, the prices of Sperr accounts, and the 
percentage of subsidy per unit of exported goods. The ehgibifity 
of each of these measures differs considerably amongst national 
economies. 

Purchasing power parity, deriving as it does from the relative 
movement of general wholesale indices from some base year repre
senting approximate equiUbrium, might be expected to afford a 
measure only over long periods when disturbances induced by 
capital movements and changes in reciprocal demand had run their 
course. Its usefulness is conditioned, furthermore, by the freedom 
of domestic prices to move under ordinary supply and demand 
forces. Over the two-year period from the middle of 1931 to the 
middle of 1933, when the SchilUng reached its eventual depreciated 
level of 78.2 per cent, Austrian sensitive prices had moved about 
reciprocally to this index for the United States and Germany.^ 

1 . The subject of multiple or discriminatory rates ̂ iU be examined in the 
following section in connection with the "terms of trade," 

2. In the present section and the two subsequent sections, references to 
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In the case of Hungary, we have been able to trace a rough parallel 
between the relationship of Hungarian to British wholesale prices, 
on the one hand, and other measures of pengo depreciation, on the 
other. The prevalence of price maxima in Germany would cause a 
computed index of purchasing power parity to understate the over
valuation of the Reichsmark; but in conjunction with other infor
mation this index shows approximately tiie overvaluation (50 to 
75 per cent) relevant to a unitary devaluation to equilibrium in 
the last years before the war. Export prices cannot be employed 
in iieu of wholesale prices, if exports are subsidized or main
tained by debtors' windfalls on frozen accounts. 

Tbe quotations on gold in Vienna throughout the Austrian 
experience and in Budapest to March, 1935, were subject to sharp 
short-term fluctuations not shared by commodity price indices; but 
in the long run they showed trends similar to purchasing power 
comparisons. For short-period movements again, the Austrian 
Business Cycle Research Institute made successful use of the 
Vienna quotations on Swiss railway bonds compared with the Zurich 
prices; but in Hungary and Germany the suppression of a free 
market in foreign securities prevented the resort to similar indi
cators. We have found that Zurich quotations on pengo notes, 
while subject to peculiar movements of their own, conformed to 
other indices over longer periods; but the rigor of German regula
tion of the traffic in notes over the border made the foreign prices 
on Mark notes insignificant for general comparisons. 

Where a government itself modifies or tolerates deviations 
from the official parity in ordinary trade involving the national 
currency unit itself, these rates of exchange indicate how great the 
overvaluation has come to be at a minimum, but they seldom recog
nize its full extent. Austria did, indeed, arrive at an equilibrium 
value of the Schilling by permitting supervised deahngs on the 
"private clearing" market; Hungary pursued a more halting course, 
permitting only officially established premia and surcharges, 
generally lagging behind actual depreciation; but Germany has 
never officially recognized depreciation in the Reichsmark itself. 
Concessions were occasionally made in clearing rates to prevent a 
revolt by Mark balance holders. Our investigations have shown 
supporting passages in the body of the monograph are not given, except 
occasionaiiy, iiecause of the great number which \rould be required. Relevant 
information can be found by consulting the index. 

file:///rould
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that the quotations on various categories of frozen accounts give 
no reliable measure of currency depreciation, being subject to a 
number of stronger variables than the behavior of domestic prices 
— most notably hmitation on the uses of each category, changes in 
these prescriptions, and anticipations concerning the solvency and 
political future of the country. In the case of Germany, the per
centage of subsidy per unit of export was found to cover most, but 
not all, of the margin between German and English wholesale 
prices, on the one hand, and German and English export prices, on 
the other. The remainder is explicable as the margin of overvalua
tion which Germany could cover by discriminatory rates of 
exchange in place of a uniform rate. Since the discrimination raised 
the "real value" of the Reichsmark somewhat,' the Mark over
valuation to foreign importers was still indicated by the export 
price comparison; the overvaluation for devaluation retaining dis
crimination, by a comparison of wholesale prices minus the German 
export subsidies; and the overvaluation for devaluation eliminating 
discrimination, by a comparison of wholesale prices. 

While overvaluation has continued to characterize exchange 
control systems with few exceptions, the inevitable retarding of 
exports and acceleration of imports very shortly forced departures 
from the original official parities. Three of the seven potential 
measures of overvaluation described in the preceding paragraphs 
also represent methods of introducing devaluations without sacri
ficing the formal parity: premia and surcharges on foreign devisen, 
exporting against frozen accounts, and subsidies on exports. The 
last method includes, beside the forthright granting of State funds 
to exporters, a number of less dii-ect devices, such as the Pohsh 
system of low freight-rates on export merchandise, and the German 
system of levies through which an entire industry supported its 
export branch. To these methods may be added de facto devalued 
rates permitted for certain clearing relationships, and occasionally 
for barter or compensation, as for example with the Aski Marks. 
The official rate is also surrendered when the State permits export
ers to retain devisen to cover their imports of raw materials, as in 
the Austrian and Hungarian "certificate system"; or when the State 
requires varying proportions of exporters' devisen to be surrendered 

1 . The cliscriminatinn often rested upon non-economic bases — upon 
practices which would generally be considered unfair competition —- hence 
"real value" has to be considered in a jjurely indicative sense-
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at the official price, as in the Austrian "raw material quota." 
Finally, there comes the special exchange rate applied to "addi
tional exports," which may embrace all or only a portion of a given 
export parcel. These devices are frequently combined for one 
transaction, the actual export yield is then an intricate computa
tion, and the results, as in most other cases of deviations from official 
parity, remain confidential between trader and exchange-control 
authority. 

The long and short of these various indirect, half concealed and 
de facto devaluations has been a strong tendency for a "real" or 
equilibrium rate of exchange to reassert itself, despite the para-
phernaha of exchange control. The Austrian private clearing rates 
moved gradually into accord with the price of gold, with quotations 
on foreign securities, with "home determined" prices in comparison 
with prices determined abroad, and with the relative movement of 
domestic and foreign sensitive price indices. In Hungaiy, a one-
third depreciation of the pengo by the end of 1931, as indicated by 
Hungarian and British wholesale (gold) price indices and by black 
bourse quotations on dollar exchange, was not incorporated fully 
into premia surcharges on foreign free currencies until late in 1935. 
Meantime the pengo had undergone, first, an appreciable strength
ening and, during 1934, a deterioration by the evidence of the same 
indices, complemented by the behavior of the Budapest gold price 
and the quotation on pengo notes in Zurich. At its introduction in 
December, 1935, the premium and surcharge system estabhshed 
approximately correct rates for the free relations and for clearing 
with Germany, though overvaluing the pengo relatively to the 
Schilling. The ptmgo appears not to have been seriously overvalued 
by the continuation of these rates througli the years of recovery 
(especially of agricultural prices) to 1937; thereafter the institution 
of a sweeping spending program led to price developments which 
made the old premia and surcharges inadequate. It docs not appear 
desirable to review the more complex situation of the German rates, 
except to emphasize again for the present context that, in general, 
effective export rates had to fall sufficiently to absorb the over
valuation not covered by subsidy and monopolistic discrimination. 

Why were the largely fictitious official exchange rates not 
abandoned? It has been the evidence of the present study that the 
rationale of the old gold parities became increasingly tenuous as 
time went on, and that increasingly auspicious occasions presented 
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themselves for devaluation. Central European countries were not 
able to follow the example of England in September, 1931, primarily 
because of the popular confusion of devaluation with inflation and 
the danger of a velocity inflation at home through a domestic flight 
from the currency; because of the opposition of strong political 
groups, including the Socialist or labor parties; and finally, because 
of an (undoubtedly exaggerated) regard for the real burden of 
foreign debts. The de facto devaluation of the SchilUng during 1932 
and 1933 could proceed despite these obstacles, because the con
tinued fall of world prices permitted currency depreciation without 
an absolute rise of domestic prices: devaluation was not apparent to 
the masses of the populace, and the National Bank took care to 
recognize the depreciation by a series of cautious steps so as never 
to attract attention to the process. 

In Germany, exchange control served from the late autumn 
of 1931 to the latter part of 1932 as a medium-term device to sup
port the Heichemark while a deflationary adjustment to world 
prices could be pressed forward. Dollar devaluation in 1933 offered 
an occasion for an adjustment of the Reichsmark, for Reparations 
had been virtually annulled in 1932, foreign debts had been sub
stantially reduced, and the tendency of world prices was still 
downward. Had Germany taken the step, already virtually com
plete in Austria, the currencies of most Central and Southeastern 
European countries could also have been devalued and most of the 
exchange controls could have been removed. The gold bloc devalu
ations of 1936 offered another golden opportunity, for by that time 
the German economy was thoroughly controlled within, and the 
foreign debts reduced to half their magnitude in 1931. Since Ger
many did not move, it was difficult (though not impossible) for 
Hungary to institute a devaluation. The funding of the Hungarian 
debt and the resumption of effective devisen transfer in the sum
mer of 1937 suppUed another and, as it proved, a final opportunity 
for aboUshing the fictitious gold pengo. 

The possibility of monopoly gain through high and discrimi
natory rates supphes a genuinely economic motive to the persistence 
of oflacial parities and incomplete ad hoc devaluations. Aside from 
this, the forces which prevailed against the readjustment of cur
rency standards were more or less remote from a truly economic 
rationale: (1) exaggerated notions as to the increased real burden 
of foreign debts; (2) the pressure of protected industries; (3) inertia; 
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1 0 0 . 0 0 1 0 0 . 0 0 1 0 0 . 0 0 1 0 0 . 0 0 

* League of Natjone, Report on Exohange Control (Geneva, 1938), p. 30; the trade of 
tbe United States ts not included. 

exaggerated the value of their trade, and (2) if their intra-group 
trade had not proceeded at prices above world market levels.' 
These important modifications must be borne in mind when we 
turn to the countries specifically studied in these pages, not only 
for Germany and Hungary, but also for Austria, which withdrew 
successfully from exchange control, inasmuch as the statistics 
understate the share of non-exchange control countries. During the 
quadrennium 1933 through 1936, Austrian exports maintained a 
level of about 40 per cent of their value (and volume) in 1929, 

1. Cf. pp. 2 5 - 2 6 , 1 2 7 - 1 3 1 , 2 4 2 - 2 7 0 above. 

(4) the "face-saving" quality of the old parities; (5) behef in the 
adequacy of the trade and payment arrangements of exchange 
control to compete with the traditional Uberal system of the credi
tor countries; ( 6 ) the complacency of totalitarian states with 
exchange rates which required extensive State interference in 
international trade and hence in private business generally. We 
may now proceed to review the consequences of exchange control, 
including overvalued exchanges and bilateralism, upon interna
tional trade. 

I N T E R N A T I O N A L T R A D E 

No effect of exchange control surpasses in importance its 
reduction of the value of international trade. Observe first the 
outcome for exchange-control countries in the aggregate. The fall 
in their share of world trade from 27.19 to 22.53 per cent is suffi
ciently striking in itself; but as the League of Nations' economists 
pointed out, the actual fall would be much greater (1) if the over
valuations of exchange-control countries had not considerably 

EXCHANGE-CONTROL COUNTRIES IN W O R L D EXPORTS* 

{Percentage share in total gold value of exports by groups of countries) 
Countries 1929 1931 1935 1937 

European exchange-control... 2 3 . 4 8 2 7 . 1 9 2 1 . 6 8 2 2 . 5 3 

Gold bloc 1 4 . 5 3 1 5 . 8 6 1 3 . 9 4 1 2 . 0 8 
Others 6 1 . 9 9 5 6 . 9 5 6 4 . 9 1 6 5 . 3 9 
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whereas world exports for the four years ran at 35, 34, 35, and 37 
per cent. This higher level was attained by Austria, moreover, 
despite the persistence of import and export prohibitions and quotas 
after the virtual disappearance of exchange control. By way of 
contrast, Hungarian total trade in 1937 and 1938 attained only to 
94 and 81 per cent of its 1929 magnitude, while world trade in the 
two years reached 97 and 86 per cent respectively; German exports, 
which had accounted for 12 per cent of world exports in 1929, fell 
to 10 per cent in 1938, despite an extension of productive capacity 
over the decade. 

A concluding section upon The Theory of Exchange Control 
win present a method for isolating the effects of bilateraUsm, over
valued rates, direct limitation of exports and imports, and other 
components of exchange control in actual practice. In the present 
connection these effects are mentioned briefly with especial refer
ence to the volume of international trade of Germany and Hungary. 
Because <i& fado devaluations proceeded rather far in both cases, 
it would seem legitimate to ascribe a large measure of the shrinkage 
of trade to bilateralism rather than to overvaluation. In her rela
tions with Southeastern European countries, Germany did indeed 
— by a variety of devices scarcely cognizable as economic competi
tion — succeed in balancing some of these clearings upward. But, 
as we have seen, the outcome for her trade as a whole was still 
negative: the balance of trade in 1937 and 1938 was less than it had 
been in 1933, the volume of exports a smaller share of world exports, 
and the volume of imports only slightly increased. Had it not been 
for a strong and persisting favorable turn to the German terms of 
trade after 1929, export balances would not have appeared after 
1931. The adverse developments of the foreign trade of Hungary 
were in general unrelieved by bargaining power and adroit strategy 
such as Germany's, and the change in terms of trade intensified, in 
place of offsetting, the difficulties as in the German case. 

Bilateralism itself, even in the absence of wrong exchange 
rates, has a characteristic downward-balancing effect on bilateral 
exports and imports through narrowing the range of buyers' and 
sellers' choices, and decreasing the attractiveness of foreign as 
against domestic trade. Downward balancing tends also to propa
gate itself, as Ohlin has argued,' since if A reduces imports from B, 
B must reduce imports from C, and so on in a spiral. As in the case 

1. Ohlin, op. cit., p. 95. 
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of most exchange-control countries, Germany and Hungary also 
suffered additional foreign trade reductions through the omission 
of transit trade and many services from the clearing process, and 
from a still further narrowing of buyers' and sellers' markets 
through the absence of important commercial countries, such as 
the United States, from the clearing network. Furthermore, the 
direct interference of authority in the items admissible to clearings 
such as characterized German trade under the Vherwachungsstellen 
was bound to reduce its economic value. 

In the case of Germany and Hungary, both natural export-
surplus economies, the overvaluation of their currencies remaining 
after deductions for de facto devaluations engendered additional 
obstacles by reason of the inconsistency between rates of exchange 
and the quantities of exports and imports contemplated for the 
clearings. Typically some inflexible ratio of bilateral trade was 
estabhshed and the phenomenon of uncleared balances put in its 
appearance. Numerous examples of this situation have been 
encountered throughout the inquiry, but the result is always the 
same: interminable delays in payment, interest losses, risks, 
interruptions of current trade for the liquidation of old clearings 
and the negotiation of new agreements, and the shrinkage of foreign 
trade. It is noteworthy that in 1933, after the introduction of 
premia and surcharges which partly counteracted the overvalued 
pengo, and in 1936, after the drastic reduction of artificial dis
criminatory rates, Hungary experienced increases of her foreign 
trade far surpas.sing the contemporary improvement in world trade.' 
The evidence is impressive, even if allowance is made for the good 
harvest of these years. 

Ideally, the constraining influence of clearings could be coun
terbalanced in large measure through the flexible prices of direct 
barter dealings, or through the flcTdble trade ratios contemplated in 
payment agreements. It cannot be gainsaid that barter occasion
ally permitted trade to proceed when clearing transactions had 
come to an absolute impasse, nor that certain conspicuously suc
cessful payment agreements functioned better than did the clear
ings as a whole. But in neither Germany nor Hungary were these 
mitigations of strict control permitted to go very far. Authorities 
always strove to curb compensation or barter, because it sapped 
some of the most promising trade away from the clearings, con-

1. Cf. p. 118 above. 
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tributed to their unbalance, and let down the bars as to effective 
rates of exchange. Furthermore, the prescription of uses for Aski 
Marks deprived their quotation of its free character. Hungary 
witnessed a sudden enthusiasm for payment agreements under the 
caption of Devisenkompensation in 1936, but there is no evidence 
of any real flexibiUty of agreed-upon trade ratios; and even the 
much praised Anglo-German payment agreement of 1934 required 
constant constraint upon imports by the German authorities to 
prevent departures from the desired 55:100 relation of the two coun
tries' bilateral exports. As we have seen, the total trade of exchange-
control countries lagged behind world trade, despite such imagi
nable offsets as barter and payment agreements. In concluding it 
may also be observed that "additional" exports, however great 
their usefulness jn liquidating frozen accounts, have been found by 
our analysis to include many exports not additional in any but a 
legal sense of the term. 

The reduction in value of international trade is the joint result 
of a deflection of trade from its most profitable channels and an 
alteration of its commodity composition. Under the first kind of 
change, the most notable result of exchange control is the growth of 
trade between exchange-control countries at the expense of others. 
The force of bilateralism causes this to be characteristic of both the 
exports and imports of exchange-control countries, but special 
circumstances may suspend or reverse the general movement on 
either side of the trade balance. Thus Austria, not herself a gen
uine exchange-control country after 1934-1935 and enjoying an 
essentially free rate of exchange, did not divert a larger share of 
her exports to exchange-control countries in 1937 than there had 
been three years earlier (77 per cent by volume in both cases); but 
she was able to secure a larger share of imports from clearing coun
tries (Sl.4 against 63.9 per cent by volume). In Hungary the shares 
for neither exports nor imports changed very significantly, since 
the efforts of this country to divert exports toward the free-
exchanges, while successful in other quarters, were largely, though 
not completely, offset by the increase of exports to Germany. 
German trade with exchange-control countries increased on both 
sides of the balance. The League of Nations summary for sixteen 
exchange-control countries in Europe^ indicates that ten increased 
and six decreased the shares of their exports to countries outside 

1. League of Nations, Report on Exchange Control, p. 5 3 . 
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this group between 1934 and 1937; and that of the six, the five 
countries other than Germany experienced the decrease of exports 
yielding free devisen because their export share to Germany 
increased. Amongst European non-excliange-control countries, the 
evidence seems to be that some, as, for example, France, Italy, 
and Switzerland, increased their exports in bilateral clearings but 
not their imports (1931-1934)1; whereas England, probably because 
of its more strategic commercial position, was able to reduce exports 
to exchange-control countries from 18.3 to 14.2 per cent (1929-
1937).^ Finally, it should be pointed out that extensive changes 
took place within the trade of exchange-control countries. Hun
gary's exports to Germany and Italy increased from 22.5 to 36.1 
per cent of total exports between 1931 and 193S. Germany's 
program of bilateral balancing involved the sacrifice of her favor
able balance with Western Europe, with which she had purchased 
raw materials from Latin America, and the vigorous expansion of 
exports in this quarter and a general trade drive in Southeastern 
Europe to compensate for the loss. 

Nothing in the character of either bilateralism or artificially 
high rates of exchange produces other than random changes in the 
composition of international trade. Marked changes in the nature 
of exports and imports therefore reveal that exchange control has 
not been employed as a purely monetary and financial device. It 
has become the instrument or complement of protectionist or 
autarkic policy. In this capacity exchange control, because of its 
complete arbitrariness, does not lend itself to the analytical 
method of economics. So far as concerns its influence in the past, 
we observe one conspicuous result upon international trade — 
the drastic reduction of imports of finished goods and extension of 
imports of raw materials. This tendency requires the opposite 
change in the trade of other countries. If autarky becomes uni
versal, it would seem to imply the virtual cessation of international 
trade in finished products and the reduction of trade in raw mate
rials to the exchange of goods without close .substitutes. 

Aside from the opportunity it affords for State intervention in 
trade, aside from the embargo on exports of capital (enforceable 

1. League of Nations, Inquiry into Clearing Agreements, pp. 38-40. 
2. F. W. Paish, The Effects of Foreign Exchange Control on British 

Trade, mimeographed, International Institute of Intellectual Cooperation 
(Paris, 1939), p. 17. 
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in other ways), and aside from the "face-saving" quality of old 
parities, exchange control with its overvalued currency unit and 
the bilateralism thereby made necessary has no further raison 
d'etre than a possible gain in t^rms and "total gain" of international 
trade. What has been the evidence of our inquiry as to this possi
bility in the cases of Hungary and Germany?' 

For both countries the evidence is fairly clear that the prices 
of goods bought and sold through bilateral channels were higher 
than world market prices. Statistics prepared by the league of 
Nations revealed that Hungary paid higher prices to exchange-
control than to other countries in 1936 for wheat, flour, poultry, 
butter, eggs, malt, and rye; and these results for poultry, butter and 
flour have been proven to be characteristic of the control period. 
Data for coffee, coal, and cocoa beans, as samples of the import 
side, revealed higher prices to have been paid in the clearings than 
in the free relations.' For Geimany, the Berlin Institute for Busi
ness Cycle Research compiled data for imports of wool, cotton, 
lumber, oil fruit and oil seed, petroleum and its derivatives, and 
copper, for the intei-val from 1933 to the last quarter of 1935. 
Prices were higher — in some cases very much higher — for imports 
through the clearings; and these results were confirmed by our 
investigations for cotton, wool, and copper over the decade 1929-
1938. Information about the prices of specific export goods of Ger
many is lacking, but the investigation of German export prices in 
the clearing relations with Southeastern Europe revealed a general 
tendency for them to exceed the world level. 

The explanation of these high import and export prices involves 
a number of factors analyzed in detail in the concluding section 
upon The Theory of Exchange Control; at present a brief statement 
must suffice. The overvalued exchange rates of Germany and Hun
gary in comparison with Western Europe account in large measure 
for high export prices received through the clearings. The over
valuation extended for both countries to certain Southeastern 
European countries; and in the case of Germany, it was fortified 
by monopoly and monopolistic discrimination, the exploitation of 
clearing indebtedness, and political pressure — afi operating in 
the direction of high export prices. The high import prices, on the 

1. The short duration of control prevented the instituting of a similar 
inquiry for Austria. 

2. Cf. pp. 127-130 above. 
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other hand, run counter to expectations on the basis of overvalued 
exchange rates, which should lead to importing at bargain prices. 
But as the concluding section will show, the gain from the high rate 
on home currency stands against certain losses. Even if clearing 
arrangements extended to all countries, the range of importers' 
choice would be limited by the necessity of bilateral balance; but 
in addition, important countries remained outside the clearing 
network of both countries; and furthermore, the risks, formalities, 
and delays in payment for foreign exporters prompted them to add 
a price premium in sales to these countries. If the import price 
indices of Germany and Hungary are to be accepted at their face 
value, tbe cumulation of losses from causes such as these more than 
offset the influence of their high rates of exchange on the import 
side. 

Whether the hJgli import pnccs or the high export prices 
represented the stronger force should be discovered in the behavior 
of terms of trade. For Hungary the terms of trade fell under the 
influence of agricultural depression irom 1925-1927 to 1934, and 
thereafter recovered to the 1925-1927 level only once, in 1935; by 
contraries, Germany enjoyed the advantage of industrial exports 
and high terms of trade throughout the 'thirties. We are thus con
fronted by a strong external variable which makes difficult the 
appraisal of the influence coming from exchange-control in isola
tion. To exclude this x-ariable, as far as possible, we have compared 
Germany with England, another country of almost exclusively 
industrial exports.' This procedure revealed an excess of German 
over British terms of trade, small in comparison with the margin of 
overvaluation of the Reichsmark relatively to sterling, but endur
ing from 1931 through 1938. This margin has, however, to be dis
counted considerably for the concealed costs of trade through 
clearings, such as losses to exporters in delayed pajTnents, and the 
technical costs of exchange control. 

The final calculus must include not only terms but also volume 
of trade in order to reveal "total gain." In the case of Hungary the 
significant fact is the virtual surrender, in 1935, of attempts at 
monopoly exploitation and monopolistic discrimination through 

1. A comparison of Hungary viith Poland, the only country of comparable 
agricultural exports not under exchange control, was precluded by the heavy 
subsidies to exports prevailing there, and by the termination of free payments 
in the spring of 1936. 
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high and differential exchange rates, an action which must have 
signified the conviction of the authorities that the game was not 
worth the candle. Germany experienced her highest terms of trade 
as well as her most favorable export balances between 1930 and 
1932, concomitantly with the heavy outflow of capital. If the "total 
gain" of trade was large in these years, it was transferred abroad for 
the most part to hquidate debts. After 1932 both the favorable 
terms and the volume of exports diminished. It is difficult to believe, 
if account is taken of the concealed costs of exchange control, that 
the high Reichsmark rate on balance actually netted any economic 
advantage in the international trade of Germany. 

T H E D O M E S T I C E C O N O M Y 

If the continuance of exchange control had its justification in 
political but not in economic terms, so far as concerned foreign 
trade, the total economic calculus becomes conclusively adverse if 
we include also the repercussions of the institution on economic 
life within the country. Exchange control in Austria and Germany 
protected the economically inferior agricultural fines of production, 
and in Hungary it fostered the economically weak industrial pro
duction. Amongst industries, there is clear evidence that larger 
producers and cartels gained at the expense of smaller producers 
and consumers. The allocation of devisen for imported raw mate
rials, being a matter of administrative decision without possibility 
of legal redress on the part of entrepreneurs, fell under the influence 
of political and economic pressure, with the odds in favor of the 
largest firms and combinations. Trade under clearings and com
pensation required the services of skilled legal and commercial 
experts, which the small producer could ill afford. In compensation 
only large deals were economically possible.' Specific industries 
which enjoyed adventitious gains under exchange control in Hun
gary were cotton textiles, coal, lignite, firew^ood, petroleum, glass, 
leather, and paper.^ For Germany it has not been possible to dis
cover the separate influence of exchange control upon specific 
industries; economic poficy embracing taxation, special levies, 

1. These effects have been emphasized in the case of Germany by Brock
mann, op. cit., p. 105 and Fischer, op. cit., P- 4 2 ; of Czechoslovakia, by 
Sourek, in Mayer, Horna, and Sourek, op. cit., p. 1 5 4 ; of Finland, by Hormi, 
op. cit., p. 1 6 . 

2. Cf. pp. 9 4 , 107 above. 
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informa] "voluntary" contributions, and the like merge inextric
ably with import and export regulations and the allocation of 
devisen. We have only the indirect evidence of profit ratios, as 
presented for example in the excellent study of Maxine Sweezey,' 
which reveals a relatively strong position of heavy industry, an 
intermediate position for fight industries, and a disadvantageous 
situation for luxuries. The extent of cartehzation is greatest in the 
first group. 

To the reduction of the "social economic product" through the 
increase of monopoly are to be added, as costs of exchange control, 
the outlays of the State and entrepreneurs in maintaining the 
apparatus and carrying on business through its devious channels. 
These embrace not only the costs of technical advisers and the 
time and money expended by entrepreneurs in the "war of forms to 
be filled out," but also fees and bribes; to the State, the costs 
include the maintenance of the ofiicialdom and clerical stafif 
engaged in clearings, Control Offices and the hke, and the expenses 
of negotiating agreements with foreign countries.^ When clearings 
and barter arrangements are subjected to considerable changes, 
there is added the private and social costs of sudden alterations in 
direction of production. 

It is sufficiently clear that the consumer, as Fisher writes, is 
the stepchild of exchange control.^ In Hungary real wages failed 
until 1938 to recover to the level even of the early years of depres
sion, despite a notable increase in agricultural prices. For Germany, 
under an avowed pohcy of restraining consumption in favor of 
objectives ulterior to economic welfare, the standard of Uving — 
aside from the eUmination of overt unemployment — seems to 
have declined. Wages were stabilized in general at their 1934 level, 
but the evasion of price maxima, the deterioration of quafity, and 
the various deductions from money income combined to produce a 
lower real wage level. 

T H E T H E O R Y O F E X C H A N G E C O N T R O L 

Exchange control in its most common form includes two main 
elements — the maintenance of more or less artificially high rates 

1. Maxine Y . Sweezey, "German Corporate Profits: 1926-1938," 
Quarterly Jouroat of Economics, Vol. 54 (May, 1940), pp. 384^399. 

2. Over the span of three years, for example, England concluded eighteen 
separate commercial and payment agreements with Rumania alone; cE. Paish, 
op. cit., p. 19. 

3. A. G. B. Fisher, op. cit., p. 14. 
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of exchange, and, since this produces a "shortage of devisen" in the 
control country, the resort to systems of bilateral trade-balancing 
to dispense with the necessity of trade by devisen. Each of the 
two characteristics has taken on a great diversity of forms, and the 
possible combinations of these forms are legion. Some countries 
adhere to overvalued rates; some have admitted rates near equilib
rium; some maintain a unique exchange rate; others resort to dis
criminating multiple rates; bilateralism includes part of the world, 
while a part is still multilateral; in some cases bilateralism is 
secured through barter, in others through clearing and through 
payment agreements; some countries engage in barter and clearing 
without themselves prohibiting capital exports, and without main
taining official exchange rates; multilateral clearings are not 
unknown, but their number is limited. We shall proceed most 
effectively if we start with somewhat simplified or "idealized" 
conditions and approach reafity by degrees. It seems advisable to 
consider bilateraUsm first and overvalued exchange rates subse
quently. 

A. An Ideal World of Bilateral Trade 

Let us begin by comparing a universal system of international 
trade by barter (or compensation) with a system of trade permit
ting free use of bills of exchange. This comparison can be carried 
forward in a realistic setting without resort to rarified abstractions 
by assuming that transportation costs, protective tariffs, quotas, 
and import and export prohibitions are in existence, but are not 
changed by the substitution of barter for trade by means of bills 
of exchange. Assume that exporters and importers were free within 
the limits of the State interferences mentioned to maximize their 
economic positions in view of the underlying cost and demand 
functions, and that the same freedom now exists under baiier. If 
traders were permitted to "barter" not only goods for goods, but 
also goods for services, and goods and services against evidences of 
debt, and if, as we suppose, all countries are open to barter dealings, 
the difference from a system of nmltilateral trade by devisen would 
be simple but dramatic. It would be precisely analogous to the 
successful suppression of monetary exchange within a country, 
and the reduction of sellers' and buyers' economic positions would 
be measured hy the material and psychic costs of arranging the 
"double coincidence" requisite to aU barter. But as it is understood 
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in exchange-control countries today, "barter" or "compensation" 
does not admit the exchange of services or of capital, but only of 
commodities; bilateral trade which does include these items goes 
by other designations, such as clearing and payment agreements. 
Upon this more realistic interpretation, barter entails a reduction 
of economic product, not only by the costs of arranging "double 
coincidences," but also by the economic gains arising from the 
international purchase and sale of services and from borrowing and 
lending. 

We proceed to the considerably more complicated devices of 
securing bilateral balance through clearings. These devices fall 
into two large groups, accordingly as State action to force bilateral
ism impinges upon the rate of exchange or upon the quantities of 
exports and imports which enter the clearings. A further subdivi
sion depends upon whether capital movements are not or are 
provided for, that is, whether trade is forced to a 1:1 ratio, or 
whether some other ratio is adopted. The most simple system with 
which to begin is one achieving the bilateral balance through an 
authoritarian exchange rate, and which at the same time, while 
leaving the initiative as to exports and imports entirely to traders, 
does not provide for capital transfers. To secure a 1 ;1 ratio of 
exports (or imports) between the two countries, the exchange 
authorities must agree to lower the rates of foreign exchange in the 
favorable-balance country and raise them in the unfavorable-
balance country. Pushed far enough, save for one case which can 
be neglected,' this device will achieve its aim. What are the 
economic consequences? 

The method of inducing bilateral balance by means of the 
rate of exchange is adopted as the sunpler and more nearly "ideal" 
for expository purposes,^ not only because the change of the rate 
of exchange is a uniform and objective fact for all traders, but also 
because it limits the possibilities of changes in exports and imports 
which could ensue. As we have previously remarked, so far as 
concerns arithmetic, balancing might follow if both sides increased, 
the deficient side (exports or imports) increasing faster; if both sides 
decreased, the excessive side (exports or imports) decreasing faster; 

1. Cf. p. 326, n. 1. 
2. This method would also be simpler in lyratlice, but States have usually 

resorted to direct operations upon the volume of exports and imports, because 
%nter aha this affords the opportunity of regulating, not only the quantity, but 
also the composition and direction of trade. 
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if the deficient side rose to the (unchanged) excessive side, or the 
excessive side fell to the (unchanged) deficient side; or finally if 
the excessive side decreased and the deficient side increased. But 
if balancing is achieved through exchange-rate manipulation, the 
possibilities included in the first two of the foregoing series of condi
tional clauses are clearly eliminated. For the reduction of the rates 
of foreign exchange in the favorable-balance country does not make 
exporting more profitable, nor does the rise of rates in the unfavor
able-balance country make exporting less profitable.' Consequently 
the rate adjustment necessary to work toward bilateral balancing 
cannot possibly increase bilateral exports and imports above the 
level of the larger of the two (for one country in a bilateral relation), 
nor by the same token reduce them below the level of the smaller. 
We are able, therefore, to put the question of effects in a somewhat 
narrow form, as long as we are dealing with bilateral balance 
obtained through the rate of exchange. Will the bilateral balancing 
be achieved by an upward or a downward balancing, i.e. will the 
exports of the former unfavorable-balance country rise to the level 
of the exports of the former favorable-balance country, or will 
the imports of the former unfavorable-balance country fall to the 
level of the former favorable balance country? For the balancing 
to be upward the demand for exports of the favorable-balance 
country in the clearing partner must not have more than unitary 
elasticity. If it did, the fall of the exchange rate in the favorable-
balance country would reduce its total export value, and this is a 
movement in the direction of bilateral balancing downward. 

In order to investigate the possibility of such a situation, how
ever, it is necessary to know the trade situation of the unfavorable-
balance country, not merely with one country, but with all its 
trading partners. It would merely postpone meeting the crucial 

1 . We need not be disconcerted by the theoretical possibility, mentioned 
in treatises on foreign trade, that elasticity of demand for exports as a whole 
might be less than unity. If such a demand existed, no decrease of the rate of 
exchange in the favorable-balance country could reduce its favorable balance, 
and no increase of tbe unfavorable-balance country could remove its unfavor
able balance. But we may be almost certain in the case of an individual export 
that this would not be allowed to happen by the traders themselves — that a 
greater volume of exports should be marketed at a smaller aggregate yield — 
since the exporting firms, if not the domestic producers, are usually few and 
would exercise oUgopolistic restriction. Furthermore, examples of such a 
demand for individual products are limited by reason of foreign competJiion; 
and the existence of an aggregate demand of less than unity seems never to 
have been observed in practice. 
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issue, if we did not assume at once that unfavorable balances are 
characteristic for our "unfavorable-balance" country's entire situ
ation. In order to increase exports (in the particular bilateral 
relationship with which we began) to the level of the favorable-
balance country, the unfavorable-balance country will have either 
(1) to deflect its exports from other countries or (2) to increase its 
total output of exported goods. The former course would intensify 
the necessity for downward balancing in its bilateral relations with 
all the "other" countries. The latter course will raise the cost of 
production of exports,' since it will be necessary to pay higher rates 
at home, or to import them at higher costs also. Because the yield 
of exporting is increased by the State revision of the exchange 
rate to induce bilateral balancing, the unfavorable-balance country 
will be able to incur higher production costs for exports and yet 
export more. As exports increase, marginal cost is forced upward, 
not only by higher costs of factors, but also by an underlying tech
nical inefficiency, for it must not be forgotten that this is an 
"unfavorable-balance" country aside from the new bilateral rate 
of exchange, while the rise of costs in the unfavorable-balance 
country makes increasingly improbable the maintenance of unitary 
effective demand on its part for the favorable-balance country's 
exports. The rise of costs would normally tend to deflect some 
demand within the unfavorable-balance country to foreign markets; 
but under bilateralism this reaction is thwarted by the enforce
ment of sufficiently high foreign exchange rates within the country 
to discourage imports in the unfavorable-balance relations gen
erally. Meanwhile developments in the latter are tending to reduce 
its demand for the other country's products, no matter what the 
demand elasticity may be: the increased demand for factors of 
production in the unfavorable-balance country tends to raise costs 
of production in the favorable-balance country and to decrease 
exports. Inasmuch as these restraining forces become the stronger 
the more is exported by the unfavorable-balance country, the a 
prion probabilities of a complete balancing are small. Mutatis 
mutandis it is demonstrable that a complete downward balancing 
is improbable, and that resistances to a decrease of exports by the 
favorable-balance country increase as this limit is approached. 

The results of balancing at any point between the upper and 

1. Unless there are unemployed factors at home, with which contingency 
we shall deal presently. 
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lower limits may be translated for each country as follows. For 
the favorable-balance country the increase of the foreign value of 
its money means a favorable change in the terms of trade, a decrease 
in exports and a smaller gain upon them; but imports are cheaper 
and larger, and the gain upon them is greater. For the unfavorable-
balance country the decrease of the foreign value of its money 
means an unfavorable change in the terms of trade, a decrease in 
imports and a smaller gain upon them; but exports are cheaper 
and larger, and the gain upon them is greater. 

Can no more be deduced than this? If not, we should be 
unable to say whether the "upward-balancing" or "downward-
balancing" force of bilaterahsm is greater. We should similarly be 
unable to say whether the favorable-balance country's gain on 
imports does or does not exceed its loss on exports, or whether the 
unfavorable-balance country's loss on imports does or does not 
exceed its gain on exports. If the upward and downward balancing 
forces neutralize one another, the volume of world trade is not 
affected: exports (imports) in the aggregate remain at their former 
magnitude; a preponderance of the upward-balancing forces causes 
exports (imports) to increase, and a preponderance of the down
ward-balancing forces causes them to decrease. 

The foregoing tedious and inconclusive description of possible 
behaviors of terms and of export and import magnitudes does 
indeed belong to the modus operandi of bilateralism, but has not 
answered the crucial question. The answers are, in fact, given by 
a simple calculus of utilities and costs: importers are no longer 
able to purchase in the countries with the lowest domestic costs 
of production, nor are exporters able to sell to the countries with 
the highest domestic demand. Importers purchase, of course, 
where it is now cheapest, and exporters sell where it is now dearest. 
Since the advantages of exporting and importing, on the whole, 
have been reduced, the volume of international trade will fall. The 
narrowing of the field of buyers' and sellers' choices entailed by 
bilaterafism reduces the favorable turn which bilateral balance 
required of a favorable-balance country's terms of trade; and it 
makes still more uzifavorable the unfavorable turn required of an 
unfavorable-balance country's terms. For a "typical" country, 
with neither favorable nor unfavorable balances, the terms of 
trade are less favorable and, with anything less than unitary elas
ticity of demand for its products, the total gain is also smaller. 
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Bilateralism inevitably balances downward, even in the case just 
treated, which involved no direct interference of authorities with 
kinds of exports and imports, and no reference to autarkic ten
dencies. 

A sceptic of this conclusion is invited to contemplate the fact 
that the final ratio of exports to exports (or imports to imports) 
between the two countries involved in bllaterahsm is the result of 
an entirely arbitrary decision. If it could be shown, for example, 
that balancing of a ratio of l:\ could by any stretch of the imagi
nation produce a higher gain and volume of trade than the "nat
ural" condition of unbalance between exports and imports, then it 
ought to be possible, by the same token, to make such a demon
stration for a 1:10 ratio, or for 1:100, or 100:1. In other words, a 
position opposed to the one represented in the foregoing paragraphs 
would be tantamount to maintaining the thesis that any arbitrary 
decision as to the direction of international trade will increase the 
gain and volume. Such a thesis, indeed, would have to be main
tained if bilateralism were defensible on economic grounds. 

It must be made quite expUcit, however, that the reduction 
of gain and volume is asserted for the "ideal world" as a whole, or 
for a typical country, not for every country. The shifting of recipro
cal demand throughout the system as a consequence of the imposi
tion of bilateralism is almost certain to .shift the demand schedule 
as an entirety for the products of some countries to the right. A 
certain hmited number of countries can experience an increase of 
total gain (and perhaps also of volume) from international trade. 
But it is not to be imagined that this occurs as a result of these 
countries' own efforts, nor pro tanto of their exchange control. The 
gain is a windfall. 

Thus far we have carried on an analysis on the basis of a 1:1 
ratio of bilateral trade, that is, with the elimination of capital 
movements. But does not the conclusion regarding downward bal
ancing depend upon this very assumption? If under clearing a 2:3 
ratio is set between the exports of one country and another, it 
means simply that the country with the unfavorable balance is 
accepting a certain fraction of the current inflow of the other 
country's exports as repayment on a past loan or as a new loan. 
The concept of a "tied loan," long familiar as an unusual case 
under devisen trade, describes all loans under bilateralism: the 
proceeds can only be "used" (they are indeed obtained) in the goods 
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of the lending country. Just as it would be open to the borrowing 
country under a tied loan to re-export the products of the lender 
to third countries in an effort to escape the hmited range of choice 
imposed by the contract, so in bilateral trade a receiver of "capital" 
may re-export to third countries. The process diminishes losses to 
the borrower from having to take goods and services which he 
would not have taken or could have purchased more cheaply else
where. But some loss remains. For third countries, it may safely 
be assumed, have already had the opportunity of purchasing the 
lender's wares and will take more only if the price is reduced. This 
loss of a "tied loan" also characterizes the loss of a repayment under 
bilateral balancing, and indeed of all trade. It is apparent now that 
the reduction of "total gain" of international trade under a 1:1 
clearing agreement has precisely the same character as the loss at 
any other ratio. In passing, it will not escape the reader that under 
bilateralism any movement of capital must be on the initiative of 
the State, which determines by means of the clearing rate of ex
change (or otherwise) the volume of exports relatively to imports. 

Thus far we have proceeded upon the assumption that the 
authorities secure bilateral balancing at the desired ratio by manip
ulating the rate of exchange, while leaving the quantities and kinds 
of exports and imports entirely to free choice. Now let us reverse 
the assumption: the State regulates exports and imports directly, 
leaving the rate of exchange to competitive forces.' Contrary to the 
case of bilateral balance secured through fixing the rate of exchange,^ 
the State can undoubtedly, by a system of quotas, tariffs, bonuses, 
and penalties, either increase or decrease both exports and imports 
at the same time, and it can undoubtedly bring them to equality 
or to any ratio desired. A system of prohibitions, quotas, tariffs, 
subsidies and taxes can undoubtedly expand the physical volume 
of exports and imports. Pressed far enough with sufi^cient sacn'fice 
of terms of trade, it can also expand the value of imports and 
exports, as Russia has done since the Revolution. But if producers 
and consumers have maximized their economic positions, all such 
devices must produce a shrinkage of value of output as a whole. 
Exception should be made, as in the rate-of-exchange device, for 
windfalls in the form of increased intensity of demand for the prod-

1. As a matter of fact, both tacks have usually been taken at once; but 
the possibility of inconststency between the two precludes this case from con
sideration in an "ideal" world of bilaterahsm. 

2. Cf. p. 325 above. 
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ucts of one or a few countries in a world where international trade 
is dislocated by quantitative interferences; but even this outcome 
is not the product of the country's own interferences. Finally it 
should be observed that, though direct interferences can increase 
the volume and value of exports and imports (albeit typically at a 
loss in output as a whole), the "optimum" interferences themselves 
are ideally based on a practical omniscience of demand and supply 
functions of particular goods in international trade and the reper
cussions of bilateralism on these functions. With human Umita
tions, the authorities may be able to extend the value of trade only 
with a very heavy cost in general efficiency. 

Obstacles to international trade are usually said to lower 
world market values. In a world of bilateralism no single currency 
could be used as a measure of international prices — indeed, truly 
international prices no longer exist. Resort might be had, however, 
to an index which embodied the price in each bilateral relation and 
weighted it according to the quantity sold in each relation. An 
index of this sort running back into the period of multilateral trade 
would certainly decline as bilateralism spread. Bilateral balance 
narrows the range of choice of both sellers and buyers; the former 
would, on the average, obtain lower prices, and the latter would, 
on the average, have to pay higher prices; but the fall of export 
prices would exceed the rise of import prices, because the attrac
tiveness of foreign markets in comparison with domestic markets 
would be decreased for both exporters and importers by the limi
tation of bilateraUsm. 

Three matters which might conceivably affect the outcome of 
the argument to this point have been passed over in a cavalier 
fashion and must now be scrutinized: unemployed resources, ob
stacles to trade, and money capital movements. Could not the 
existence of unemployed resources in a former unfavorable-balance 
country permit it to extend production so as to "balance upward" 
when bilateraUsm is imposed? An affirmative answer is clearly war
ranted: the rise of export costs would be held in check. But if the 
unemployment occurs, instead, in the favorable-balance country, 
the situation is reversed. Unemployment reveals the presence of 
dovraward wage-rate inflexibility. When exchange rates are low
ered in the favorable-balance country to reduce its export balance, 
if costs are inflexible the reduction will not have to be large to 
reduce exports considerably. The unfavorable-balance country 
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obtains only a small bonus for its exports from the slight upward 
revision of exchange rates, and extends exports only slightly. 
The balancing is mostly downward. Since there is no presumption 
that unemployment is more extensive amongst unfavorable-balance 
than amongst favorable-balance countries (compare England and 
the United States), the conclusions regarding bilateralism are 
unaffected. 

The imposition of bilateralism, by reasoning given earlier, acts 
as a protective tariff on unfavorable-balance countries and as a 
system of export tariffs on favorable-balance countries. If the 
favorable-balance countries in general occupied their position 
because of the importation of raw materials for fabrication and 
re-export, bilateralism would be accompanied by one change tend
ing to offset its downward-balancing force. For the export of fin
ished goods would be reduced, unfavorable-balance countries pro
ducing more for their own consumption; and, in general, tariffs, 
quotas, and import prohibitions are not as severe for raw materials 
as for finished goods. But favorable balances arise frequently from 
exporting raw materials, and here the factor mentioned works to 
intensify downward balancing. 

A third point concerns movements of capital in money and 
goods. It was remarked in the paragraphs dealing with barter that 
if it admitted money and securities, "barter" in this sense would 
be identical with multiangular trade with devisen. The same is 
true of clearings. The earmark of both is the exclusion of these 
items. But clearing, unlike barter, can be conducted so as to trans
fer real capital. Thus far in history, clearing and payment agree
ments have been used most frequently to repay existing obUga
tions, and clearings have served as the channel of "involuntary" 
lending and borrowing through the accumulation of uncleared bal
ances. Neither class of capital movement can be regarded as 
"economic" in character, that is, as representing the response to 
interest-rate differentials. In any event, to be used to transfer 
capital, clearing and payment agreements require an authoritarian 
"fixing" of the exchange rate or direct regulation of exports and 
imports in order to develop a balance in the desired direction and 
a balance of the desired size. In a section describing the function
ing of bilateralism in an "ideal world," we can appropriately 
observe merely that political authorities may direct the flow of 
capital internationally to its most productive apphcations. 
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In summary, we have discovered that bilateralism, even under 
the most ideal circumstances imaginable — without State inter
ference in the items of international goods and services trade, with
out exchange rates incompatible with the ideal of bilateral balanc
ing, and with the whole commercial world embraced in the scheme 
— in all events results either in downward balancing and the reduc
tion of the total volume and gain of international trade or in an 
increase at the expense of total output. An individual country — 
not typical of all countries, however — can experience, as a pure 
windfall, an increase in the demand for its own products sufficient 
to offset any losses to it produced by bilateralism, and it might even 
gain on balance. 

Barter presents the greatest reduction of gain in world trade'; 
clearing without possibility of capital movement comes next; and 
clearing and payment agreements providing for capital movements, 
if they are used to transfer capital from lower to higher productivi
ties, come next. All devices at their "best" sacrifice economic 
efficiency, and they are all discriminatoiy, for they do not operate 
to give the market to the most efficient seller and to the highest 
bidder, but to make exports equal imports for each pair of countries. 

There is a categoric difference between all of these bilateral 
devices, on the one hand, and a system of multilateral trade, on the 
other, whether the latter is envisaged in its traditional free-devisen 
form or as a system of multilateral clearings. Referring to exchange 
control and bilateral trading, one author writes: 

"But to the extent that a scheme of this sort is perfected — made flexible and 
inclusive, providing, for example, as its propounders have suggested, for a 
rise and fall in the value of the 'checks' on a certain country to bring demand 
and supply into equilibrium, and [jroviding for loans and capital investments 
— it becomes more and more like the regular international money system, with 
the same advantages and the same trouble."^ 

As a matter of fact, however, there is an absolute limit reached to 
the process of becoming "more and more like the regular inter
national money system," even if, as the foregoing paragraphs have 
demonstrated, the rate of exchange accords perfectly with the 
equilibrium of supply and demand desired under bilateraUsm, and 
even if capital is moved to points of highest productivity. The 

1. There are occasional exceptions; cf. p. 317 above. 
2. Eugene Stalev, World Economy in Transition (New York, 1939), pp. 

242-244. 
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capital is still a tied loan, and exports and imports are tied as to 
source and destination. To progress farther than this is to surrender 
bilateraUsm at any ratio of balances. Multilateral clearing is a horse 
of a different color. Where it has existed, as for example in the 
"Brocchi" system and otherwise,^ it constitutes a small island of 
free payments, for the ratios of exports and imports do not have to 
be set in order that it may function: balances are for free disposal 
through the system, however large or small it may be. For this 
reason the enthusiasm once displayed by Einzig for a world (multi
lateral) clearing system is curious, for such an arrangement is 
simply a reconstitution of what Staley calls the "regular interna
tional money system" under slightly different auspices.^ Î et us 
not err; multilateralism is one thing, bilateralism another. 

B. Actual Bilateral Trade 

We must now take account of certain important institutional 
factors which reduce the gain of international trade under bilateral
ism even below the level of a "perfect" system. Actual bilateral 
trade is less efficient, in the first place, because of its incompleteness. 
The incompleteness narrows the market for both exportere and 
importers, and tends to make imports cost more and exports bring 
less. Furthermore, even within the areas covered by bilateral trade, 
certain marked shortcomings of bilateralism are caused by its not 
being the universal system. The two great shortcomings are its 
exclusion of transit trade and of many services. If all countries do 
not belong to the series of bilateral agi'eements of a given country, 
it is forced to exclude transit trade from all its clearings, in order 
to avoid their being used for trade which actually belongs by origin 
or ultimate destination to a non-clearing countiy. This result is 
quite properly stressed by the League of Nations' Enquiry and its 
Report. Indirectly the incompleteness also frequently results in 
the exclusion of many services, for "invisible" items to the customs 
house are almost equally "invisible" to the exchange-control 
authorities. Capital flight by means of fictitious deals through the 
clearing accounts would be difficult to apprehend; and the exchange 

1- Cf. p. 16 above. Germany, Greece, and Japan had such an arrange
ment; cf. Brockmann, op. cit., p. 121. In most cases, however, the system 
labored under artificial rates. 

2. Paul Einzig, The Exchange Clearing System (London, 1935), Chapters 
XX and XXI. 
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authorities usually make short shrift of the matter by excluding 
services except those easy to control, such as services to travellers, 
to regular business representatives, and insurance and bank com
missions. The "downward balancing," through eUminating transit 
trade and many services, seriously reduces the volume of inter
national trade. 

Except for the possibility of monopolistic selling of exports 
(including monopoUstic discrimination) and monopsonistic pur
chasing of imports, any departure of the composition and amount of 
exports and imports from their condition under competitive buying 
and selling produces economic loss. BilateraUsm in itself, according 
to the argument of the preceding section, produces such a loss, even 
where the interference of the State does not go beyond the exchange-
rate adjustment essential to bilateral balancing. But the fixation 
of an exchange rate is at least objective and, in comparison with 
other devices of securing the balance, less discriminatory amongst 
particular exports and particular imports. "Theoretically" it is, of 
course, possible to secure precisely the same penalty or bonus on 
each item of import and export as is produced by the movement of 
a unique exchange rate by a complicated system of specific import 
and export tariffs or of quotas, domestic price-fixing, consumption 
or use taxes, and export bonuses. AU of these have been utilized in 
the 1930's, together with even cruder measures, such as import and 
export ficenses, rule-of-thumb administration as to what is a 
"necessary" import, what an "indispensable" export, and even the 
mere arbitrary selection of tariff-schedule items such as to add up 
on the import and export sides to equality.' The point scarcely 
needs to be argued that even the more refined methods are too 
compUcated to administer without discrimination against certain 
items of exports and imports, and with others no pretense is made 
to the contrary. The probability amounts to a practical certainty 
that such measures achieve bilateral balancing with a heavy cost, 
pecufiar to themselves, in economic efficiency, on the selling and 
buying sides alike. Furthermore, they are often used in conjunc
tion with a half-hearted adjustment of exchange rates intended to 
aid in the balancing.^ But whether the price attack through the 

1. Cf. Jacques BataiUe, Les offices de compensation: leur r61e dans la 
reatauration du commerce extî rieur (Paris, 1934), Ch. Vlll; Margaret Gordon, 
op. cit., Ch. VI. 

2. Cf. pp. 86-87 above. 
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rate and the quantity attack through direct measures work in all 
cases in unison and after any discoverable rationale could not be 
known even by a Minister of the National Economy. 

The gamut of contra-economic interferences in international 
trade connected with bilateral balancing is not complete until we 
have named protection, autarky, totalitarian control, and political 
skullduggery, both at home and in relations with other countries. 
These are admittedly not necessary parts of bilateralism; but it is 
well to bear them in mind in any attempt to appraise the results of 
the system in its actual operation. Finally it must be emphasized 
that the reductions in volume and gain of international trade 
imposed by the four "institutional" factors pointed out in the 
present section — absence of clearings with some countries, exclu
sion of transit trade and services, awkward and discriminatory 
direct regulations of the volume of exports and imports, and out
right protection, autarky, and political maneuvering — all these 
losses are not only additive to the net loss in an "ideal world" of 
bilateral trade and to one another, but they are also cumulative. 

C. Exchange Rates under Exchange Control 

Save for such rare cases as Austria after 1935, where exchange 
control was attenuated to an embargo on capital exports, all sys
tems have involved overvalued rates of exchange. The theory of 
exchange control must embrace generahzations concerning the 
meaning of overvaluation in this context, its effects upon trade, 
and upon prices. 

At the outset it is necessary to distinguish nominal from real 
overvaluations. The nominal or ofBcial rate of exchange by no 
means lacks significance, for its preservation represents one of the 
primary aims of exchange control and necessitates the whole 
apparatus of bilateralism. Nevertheless, effects upon trade and 
goods are produced only by the exchange rate or rates over which 
goods are actually exported and imported; and consequently in 
the ensuing investigation of these effects, the word "overvaluation" 
must in all cases be understood to refer to real rates. Such real 
rates include rates of exchange given by the prices of frozen 
accounts applicable to exports, special categories of currency such 
as Aski Marks, and the effective rates employed in compensation, 
clearings, and payment agreements. 

The concept of overvaluation appHcable to relations between 
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non-exchange-control countries differs rather strikingly, at a super
ficial level at least, from that appUcable to relations between 
exchange-control coimtries. Definitions of equiUbrium rate under 
the former situation, such as those proposed by Cassel, Pigou, and 
others,' quite correctly run in terms of the prices of goods and 
services; but under exchange control, involving as it inevitably 
does the imposition of bilateral balancing, the equiUbrium rate is 
that rate which causes exports to equal imports in trade with a 
particular country or to stand in some other fixed relation prede
termined by authority. It is precisely this contrast which requires 
the authorities to use force, either upon the market rate of exchange 
or upon the quantities exported and imported. But w ĥile it is 
quite correct to regard the exchange rate necessary to effect 
bilateral balancing with a particular country at whatever ratio of 
exports to imports the State selects as the equilibrium rate for 
bilateralism,- nothing precludes the use of a more fundamental 
concept even for bilateraUsm. It is indeed indispensable from an 
economic angle to know whether the balancing rate itself does or 
does not conform to price equiUbrium. In this event the traditional 
concepts, such as Cassel's and Pigou's, come into their own again 
as measures of the real or economic disequiUbrium of a rate of 
exchange which authority has impo.sed upon the trade with a 
particular country-

It may be convenient to refer to these two equilibria as price 
(or economic) equilibrium and bilateral equiUbrium. How essen
tial such a distinction is, appears from a non-exchange-control 
country, such as England before the present war, which neverthe
less was the clearing partner of exchange-control countries. So 
far as concerned other non-exchange-control countries, it would 
probably be correct to assume that market rates on sterUng con
formed to price (or economic) equiUbrium. So far as concerned the 
pound rate in the currency of an exchange-control country, this 
was not always the case. The payment agreement between Eng
land and Germany contemplated a fixed relation of English to 
German exports in their mutual trade at a ratio of 55:100; but 
because English exports persistently outstripped this ratio, the 
German authorities had always to intervene with direct Umitation 
of imports from England, to prevent the accumulation of uncleared 

1. Cf. pp. 233-234 above. 
2. This was the usage in the two preceding sections. 
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Mark credits to English account.' Sterling was undervalued from 
the angle of bilateral equilibrium. If we seek an explanation, we 
discover that the undervaluation did not arise because Englisb 
prices lay below the level of free-payments countries, but because 
German prices exceeded it. Whatever terminology is used, the dis
tinction between the two sorts of equilibrium has always been 
inevitable in analyzing the rates of exchange-control countries. 
Was the pengo overvalued or undervalued? According to the 
present terminology the answer would be: the pengo was over
valued on the basis of price equilibrium, but undervalued on the 
basis of bilateral equihbrium with Germany. These facts may be, 
and indeed have been in the course of the present study, set forth 
in the more laborious terminology of price-equilibrium throughout. 
Thus it would be necessary to explain that at tlie Hungarian official 
rates, even as modified by the surcharges and premia on free-cur
rency countries, the pengo was overvalued on the basis of Hungar
ian and "world" prices; this reduced the Hungarian favorable bal
ance to free-currency countries; but at the pengd-Mark clearing 
rate, the pengo was undervalued on the basis of Hungarian and 
German prices; Hungary experienced an accumulation of Mark 
balances from the stimulation of its exports to Germany. In a 
theoretical discussion it may be desirable to have a convenient 
shorthand for all this. 

What, now, are the economic effects of the two sorts of over
valuation? As a preliminary observation, it may be said that only 
by accident does bilateral equihbrium coincide with price equiUb
rium. The establishment of such a ratio as 1.5:1 for Hungarian 
and Austrian exports in the clearing agreements of these countries, 
and of a 100:55 ratio for German and English exports in their pay
ment agreement, was undoubtedly motivated by the desire to incor
porate into the bilateral system something approximating the 
ratio of exports which had existed under free currencies and a price-
equiUbrium rate of exchange. But the preservation of the bare 
export ratio signified nothing in itself, for meanwhile the price-
equifibrium changed entirely through disparate monetary devel
opments in the two countries. By accident, the currency deprecia
tions of Austria and Hungary betw^een the summer of 1931 and 
June, 1935, were approximately equal, and the clearing operated 
without large one-sided balances. If a given bilateral ratio were 

1. Cf. p. 215 above. 
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maintained with iron resolution for a very long time, it might be 
argued, and if factors of production moved rather freely from one 
country to another, the price or economic equihbrium would 
eventually be adjusted to the official bilateral equilibrium; their 
coincidence would then be more than accidental. The unreality of 
both the necessary postulates warrants neglecting this contingency 
entirely. 

The literature of international trade and finance has set forth 
in sufficient detail the consequences of exchange rates higher than 
price equiUbrium; and the main results, falling exports and rising 
imports, are not otherwise for exchange rates in excess of bilateral 
equiUbrium, if we take the magnitude of exports and imports at 
bilateral equiUbrium for the point of comparison. But for over
valuation relative to bilateral equilibrium very different results 
appear, so far as concerns the aims of bilateralism, from countries 
with export and with import surpluses. Following the argument of 
Section A, bilateral balancing in the direction of equaUty' of exports 
between the two countries requires a certain lowering of foreign 
exchange rates in a favorable-balance country. If the authorities 
enforce still lower rates, overvaluation exists relative to the desired 
bilateral equiUbrium, and the former favorable-balance country 
now experiences an import surplus.^ For a country which had an 
unfavorable balance, on the other hand, foreign exchange rates 
must rise to a certain level to produce bilateral balance. If the 
exchange rates are kept below this level, the resulting overvaluation 
tends to prevent the desired change; pressed far enough, it might 
leave trade altogether at its old balance or even intensify the former 
one-sided balance. 

This reasoning explains what upon first consideration might 
appear to have been an anomalous situation. Central European 
countries chronically incurred adverse clearing balances with West
ern European countries, despite the fact that the trade of the 
former had regularly shown export surpluses resting upon non
capital items. With the institution of clearings, the overvaluations 
of the Central European countries changed their former bilateral 
export surpluses to import surpluses. Had the overvaluing coun-

1. Tbe argument does not apply to irn:reasinQ the disparity between two 
countries, but this is never an aim of bilateraUsm so long as its existence rests 
on a desire to conserve devisen. 

2. In the absence, of course, of offsetting direct quantitative limitations 
upon imports. 
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tries formeriy possessed unfavorable balances, their overvaluations 
would have permitted this condition to continue to a greater or less 
degree. Though the unfavorable clearing balances would have 
appeared to be less anomalous, in reality they would have been just 
as incompatible with the aim of bilateralism as they were in the 
first case. 

A country with overvalued currency relative to bilateral equi
hbrium always accumulates debts in clearings, unless direct action 
is taken to interfere with the process. Thus the accumulation of 
clearing debts or balances exceeding a capital transfer contemplated 
in the t^rms of a payment agreement means per se that the debtor 
country's exchange is overvalued in this relation; but the absence 
of one-sided balances does not per se reveal that the exchange-rate 
conforms to bilateral equilibrium. Only if the exchange rate itself 
were the only instrument used in controlling trade would this be 
the case. Tariffs, quotas, import and export prohibitions, and 
licensing systems can be, and usually are, employed to supplement 
the exchange rate. If the entire apparatus does not avail to pro
duce the desired forcing of trade away from the channels it takes 
under economic motives, there are four possible results. The 
official ratio may be revised to closer approximation to the actual 
movement of goods. Occasionally clearing agreements provide the 
steps for taking care of unliquidated balances.' Both these results 
obviously represent sacrificing the contemplated ratio of bilateral 
trade. The results most compatible with strict adherence to the 
letter of the law are: (1) the authorities simply close the clearing 
until the debtors (importers) have paid a levy sufficient to liquidate 
the balance; or (2) the authorities do nothing at all, and simply 
allow the interminable delays in payments to exporters to throttle 
off their efforts to sell. Frequently the central bank has assumed 
the risk and part of the interest burden of clearing debts, but this 
again represents a letting down of the bilateral bars. Interruption 
of trade, the uneconomic application of balances, and risk and 
interest costs are involved in all methods of coping with one-sided 
clearing balances. Overvaluation is thus always potentially and 
must frequently be in fact a net addition to the forces of bilateral
ism named at the conclusion of Section B as operating additively 
and cumulatively to decrease the volume and gain of international 
trade. 

1. Cf. Margaret Gordon, op. cit., Ch. VI 



PAST AND FUTURE OF EXCHANGE CONTROL 341 

As we approach the concluding topic of this theoretical anal
ysis, it is well to observe that overvaluation under exchange control 
promotes the growth of monopoly within the controlling country. 
Free payment countries, such as England, feel precisely the oppo
site effect from overvaluation; the stimulation of imports exposes 
domestic producers to more intense foreign competition and tends 
to disintegrate domestic monopolies. Why is the effect reversed 
by exchange control? The answer is to be found in the rationing of 
devisen. Foreign devisen are always "scarce" for an overvalued-
currency country under exchange control, because demand exceeds 
supply at the official price. This gives rise to a margin between 
costs of importation and domestic prices of imported goods. 
Windfalls of this sort, as we have seen in the cases of Austria and 
Hungary, foster monopoly.' This fact assumes some significance 
in subsequent pages. 

The argument of Section A on "An Ideal World of Bilateral
ism" admitted the possibility that the reshuffling of sources of 
supply and sellers' markets attending the introduction of bilateral
ism in large segments of the world's trade could increase the inten
sity of demand for one particular country's products, despite the 
general downward-balancing tendency of bilateralism as a whole. 
It is not inconceivable, though scarcely probable, that a particular 
country should be able to envisage the results of bilateralism upon 
the demand for its products with sufficient clarity and accuracy to 
prompt it to foster the spread of bilateralism precisely because of 
such a gain. In most cases the ramifications of the system would be 
too complex for such a calculus, and the gain, if it appeared, would 
come as a pure windfall. But this is a different matter from the 
possibility of exploiting given demand schedules in international 
trade through monopolistic restriction of supply, either by means 
of a high rate of exchange or by means of discrimination through 
a multipHcity of rates. These not only can be but actually have 
been the objects of rate policy under exchange control. 

Let us turn first to a high rate without discrimination. For 
the sake of formal precision, it may be pointed out that if the high 
rate is really possible without reducing the total value of exports 
(price multiplied by volume), the rate is still compatible with price 
equilibrium. If the State by virtue of its monopoly power over the 

1. Cf. pp. 57, 99, lOG-Ul , 114, 154-155 above. In Germany, monopoly 
pro6ts were closely limited by the State. 
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foreign exchanges under exchange control raises its rate success
fully from its own angle — increases the total yield of exports — 
it is not overvaluing its currency, but simply obtaining the maxi
mum value. Most writers have expressed the conviction that the 
elasticity of demand less than unity necessary to this operation is 
rarely or never found for a nation's exports as whole. In default 
of empiric verification of this opinion, we may accept it as an 
a priori probability. Statistical study of demand functions is still 
in its infancy and the complexities would be still greater for an inter
national market. But the State export authorities may, by intui
tion and experiment, be able to discover elasticities of demand. 
For a country such as Germany, which exports highly fabricated 
and rather speciaHzed manufactured products and imports raw 
materials, the maintenance of a rate above competitive price-
equilibrium may be economically profitable from her own angle. 
The total volume of world trade, of course, shrinks; and, upon the 
basis of familiar reasoning, the gain to the monopolist will be less 
than the loss of others. Tbe present state of information concerning 
international demand does not permit more than these observations. 

Discriminating monopoly is another matter; for, whatever the 
elasticity, if the monopolist can carry through discrimination, he 
vvill increase his gains. Needless to say, the presence of a variety 
of Sperr currency categories and a multiplicity of clearings has 
already separated the buyers into different markets, and it is then 
only necessary to discover (1) whether the State in question enjoys 
monopoly advantages with some of these markets at least; and (2) 
whether intercommunication between the markets is sufficiently 
imperfect to permit differential prices. Export against emigres* 
Marks by Germany clearly fulfills these conditions, and our 
analysis of German clearings with Southeastern Europe revealed 
instances of regional monopolies with successful monopoly discrim
ination.^ Instances of monopsonistic exploitation were also not 
lacking; but, in general, monopsony is notably of less frequent 
occLurence than monopoly. 

A sanguine view of the theoretical possibiUties of discrimina
tion is not tantamount to the conviction that it is practicable in 
many cases. To discover the necessary underlying conditions is 
difficult, and to administer the prices successfully is compUcated 
and uncertain. A danger always exists that unscientific discrimi-

1. Cf. pp. 257-270 above. 
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nation — charging one particular segment of the market more or 
less than the optimum price — may end by yielding less than a 
uniform price. Furthermore, small States stand under the jeopardy 
of foreign retaUations against discriminatory tactics. Hungary 
very largely gave up the attempt at discrimination by the end of 
1935; but discrimination persisted in Germany and nearly all other 
exchange-control countries in Europe. In many cases it is difficult 
to determine whether this was by design or by the accident of dif
fering currency depreciations in neighboring countries. 

In view of the costs and numerous opportunities for loss set 
forth in the section upon bilateralism in practice and in the chap
ters preceding, it would be difficult to assert that even a successful 
instance of discriminating monopoly through exchange rate has 
ever covered the economic losses of exchange control even for that 
country. If occasionally exchange control delivers monopoly gains 
into the hands of domestic monopolists, the national dividend, 
augmented from one source, is decreased from another. By a for
tunate accident a successfully discriminating country might also 
experience the mndfall gain of an increase in demand schedules for 
its products, in consequence of the revolution in trade channels 
when bilateralism makes its advent. Such a combination might 
outweigh the costs of bilateralism; but if so, it would need to offset 
the loss of transit trade, of nearly all international exchange of 
services, and of profitable capital movements, the delays of pay
ment and interruption of trade due to improper clearing rates, the 
costs of the exchange-control apparatus to the State and to private 
firms, and finally the economic costs of autarky and totalitarian 
interference, so far as these institutions are served by exchange 
control. In all events, discrimination reduces the yield of foreign 
trade for the other countries. But if it is unsuccessfully managed, 
or provokes strong retaliations by other nations, it adds to the 
already formidable array of economic costs for the exehange-
control country itself. 

D. Exchange Control and Free Systems 

1. Is Exchange Control an International Monetary and 
Trade "System"? Apologists for exchange control in the totaU
tarian countries confront economists of other lands with a paradox 
in proclaiming that the institution has created a system of "modern 
money," on the one hand, and that it discbarges the same functions 
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as the traditional system of free payments, on the other. Certainly 
one would not be disposed to attempt resolving the paradox by 
denying the novelty of international payment and trade proce
dures under exchange control. But it is wise to examine the claim 
concerning the similarity of functions as it is put forward by these 
apologists themselves. 

The following quotations show the progress of the argument 
as developed by Dr. Carl-Hermann Miiller, Oberregierungsrat in 
the Reichswirtschaftsministerium, in his Outline of Exchange 
Control: 

" 'Free-payment exchange' is a bank clearing. . . . In a State clearing, the 
Clearing Office takes the place of the Eeichsbank. . . . This procedure corre
sponds completely to the main features of the so-called 'free' international 
payments." (p. 335.) 
"Through clearing the apparatus of international payments is only technically 
altered. . . ." (p. 337; Mailer's itahcs.) 
"The clearing Mark . . . cannot be used for third countries and can [be used] 
only for certain payments to the clearing partner." (p. 339.) 
"The most important difference between clearings (including payment agree
ments) and the former free world trade consists in the fact that freedom of 
purchase on the cheapest market at any time has been changed to a compul
sion to purchase on certain markets." (n. 345; author's italics omitted.) 
"Most assuredly the world could arrive at a much higher level of material well-
being, if it formed a world economy uniformly oriented to the viewpoint of 
the cheapest and best production." (p. 346.) 
"The way forward leads . . . to new forms of the economic potentiality ot 
trade, which are superior to those of the 'good old times' because they are 
capable of combining political direction of economic life with easier technical 
management." (p. 13.)' 

If marginalia may be dispensed with in the case of Miiller's 
argument, thpy would seem to be unnecessary also for the remarks 
of the German representative to the Conference on Exchange 
Control in Geneva, May 12-13, 1939. The representative is re
ported as saying, in substance at least, if not verbatim: 

"exchange controls represent a new type of monetary economy." (p. 5.) 
"The real difference existing between the two systems is that in one there is 
the influence of the government in balancing the clearings and in the other 
the influence of the private entrepreneur in doing the same thing." (p. 9.) 
"In a 'free' country, the entrepreneur himself discriminates as to price or 
other conditions. . . . The only difference really is that in Germany discrimi
nation is official and in other countries it is private." (p. 8.) 

1. C. H. Miiller, Gruodriss der Devisenbewirtschaftung, 2d ed. (Berlin, 
Vienna, 1939). 
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"it ie impossible to make any sort of international cost calculations if the 
prices are established by the exchange control offices of two or more States. 
In these prices fixed by these offices it is impossible to separate the two essen
tial elements of this calculation; (1) the price, and (2) the rate of exchange." 
(p. 4.)' 

In his extensive memorandum on exchange control written for 
the International Institute of Intellectual Cooperation, Dr. Fritz 
Meyer holds that a bilateral system, complemented by premia for 
"additional" exports and export subsidies, leads to the same inter
national adjustments as the traditional gold standard.^ And yet 
he ventures the cautious suggestion — for what reason it does not 
appear—that arrangements should be made for the multilateral 
settlement of clearing balances.^ He dwells upon the benefits 
accruing to foreigners from the "fact" that Germany exports in 
order to import, and contrasts the German poficy with that of 
other countries which are anxious to export but lack the incentive 
of an "autonomous economic poHcy" to stimulate imports.* He 
seems to forget that in 1937 German imports were only three per 
cent higher than in 1932 and were 59 per cent lower than in 1929. 

Finally we may well consider the question whether exchange 
control does or does not permit trade to move in accord with com
parative costs. Cabiati appears to answer this question affirma
tively,^ and Tasca* negatively; but in fact the answers accord 
perfectly. Cabiati is concerned with establishing, contrary to the 
pretenses of exchange-control apologists, that, within the fimits 
imposed by bilaterafism, trade still responds to a profit-and-loss 
calculus; that "economic law" is not wholly superseded by "mod
ern monetary systems." Tasca, on the other hand, emphasizes the 
fact that the very existence of bilateralism relegates to the discard 
the previously existing system of comparative costs established by 
more or less free competition, substituting therefor a regime of 

1. Geneva Research Centre, Provisional Record of the Conference on 
Exchange Control, Geneva, May 12-13, 1939, mimeographed {Geneva, May 
22, 1939). 

2. Fritz Meyer, "Devisenbewirtschaftung als neue Wahrun^form," 
Weltwirtschaftliches Archiv, Vol. 49, No. 1 (May, 1939), r. 466. 

3. Ibid., p. 46S. 
4. Ibid., pp. 467-468. 
5. Attillo Cabiati, Fisiologia e Patologia Economica negli Scambi della 

Ricchezza tra gU Stati (Turin, 1936). I am indebted M Dr. Gerschenkron for 
reading this book. 

6. Tasca, op. cit., pp. 159-160. 
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costs which have resulted from the arbitrary actions of authority. 
That exchange control is a "system" no one would deny. But is it 
in any sense of the word an economic "system"? Walking back
ward is undoubtedly a "system" of locomotion. 

(2) Are Exchange-Control and Free Systems Compatible? As 
exchange-control and other forms of State interference have 
increased during the past decade,' this question has become more 
and more serious for economists outside the totalitarian countries. 
Some have inclined to greater optimism,^ others to greater pes
simism.^ The answer is really one of degree or preponderance: at 
either limit, the "other" system becomes impossible. In the case of 
exchange control this can be seen clearly by considering each one of 
its main elements in turn. If all the world but one (small) country 
places embargoes on the export and import of capital, the remain
ing country cannot maintain a free international capital market; 
but if only one (small) country decrees embargoes, the interna
tional capital market is essentially free. If all the world but one 
(small) country artificially raises exchange rates, the effects may 
largely cancel out amongst them, and the one (small) country is 
automatically a country of undervalued currency; but if one (small) 
country overvalues its currency, there is virtually no effect on the 
rest of the world. If all the world but one country imposes bilateral 
balancing, the remaining country's trade is bilaterally balanced; 
and one country's bilateralism in isolation cannot impose complete 
bilateralism upon any other country. If all the countries of the 
world but one regulate the composition and direction of their 
exports and imports, the remaining country has its foreign trade 
regulated for it; but the regulation of one (small) country affects 
the trade of the world as a whole but httle. Between these limits, 
it is simply a matter of more and less. 

While this way of envisaging the matter is unexceptionable, it 
1. The percentage of imports covered by license or quota restrictions ID 

1937 for a number of countries follows: France, 58; Switzerland, 52; Nether
lands, 26; Belgium, 24; Ireland, 17: Norway, 12; United Kingdom, 8; Sweden, 
3; from League of Nations, World Economic Survey, 1938-1939 (Geneva, 
1939), p. 189. 

2. E.g. Staley, op. cit., Ch. X, "Problems of the 'Mixed' Economy." 
3. Eg. Condhffe, op. cit., Ch. IV; Tasca, op. cit., Ch. XIII, "Systems of 

Commercial Policy: The Problems of Rapprochement"; Haberler, op. cit.. 
Question III, "Is a Commercial System Economically and Legally Possible 
which shall guide Exchange between economically and poUtically predom
inantly Liberal and Interventionist States"? 
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may by implication present too favorable a view of the chances of 
free international payments for survival; for a small amount of 
regulation can overbalance a great deal of freedom. Thus if one 
country "freezes" the sums within its economy owing to foreigners, 
the governments of the creditors have no recourse — if there is to 
be any assurance of payment on current account — but to adopt a 
Hke measure. A very small country can force bilateral clearing for 
its mutual trade upon a very large country in just this fashion. A 
second reason for the superior force of regulation is its concentra
tion in the hands of the State, whereas traders under the free system 
stand "naked and alone." Thirdly, as bilateralism spreads and 
foreign qualitative controls become more numerous, the economic 
data (costs, selling prices, foreign exchange rates) become less and 
less truly economic, and the ground is cut from beneath a system of 
free enterprise,' to a larger degree, it may be observed, than the 
mere loss of free-enterprise areas in a geographic sense. 

For a number of years, and particularly in the most recent 
times, it has appeared that the question of compatibility is being 
resolved upon another plane than that of contrasting national 
economies. The growth of economic blocs, well confirmed statis
tically for international trade,^ spells the perpetuation of exchange 
control and other forms of regulation between blocs, and very 
probably also the reduction of control between countries within 
each bloc. Whether the end effect upon the gain of international 
trade in these circumstances will be a rise or decline cannot be pre
dicted, since it depends equally upon the severity of inter-bloc 
obstacles to trade and the liberality of treatment accorded to intra-
bloc trade. There is furthermore the possibility of discriminatory 
measures as amongst blocs. If other blocs than that of the United 
States happen to be more or less en rapport, the observations made 
upon the r61e of a "small" country may be pertinent even to this 
large area. 

1. Cf. FoLke Hilgerdt, "The Approach to BilateraUsm — A Change in 
the Structure of World Trade," Index, Vol. X:8, No. 116, pp. 175-188-

2. Cf. league of Nations, op. cit., p. 186. Between 1929 and 1938 the 
trade of the British Emoire within itself as a percentage of its total trade under
went the following changes: for imports, from 30 to 42 per cent; for exports, 
44 to 50 per cent. Corresponding figures for certain other countries are: for 
France, imports from 21 to 27 per cent, exports from 19 to 27.5 per cent; for 
Japan (Korea, Formosa, Kwangtung, Manchuria), imports from 20 to 41 per 
cent, exports from 24 to 55 per cent; for Germany (six coimtries of South
eastern Europe),imports from 4.5 to 12 per cent, exports from five to 13 per cent. 
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As the term is generally imderstood, "economic" describes the 
processes involved in maximizing utility from available resources. 
Liberal economists and contemporary socialist economists agree 
that this maximization is reached by the free choice of consumers as 
to their outlays on final products and by the transmission of these 
choices to the use of resources through the competitive bidding of 
producers, whether or not the producers are also owners. Exchange 
control in its contemporary form cannot be described as conform
ing to this test of what is economic. It is undoubtedly an instru
ment of control. But there is one question, which, if it ever comes 
to be seriously considered by the populace of exchange-control 
countries and economic hlocs, will terminate both exchange-control 
and economic hlocs. The question is an old one; Quis custodietf 
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, Note 
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III 856 
IV 873 
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IX 880 
X 891 

XI 861 
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A U S T R I A N N A T I O N A L B A N K — Continued 
(MillioD Schillings) 
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A U S T R I A N N A T I O N A L BANK—Continued 
(Million Schillings) 

Note 
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Note and Sight Foreign Private 
Circulation Liabilities Exchange Discounts 

1937 I II n i IV 
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1938 
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I . 

I I . 
m . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1930 
I . 

I I . 
I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1931 
I . 

I I . 
I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

Austrian 

98 
103 
107 
106 
106 
100 
107 
103 

97 
9 4 
93 
91 

93 
91 
91 
8 7 
86 
8 7 
85 
9 3 
87 
83 
S3 
81 

79 
81 
83 
87 
86 
84 
91 
90 
87 
90 
95 
94 

(1923-31 = 100) 
Foreign 

102 
103 
107 
100 
95 
93 

101 
96 

102 
99 
97 
98 

96 
93 
89 
86 
83 
81 
97 
99 
SO 
77 
73 
72 

69 
69 
69 
72 
70 
73 
82 
66 
64 
66 
67 
65 

Austrian 

100 
99 
99 
98 
97 
98 
98 
99 

103 
104 
101 
101 

104 
102 
100 
99 
99 
99 
96 
96 
95 
93 
92 
89 

87 
86 
86 
87 
82 
79 
80 
78 
76 
76 
SO 
79 

Foreign 

99 
9 9 
9 8 
9 7 
95 
95 
96 
99 

100 
100 

97 
9 7 

9 7 
96 
93 
92 
91 
91 
8 7 
85 
83 
8 0 
77 
76 

74 
71 
71 
7 0 
6 7 
6 4 
66 
6 8 
66 
65 
69 
6 6 
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AGMCDLTnBAL PRICES I N D U S T R I A L P R I C E S 

1932 
I. 

II . 
III. 
IV. 
V. 

VI. 
VII. 

VIII. 
IX . 
X . 

X I . 
X I I . 

1933 
I. 

II. 
III. 
IV. 
V. 

VI. 
VII. 

vm. 
IX . 
X . 

X I . 
X I I . 

1934 
I. 

II . 
III. 
IV. 
V. 

VI. 
VII. 

VIII. 
IX . 
X . 

X I . 
XII . 

Austrian 

93 
93 
94 
94 
96 

112 
101 
93 
89 
90 
91 

85 
84 
86 
86 
85 
98 
93 
82 
82 
82 
82 
83 

80 
81 
83 
81 
81 
80 
81 
84 
85 
85 
84 
85 

{Continued) 
(1923-31 = 100) 

Foreign Austrian 

62 
63 
64 
63 
69 
58 
59 
61 
57 
54 
55 
53 

53 
62 
52 
53 
56 
58 
63 
61 
59 
55 
57 
57 

47 
46 
44 
43 
44 
45 
48 
57 
56 
55 
56 
59 

79 
78 
75 
73 
72 
71 
72 
73 
75 
76 
73 
73 

73 
73 
73 
73 
73 
77 
78 
78 
78 
78 
77 
77 

78 
78 
78 
77 
76 
76 
75 
76 
77 
74 
75 
75 

Foreign 

65 
63 
61 
58 
57 
56 
55 
58 
61 
60 
61 
59 

57 
58 
58 
60 
64 
67 
71 
71 
69 
69 
68 
69 

59 
58 
59 
58 
53 
58 
58 
58 
56 
56 
57 
53 
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A G B I C T I L T U S A L P R I C E S I N D D S T R I A L P R I C E S 

1935 
I . 
n. 

I I I . 
I V . 

V . 
V I . 

V I I . 

vm. 
I X . 

X . 
X I . 

X I I . 

1936 
I . 

I I . 
I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1937 
I . 

(Continued) 
(1923-31 = 100) 

AasfziaD Foreiga AustriMi Foreign 

84 58 75 5 8 
8 4 67 76 6 7 
S 4 54 75 57 
8 2 65 76 5 7 
8 3 66 76 5 8 
8 4 63 76 5 9 
8 4 62 76 6 0 
8 6 65 76 60 
8 7 68 77 61 
89 59 80 6 2 
8 7 66 80 63 
8 5 53 78 63 

8 4 62 79 6 3 
8 2 53 79 64 
8 2 52 78 63 
8 3 63 78 6 4 
8 4 60 78 6 3 
8 5 SO 78 6 3 
8 6 6 7 78 63 
8 8 62 80 6 4 
8 9 61 80 65 
9 0 61 82 6 4 
9 0 61 82 65 
91 84 

9 0 85 
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Index of Index of 
Imports Exports 

(Raw (AU 
Mate- Prod-
rials) ucts) 

Index of Index of 
Imports Exports 

(Raw (All 
Mate- Prod-
rials) ucts) 

Index of 
Imports 

(Raw 
Mate
rials) 

Index of 
Exports 

(AU 
Prod
ucts) 

1929 1932 1935 
I 94 99 I 57 45 I 37 39 

II 93 96 II 50 41 l i 35 40 
III 94 95 III 45 36 III 36 46 
IV 104 105 IV 50 37 IV 38 42 
V 103 104 V 48 37 V 36 41 

VI 106 109 VI 49 36 VI 35 36 
v n 96 108 VII 41 35 VII 38 40 

VIII 99 100 VIII 38 32 VIII 34 40 
I X 111 100 I X 37 32 I X 37 39 
X 100 97 X 34 34 X 43 42 

X I 96 97 X I 39 36 X I 41 43 
X I I 100 93 X I I 36 32 X I I 38 44 

1930 1933 1936 
I 77 96 I 37 33 I 41 44 

II 76 100 II 33 33 II 39 41 
III 78 91 III 38 34 III 43 48 
IV 79 95 IV 32 33 IV 39 45 
V 84 88 V 36 38 V 37 44 

VI 79 85 VI 37 36 VI 34 41 
VII 76 82 VII 41 42 VII 36 40 

v m 79 81 VIII 33 38 VIII 38 42 
I X 76 81 I X 34 40 IX 38 43 
X 76 83 X 39 40 X 41 43 

X I 73 77 X I 41 41 X I 41 44 
X I I 67 75 X I I 36 36 X I I 41 46 

1931 1934 1937 
I 67 69 I 37 38 I 41 46 

II 71 6S II 35 39 II 44 51 
i n 63 64 III 39 44 III 48 57 
IV 71 68 IV 37 39 IV 46 55 
V 71 68 V 38 38 V 46 55 

VI 60 64 VI 36 40 VI 47 57 
VII 61 65 VII 33 38 VII 45 61 

VIII 54 59 VIII 32 40 VIII 42 65 
I X 59 60 IX 35 39 I X 43 55 
X 60 67 X 38 40 X 46 67 

X I 62 55 X I 38 41 X I 43 56 
X I I 58 53 X I I 34 38 X I I 46 59 

1938 

A U S T R I A N E X P O R T S A N D I M P O R T S B Y V A L U E 

(1929 = 100) 
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DenominatioD 
1,000 Schillings 

100 Schilhngs 
50 SchilUngs 
20 SchilUngs 
10 SchilUngs 
5 SchilUngs 

B A N K N O T E C I R C U L A T I O N I N A U S T R I A * 

(Number of Banknotes in Millions) 
1 9 2 8 

103.185 
6,623.720 

11,986.789 
11,661.288 
8,371.966 

1 9 2 9 

113.616 
5,308.640 
2,212.225 
9,280.069 

11,097.991 
8,524.837 

1 9 3 0 

104.791 
5,334.294 
2,345.565 
8,901.878 

11,255.479 
8,782.670 

1 9 3 1 

226.800 
5,367.453 
2,164.085 
8,368.269 

10,255.690 
8,365.589 

1 9 3 2 

* In Fig. 2, p. 32, the curves represent total values, not numbers of notes, 
in each denomination. 

A U S T R I A : 

G O L D P R I C E S I N P E R C E N T O F P A R I T Y 

1 9 3 1 1 9 3 2 1 9 3 3 

I 129 122 
II 136 121 

III 129 126 
IV 115 129 
V 125 131 

VI 133 127 
VII 129 128 

VIII 121 128 
IX 100 120 128 
X 122 120 128 

X I 130 120 
XII 140 120 

Source of statistics, pp. 74-85: Monataberichte des Osterreichischen 
Institutes fiir Konjunkturforschung. 

26.600 
5,099.392 
1,807.089 
7,418.945 
9,876.497 
7,930.365 
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266,060 
279,726 
353,501 
401,869 

510,664 
496,294 
590,005 
588,081 

8,948 
32,371 
30,311 

418,904 
432,036 
415,290 
421,988 

555,328 
536,043 
517,881 
486,975 

30,731 
23,157 
58,538 
41,678 

468,901 
476,475 
437,496 
569,527 

487,212 
504,281 
504,398 
501,240 

59,070 
35,608 
49,413 
64,634 

588,221 
570.030 
533,908 
665,164 

511,387 
600,719 
493,686 
511,220 

49,035 
29,478 
47,750 
71,612 

538,040 
625,241 
491,952 
523,648 

516,034 
642,290 
545,097 
581,681 

64,995 
70,682 
75,028 

104,650 

516,461 
499,899 
470,144 
487,757 

585,964 
697.324 
617.121 
656,103 

96,576 
98,437 

129,689 
169,667 

463,746 
400,366 
384,213 
409,930 

693,786 
710,643 
723,239 
722,759 

178,980 
148,249 
174,590 
203,026 

469,942 
439,212 
520,457 
466,163 

785,383 
904,809 
941,347 

1,050,369 

207,968 
163,195 
122,077 
141,243 

481,067 1,147,617 141,264 

N A T I O N A L B A N K O F H U N G A R Y 

Monetary Series* 
Notes, 

Fractional Money, 
and Deposits 

Reserves in Bills (Seasonally Demand Deposits 
Date Gold a n d Devisen Discounted Adjusted)' of the State 

In I . O O O Pengti In 1,000 Pengo tn 1,000 Pengo In 1,000 Peng5 
1931 

1 164,475 
11 136,391 

III 115,832 
IV 125,160 

1932 
1 123,249 

II 118,890 
III 117,962 
IV 120,592 

1933 
1 120,410 

11 121,017 
III 101,617 
IV 90,877 

1934 
1 93,440 

II 90,273 
III 93,125 
IV 99,279 

1935 
1 98,825 

II 99,844 
III 94,174 
IV 112,237 

1936 
1 111,858 

II 106,310 
III 110,134 
IV 126,414 

1937 
1 131,480 

n 137,906 
III 141,779 
IV 142,592 

1938 
1 149,947 

11 155,930 
III 219,086 
IV 220,598 

1939 
1 211,429 

1. Data for all series, unless otherwise noted, from Quarterly Reports, 
U. I. f, W. For columns 1, 2 and 4, quarterly figures as of March 31, June 
30, September 30, and December 31. 

2. Quarterly averages. Data for notes and fractional money are unad
justed figures pubhshed by the Hungarian Institute for Economic Research; 
data for deposits from the London Economist. Seasonal adjustment has 
been carried through here de novo. 
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1931 1935 
I 86.9 I 101.5 

II 90.0 II 104.7 
IH 85.7 I l l 110.6 
IV 87.3 IV 110.0 

1932 1936 
I 89.5 I 113.5 

II 76.6 II 117.2 
HI 78.4 I l l 121.0 
IV 83.5 IV 121.7 

1933 1937 
I 85.4 I , 125.6 

II 85.4 II 132.7 
I l l 90.4 HI 135.3 
IV , 91.3 IV 125.4 

1934 1938 
I 93.6 I 122.7 

II 103.6 II 116.2 
I l l 99.3 I l l 130.1 
IV 100.4 IV 131.1 

1939 
I 147.0 

B U D G E T B A L A N C E S O F H U N G A R Y 

Including State Undertakings 
In Million Pengo 2 

1930-31 -229.6 1935-36 -34.6 
1931-32 -179.7 1936-37 + 8 . 1 
1932-33 -108.5 1937-38 -67.9 
1933-34 - 66.3 1938-39 — .1 
1934-35 - 70.4 (estimated) 

D I S C O U N T R A T E O P T H E H U N G A R I A N N A T I O N A L B A N K ^ 

Per Cent Per Cent 
May 30, 1930 to June 15, 1931, 5}^ April 18, 1932 to June 30, 1932, 6 
June 16, 1931 to July 23, 1931, 7 July 1, 1932 to Oct. 17, 1932, 5 
July 24, 1931 to Sept. 10, 1931, 9 Oct. 18, 1932 to Aug. 28, 1935, 4H 
Sept. 11, 1931 to Jan. 19, 1932, S Aug. 29, 1935 — 4 
Jan. 20, 1932 to April 17, 1932, 7 

1. Data are quarterly unadjusted indices of industrial production of the 
Hungarian Institute for Economic Research; seasonal adjustment has been 
carried through here de novo. 

2. Ung. Wirt. Jhrb., Vol. 14, p. 297. 
3. Quarterly Reports, U. I. f. W. 

I N D E X O P I N D O S T R I A L P K O D U C T I O N I N H U N G A R Y 

Seasonally Adjusted^ 
Quarterly Averages 

(1929 = 100) 
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H U N G A R I A N P R I C E I N D I C E S ' g j aS^S'l 
{Base: 1925-1927) S^-^^ 

W B O L E S A L B PRICE INDICES « g .a S 

Senaitive General Agricultural Industrial and ^'^S.S 
Prices Wholeeale Products Half-finished H * ^ ^ 

1931 1 91.3 74.8 69.0 88.9 92.1 68.2 
II 91.0 75.6 69.4 89.3 92.3 67.8 

III 91.3 75.6 70.5 88.4 93.5 67.3 
IV 90.5 74.1 69.4 87.5 93.0 67.5 
V 81.7 72.7 68.9 85.3 93.5 66.6 

VI 75.4 72.2 68.1 85.6 93,3 65.8 
VII 78.4 72.2 69.2 85.2 94.8 64.9 

VIII 76.9 70.9 66.1 85.0 95.4 63.0 
IX 81.2 71.7 66.6 85.3 96,0 58.9 
X 84.7 72.8 67.0 86.4 95.0 51.6 

X I 87.1 75.4 70.2 89.2 93.6 50.1 
XII 85.2 75.0 68.1 90.9 93.2 44.3 

1932 1 82.9 73.0 66.3 89.0 92.2 45.2 
II 82.9 72.9 66.0 88.6 91.0 45.4 

III 79.7 71.9 65.1 86.8 91.0 48.8 
IV 79.2 69.5 62.4 85.8 90.7 48.3 
V 77.5 68.7 62.0 84.5 92.4 46.3 

VI 75.1 66.9 61.2 83.7 92.2 44.5 
VII 73.9 65.4 58.4 83.1 91.6 42.8 

VIII 76.0 64.8 56.6 83.4 92.4 42.7 
IX 77.3 65.2 57.5 83.3 92.1 44.2 
X 76.6 64.4 56.3 83.0 91.5 42.0 

X I 77.3 63.1 55.0 82.2 89.6 40.5 
XII 77.1 61.7 53.0 81.8 88.4 40.5 

1933 1 76.4 61.3 53.2 77.7 88.2 41.4 
II 75.7 61.7 53.6 78.9 87.2 41.4 

III 76.3 61.6 53.5 78.7 86.8 41.1 
IV 76.7 60.6 51.2 78.5 86.5 40.9 
V 79.0 60.7 50.3 79.8 86.0 40.7 

VI 72.4 61.7 51.0 80.4 85.9 41.7 
VII 72.4 61.3 60.0 81.7 83.5 42.3 

VIII 72.9 59.4 47.6 79.5 83.5 41.4 
IX 78.6 58.6 46.6 79.2 83.2 39.6 
X 78.6 58.7 46.6 79.5 81.4 39.2 

X I 77.7 58.7 46.8 78.6 80.8 40.7 
XII 78.1 59.7 48.0 78.6 81.9 41.2 

» All indices from U. I. f. K , Vol. 1-42. 
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78.2 60.0 48.5 78.3 82.0 40.8 
78.2 62.5 50.9 78.6 82.6 39.2 
77.8 62.0 51.1 77.9 82.4 38.6 
75.2 61.1 50.0 77.4 82.6 38.6 
73.0 64.2 55.1 77.3 84.6 38.5 
75.0 63.2 53.8 77.2 84.3 38.2 
74.4 62.5 52.7 76.3 83.2 38.7 
75.2 64.1 54.8 76.2 83.5 39.0 
78.2 64.9 56.1 76.3 83.3 37.6 
77.4 65.2 56.7 76.4 83.2 37.6 
78.9 65.7 57.4 76.6 82.4 37.5 
77.8 65.5 57.5 76.1 82.3 37.7 

78.4 66.1 59.4 75.4 82.3 37.9 
77.2 67.4 60.5 75.4 82.8 37.5 
78.9 66.5 59.5 74.6 83.4 36.5 
77.5 66.7 58.8 74.2 83.3 37.4 
77.2 66.5 58.4 73.7 83.4 38.9 
71.9 67.1 58.7 75.7 84.1 38.8 
74.0 70.2 63.0 77.7 86.5 38.9 
73.5 70.8 64.3 77.5 87.2 38.9 
74.4 72.8 65.9 79.0 86.9 40.0 
76.6 76.0 70.2 80.1 86.7 40.7 
76.4 76.8 71.6 80.4 86.5 40.7 
80.4 77.5 72.5 81.0 87.0 40.8 

81.3 76.3 70.3 81.8 88.6 40.8 
81.6 76.8 71.0 81.9 89.1 40.6 
81.6 76.4 70.0 82.3 89.3 40.6 
79.0 75.0 67.6 82.2 89.9 40.6 
76.5 73.7 65.9 821 89.8 40.3 
76.3 72.2 63.9 82.2 89.0 40.8 
77.8 73.0 64.6 82.4 88.7 42.0 
78.7 73.6 65.8 82.4 90.3 42.4 
81.6 74.4 67.0 82.9 90.5 42.7 
90.7 77.6 71.6 83.7 90.9 42.2 
90.3 78.6 72.3 84.6 90.1 42.9 
91.2 80.7 74.8 85.2 91.1 44.9 

H U N G A R I A N P R I C E I N D I C E S — Continued m g ^ m . | 

(Base; 1925-1927) | | 'l^f^ 

WHOLEBALB PRICE INDICES o'g .^-o'^'3 
Sensitive General Agricultural Industrial and g ^ ^-^ 

Prices Wholesale Products Half-finished ci2 ^aSS 

1934 I 
I I 

H I 
IV 
V 

VI 
vn 

VIII 
IX 
X 

XI 
XII 

1935 I 
II 

Ill 
IV 
V 

VI 
VII 

VIII 
I X 
X 

XI 
XII 

1936 I 
II 

Ill 
IV 
V 

VI 
VII 

VIII 
IX 
X 

XI 
XII 
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H U N G A R I A N P R I C E I N D I C E S — Continued M g S i 
(Base: 1 9 2 5 - 1 9 2 7 ) lo ssl" 

W e o L u a A L E PRICH INDICES ^ § g.p 

Sensitive General Agricultural Industrial and cmS 
Prices Wholesale Products Hal£-6nished B Cd " 

1937 I . 
II. 

I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1938 I . 
I I . 

III. 
I V . 

V . 
V I , 

V I I . 
V I I I . 

IX. 
X . 

X I . 
X I I . 

1939 I. 

91 .7 84 .0 78 .0 87 .6 94 .6 45 .9 
90 .9 84 .5 76 .8 88.1 95 .3 4 6 . 4 
9 2 . 6 8 5 . 4 77 .7 87 .7 95 .2 49.1 
9 2 . 6 8 3 . 6 74 .7 91 .3 94 .9 48 .6 
89.1 8 3 . 4 74 .3 91 .2 94 .8 49.1 
8 7 . 5 82 .2 74 .0 89 .9 95 .0 47 .9 
87 .2 83 .2 76 .2 89 .3 95 .2 48 .5 
8 7 . 3 8 2 . 8 75 .9 89 .0 9 5 . 4 47 .8 
8 8 . 0 81 .8 75 .5 87 .7 96 .5 46.5 
87 .2 81 .2 75 .2 86 .8 96 .5 45.5 
85 .5 80.1 74 .2 86 .9 96 .2 44 .3 
85 .1 7 9 . 4 74.1 8 6 . 7 96 .8 44 .4 

85 .3 78.9 73 .4 86 .8 9 7 . 6 44 .0 
84 .4 78 .3 71 .9 86 .7 96 .7 43 .7 
8 4 . 6 77 .8 71 .2 86 .2 96 .8 42 .6 

83 .5 78 .2 72 .2 85.7 97 .5 42.1 

8 0 . 3 76 .2 70 .6 84.8 97 .5 41 .7 
74.1 75 .9 6 9 . 9 84.1 95 .8 4 1 . 7 
7 3 . 0 75 .8 69 .0 84 .0 94 .8 4 0 . 9 
73 .5 76 .3 70 .4 84 .4 9 4 . 8 39 .5 
76 .1 77 .9 72 .0 84 .7 96.1 38 .8 
7 6 . 6 78 .0 71 .9 84 .2 95 .7 38.5 
78 .6 77 .3 70 .9 84 .2 95 .5 37 .4 
78 .8 76 .3 69 .2 84.1 95 .2 36 .9 

7 7 . 4 76 .3 69 .9 83 .0 9 4 . 6 3 7 . 0 
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I N D I C E S O F T H E F O R E I G N V A L U E O P P E N G O 

Date 
1 9 3 1 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1 9 3 2 
I . 

I I . 
I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1 9 3 3 
I . 

I I . 
I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

Pengo Note Quotations in 
Zurich as Per Cent of Parity' 

7 6 0 
7 3 2 
7 3 6 
,761 
7 7 1 
7 8 4 
8 1 4 
8 0 9 

. 7 9 1 
. 7 4 3 
. 7 3 4 
. 7 4 5 
. 7 4 5 
. 7 5 2 
. 7 3 0 
. 7 5 9 
. 7 1 0 
. 7 3 8 
. 7 6 4 
. 7 6 6 

Gold Price in Budapest 
as Per Cent of Parity* 

1 1 1 
1 2 6 
1 3 2 
1 4 7 
1 4 4 
1 7 0 

1 4 7 
1 4 4 
1 4 7 
1 3 7 
1 4 7 
1 4 7 
1 3 7 
1 3 2 
1 2 6 
1 2 6 
1 1 8 
1 2 6 

1 3 7 
1 3 7 
1 3 2 
1 3 7 
1 3 7 
1 3 2 
1 4 0 
1 3 2 
1 3 7 
1 3 7 
1 3 7 
1 3 2 

1. Percentages computed from prices in Swiss francs as given by the 
Schweizerische Nationalbank in its Monatsberichte, and by Ziirieher Nach-
richten; monthly averages. 

2. Percentages of par computed from pengo prices of one kilogram gold 
a s given in various daily newspapers in Budapest; median between daily high 
and low quotation, middle of month. 
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I N D I C E S O F T H E F O R E I G N V A L U E O P PENGO—Cont inued 

Date 
1934 

I . 
I I . 

I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1935 
I . 

I I . 
I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

1936 
I . 

I I . 
I I I . 
I V . 

V . 
V I . 

V I I . 
V I I I . 

I X . 
X . 

X I . 
X I I . 

Peneo Note Quotations in 
Zuricn via Per Cent ot Parity 

.757 

.749 

.712 

.707 

.703 

.682 

.682 

.682 

.694 

.685 

.666 

.647 

.644 

.615 

.628 

.615 

.609 

.628 

.639 

.653 

.652 

.637 

.621 

.613 

.625 

.649 

.650 

.649 

.659 

.668 

.649 

.659 

.667 

.603 

.609 

.613 

Gold Price in Budapest 
as Per Cent ot Parity 

132 
137 
142 
142 
142 
145 
147 
145 
145 
145 
160 
153 

163 
162 
168 
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I N D I C E S O F T H E F O R E I G N V A L U E O P PENGO—Continued 

Date 
1937 

I. 
II. 

III. 
IV. 
V. 

VI. 
VII. 

VIII. 
I X . 

X . 
X I . 

XII . 

1938 
I. 

II. 
III. 
IV. 
V. 

VI. 
VII. 

VIII. 
IX. 
X . 

X I . 
XII . 

1939 
I. 

II. 
III. 

Pengo Note Quotations in 
Zurich as Per Cent ot Parity 

.616 

.611 

.617 

.641 

.667 

.667 

.643 

.636 

.623 

.644 

.630 

.632 

.622 

.625 

.608 

.530 

.514 

.540 

.549 

.527 

.464 

.517 

.498 

.384 

.284 

.327 
.318 

Gold Price in Budapest 
as Per Cent ot Parity 
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V A L D E O F H U N G A R I A N I M P O R T S A N D E X P O R T S B T Q U A R T E R S ^ 

(in Million Pengo) 

1929 I. 
I I . 

I I I . 
IV. 

1930 I . 
I I . 

I I I . 
IV . 

Imports 

247.3 
296.7 
262.1 
257.6 

198.0 
210.9 
218.9 
195.5 

1930 8SS4 

1931 I . 
I I . 

I I I . 
IV . 

142.2 
163.7 
125.5 
108.0 

Exports 
183.3 
214.4 
280.7 
360.1 

19S9 1,063.7 1,038.5 

218.4 
233.4 
213.0 
246.9 

911.7 

130.4 
126.5 
142.3 
171.2 

1934 I. 
I I . 

I I I . 
IV . 

193A 

1935 I . 
I I . 

U I . 
IV. 

1935. 

1936 I. 
I I . 

III . 
IV. 

ImportB 

74.6 
88.8 
83.7 
97.8 

84.0 
89.3 
94.0 

135.0 

106.6 
114.7 
103.1 
112.1 

Exports 
96.3 
87.0 
95.9 

125.0 

3U-9 m-^ 

99.8 
92.7 

106.6 
152.4 

m-3 4^1.5 

113.6 
101.6 
143.3 
145.9 

1931 5S9.4 570.4 

1932 I . 
I I . 

I I I . 
IV. 

19SS 

1933 I . 
I I . 

I I I . 
IV. 

1933 

85.0 
84.2 
75.2 
84.1 

3S8.5 

70.1 
74.1 
78.3 
90.1 

S1S.6 

72.2 
79.4 
81.4 

101.5 

334-5 

78.6 
80.7 

109.0 
123.0 

391.3 

1936 

1937 

436.5 504-4 

I. 
I I . 

III . 
IV. 

1937 

1938 

1938. 

1939 

I . 
I I . 

III . 
IV. 

99.9 
122.7 
127.9 
133.1 

483.6 

95.8 
104.5 
98.2 

120.0 

418.5 

122.1 

149.9 
143.0 
135.5 
159.6 

588.0 

133.6 
118.0 
141.6 
129.4 

5SS.6 

142.5 

1. U. I. f. K., Vol. 36, p. 52, Vol. 41, p. 67, and Vol. 42, p. 67. 
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T H E P U B C H A S I N G P O W B K O P H U N G A R I A N A G R I C U L T U B B ' 

(1924-25 to 1926-27 = 100) 

1924-25 94 
1925-26 103 
1926-27 103 
1927-28 105 
1928-29 109 
1929-30 106 
1930-31 79 
1931-32 58 

1932-33 48 
1933-34 47 
1934-35 49 
1935-36 54 
1936-37 65 
1937-38 69 
1938-39 83 (estimated) 
1939 ( I - H I ) 74 

H A R V E S T O P T H E M O S T I M P O R T A N T A G R I C U L T U R A L 

P R O D U C T S I N H U N G A R Y ^ 

Sugar 
Year Wheat Eye Barley Oats Corn Potatoes Beets 

Million Quintals 
1925... 19.5 8.3 5.5 3.7 22.4 23.6 15.3 
1926... 20.4 8.0 5.6 3.6 19.5 19.2 14.5 
1927... 20.9 5.7 5.2 3.3 17.4 20.6 14.6 
1928... 27.0 8.3 6.7 4.0 12.6 14.7 14.4 
1929... 20.4 8.0 6.8 4.1 17.9 21.7 16.1 
1930... 23.0 7.2 6.0 2.6 14.1 18.4 14.6 
1931.. . 19.8 5.5 4.8 1.9 15.2 14.5 9.7 
1932... 17.5 7.7 7.2 3.2 24.3 15.6 8.5 
1933... 26.2 9.6 8.4 3.6 18.1 18.6 9.4 
1934... 17.6 6.2 5.4 26 21.0 21.2 9.2 
1935... 22.9 7.3 5.6 2.5 14.2 13.9 7.7 
1936... 23.9 7.1 6.6 2.6 25.9 24.5 11.2 
1937... 19.6 6.2 5.6 2.7 27.6 25.6 10.1 
1938... 26.9 8.0 7.2 3.1 26.6 21.4 9.7 

1. U. I. f. W., Vol. 41, p. 79, and Vol. 42, p. 78; seasonaUy adjusted. 
2. U. I. f. W., Vol. 42, p. 78. 
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T H E B A L A N C E O F H U N G A R I A N T R A D E W I T H H E R 

pRiNciPAt. C R E D I T O R S ' 

1930 1931 1932 1933 1934 1935 1936 1937 1938 

France... - 7.1 + 8,5 + 1.1 + .2 + 3.G + 6.2 + 5.0 + 8.0 + 3.9 
United 

States.. -35 .7 -19.1 -11.4 -14.7 -14.6 -10.8 - 9.9 - 4.2 -12.3 

England +17.3 +35 0 + 7.2 +17.7 +13.5 +16.6 +21.8 +17.0 +20.1 
Switzer

land. . . + 18.1 +24.2 + 4.1 +14.8 +11.7 + 6.1 +19.8 +13.8 + 6.4 

Total . . - 7.4 +48.6 + 1.0 +18.0 +14.3 +18.1 +36.7 +34.6 +18.1 

/ T , h C '̂̂ roputed from trade statistics in Statisztikai Havi Kozlemenvek 
(Royal Hungarian Statistical OfBce, Budapest), Vol. 35-41. 

H U N G A R Y ' S E X P O R T A N D I M P O R T T R A D E W I T H H E R C H I E F 

G R E D I T O H C O U N T R I E S ' ^ 

In Million Pengo 
Eipoztt 1930 1931 1932 1933 1934 1936 1936 1937 1938 

France 16.2 26.2 U.6 17.6 13.9 10.7 9.6 12.3 10.1 
United States 3.9 4.0 2.7 5.9 5.2 8.8 13.3 17.2 12.8 
England 51-6 56.9 22.2 31.3 31.5 36.8 44.0 42.0 41.5 
Switzerland 36.9 37.6 15.8 20.3 19.7 18.5 30.0 24.9 16.8 

Total in Pengo 108.5 123.7 65.3 75.1 70.3 74.8 96.9 96.4 81.2 
Total as per cent of 

all Exports 12.0 21.7 17.2 19.2 16.0 16.6 19.2 16.4 15.6 
Imports 

France 23.3 17.7 13.5 17.4 10.3 4.5 4.6 4.3 6.2 
United States 39.6 23.1 14.1 20.6 19.7 19.6 23.2 21.4 25.1 
England 34.2 20.9 15.0 13.6 18.0 20.2 22.2 25.0 21.4 
Switzerland 18.8 13.4 11.7 5.5 8.0 12.4 10.2 11.1 10.4 

Total in Pengo 115.9 75-1 54.3 57.1 56.0 56.7 60.2 61.8 63.1 
Total as per cent of 

alllinports 14.1 14.0 16.3 18.4 16.5 J4.7 13.7 12.9 14.3 



THE HDNQABIAN "FOREIGN CREDITORS' FUND" OR "CASH OFFICE OF FOREIGN CREDITS'" 

(In millioD Pengo) 

Dates 
Jan. 1, 1932 to June 30 
July 1 to Sept. 30 
Oct. 1 to Nov. 30 
Dec. 1, 1932 to March 31, 1933. 
April 1 to June 30 
July 1 to Sept. 30 
Oct. 1 to Nov. 30 
Dec. 1, 1933 to March 31, 1934. 
April 1 to June 30 
July 1 to Sept. 30 
Oct. 1 to Nov. 30 
Dec. 1, 1934 to March 31, 1935. 
April 1 to April 30 
May 1 to Sept. 30 
Oct. 1 to Dec. 31, 1935 
Jan. 1, 1936 to March 31 
April 1 to June 30 
July 1 to Sept. 30 
Oct. 1 to Dec. 31, 1936 
Jan. 1, 1937 to March 31, 1937. 
April 1 to June 30 
July 1 to July 16 
July 17 to Dec. 31, 1937 

Receipts in 
Cash and 

Treasury Bills 

58.32 
76.11 
89.00 

110.30 
123.45 
167.40 
174.80 
202.60 
216.60 
230.20 
240.50 
247.40 
259.40 
274.30 
291.20 
299.30 
315.80 
331.30 
342.40 
356.50 
363.60 
378.60 
378.50 

Receipts in 
Treasury Bills 

25.60 
25.60 
43.30 
46.20 
51.30 
53.70 
61.40 
62.40 
67.60 
71.80 
76.20 
80.30 
85.00 
87.60 
91.10 
93.70 
97.10 
97.10 

Disbureenienta 
Cumulative Figures 

10.70 
23.78 
27.60 
42.20 
59.71 
75.60 
80-90 

103.10 
110.90 
122.80 
127.10 
134.20 
142.40 
154.60 
164.90 
177.10 
181.90 
194.80 
205.70 
214.70 
219.50 
223.40 
223.00 

Arrears 
to the Fund 

8.26 
26.37 
30.30 
4 9 . 1 0 
55.792 
2 5 . 4 7 3 
27.75* 
22.06' 
2 0 . 9 4 » 
23.95' 
23.81 
27.00 
28.80 
31.60 
31.30 
35-50 
20 .50 
17.00 
15.00 
5.40 
5.90 

Loans to State 
and to 

State Railways 

10.50 
19.50 
18.50 
16.50 
22.60 
23.00 
22.00 
25.00 
46.00 
46.00 
46.00 
45.50 
57.00 
56.50 
56.50 
55.50 
55.50 
54.50 
54.50 

Cash 
on Hand 
Amounts 

48.14 
52.85 
61.92 
66.40 
52.80 
47.30 
50.62 
42.38 
39.35 
36.30 
41.20 
40.30 
22.20 
20.10 
25.00 
17.50 
14.10 
1290 
12.40 
15.70 
20.80 
30.20 
30.80 

Cd 
S3 

i 
i 
ft 3 

1. Compiled from Tyler, Quarterly Reports; not all items of the statement are included. 
2. Not taking account of devaluation. 
3. Taking account of pound and dollar devaluation. 
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R E I C H S B A N K * 

MoDthly Averages 
(In million Reichsmarks) 

Months 
Notes in 

Circulation 
Demand 
Deposits 

Gold and 
Devisen 
Reserves 

Bills 
Discounted 

Reserves as 
Per Cent of 

Notes in 
Circulation 

I 4,206.9 608.8 2,886.6 1,772.4 68.6 
II 4,192.1 516.7 2,836.5 1,633.5 67.6 

III 4,339.6 489.5 2,739.5 1,884.1 63.1 
IV 4,285.6 673.3 2,319.1 2,433.1 54.1 
V 4,305.6 625.9 1,903.7 2,796.1 44.2 

VI 4,367.9 611.3 2,130.7 2,742.9 48.8 
VII 4,443.5 571.4 2,415.0 2,508.8 54.3 

VIII 4,453.6 455.5 2,478.2 2,335.4 55.6 
I X 4,532.6 479.8 2,519.6 2,384.6 55.6 
X 4,495.0 476.4 2,571.6 2,283.1 61.6 

X I 4,493.9 499.3 2,615.6 2,187.8 58.2 
X I I 4,723.9 511.1 2,669.6 

1930 
2,357.4 56.3 

I 4,349.4 548.4 2,687.4 2,036.8 61.8 
II 4,318.6 509.4 2,777.4 1,816.3 64.3 

III 4,415.2 509.6 2,895.3 1,786.2 65.6 
IV 4,412.5 606.7 2,901.8 1,869.9 65.8 
V 4,364.6 559.7 2,910.4 1,730.8 66.7 

VI 4,393.7 531.6 3,048.4 1,622.5 69.4 
VII 4,320.6 468.1 2,881.0 1,588.8 66.7 

VIII 4,346.2 471.3 2,957.4 1,520.9 68.0 
I X 4,377.3 409.6 2,851.8 1,598.3 65.1 
X 4,336.4 376.4 2,413.8 2,092.1 65.7 

X I 4,264.8 344.8 2,614.9 1,890.9 61.3 
X I I 4,937.3 437.2 2,732.6 

1931 
2,119.4 61.6 

I 4,106.9 366.7 2,495.9 1,867.4 60.8 
II 4,028.5 311.8 2,442.4 1,753.8 60.6 

III 4,083.5 324.4 2,497.6 1,770.6 61.2 
IV 4,068.9 363.6 2,493.4 1,722.9 62.0 
V 4,009.3 335.0 2,655.9 1,592.9 63.7 

VI 3,997.1 356.3 1,876.8 2,199.7 46.9 
VII 4,230.1 517.2 1,601.3 2,975.0 37.9 

VIII 4,261.6 586.8 1,689.2 3,193.5 39.6 
I X 4,331.2 495.3 1,652.7 3,146.3 38.2 
X 4,542.1 513.7 1,304.4 3,808.7 28.7 

X I 4,478.2 434.1 1,200.7 3,806.9 26.8 
X I I 4,604.4 502.9 1,161.8 3,933.6 25.2 

> Economist (London). 
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R E I C H S B A N K ' — (Continued) 
Monthly Averages 

(In million Reichsmarks) 

M o n t h s 
Notes in 

Circulation 
D e m a n d 
Deposits 

Gold and 
Deviaen 
Reserves 

BiUs 
Discounted 

Reserves as 
Per Cent of 

Notes in 
Circulation 

1933 
I 4,390.5 391.5 1,115.7 3,640.1 25.4 

II 4,175.7 364.5 1,075.2 3,314.4 25.7 
III 4,132.3 433.1 1,023.7 3,285.7 24.8 
IV 4,022.3 382.4 996.7 3,067.6 24.8 
V 3,903.4 378.0 989.3 2,994.5 25.3 

VI 3,851.5 402.7 967.0 2,998.4 25.1 
VII 3,840.4 369.7 905.7 3,055.7 23.6 

VIII 3,786.0 907.7 2,959.7 24.0 
IX 3,636.3 402.6 922.1 2,886.2 25.4 
X 3,542.8 386.4 934.4 2,815.5 26.4 

XI 3,438.3 392.8 934.8 2,688.5 27.2 
XII 3,442.8 408.2 917.9 2,681.9 26.7 

193S 
I 3,281.6 356.0 921.2 2,435.1 28.1 

II 3,222.3 359.5 920.5 2,366.4 28.6 
III 3,319.0 374.1 846.9 2,599.4 25.5 
IV 3,417.9 365.2 576.8 2,978.4 16.9 
V 3,365.2 3821 470.2 3,004.5 14.0 

VI 3,334.6 412.6 340.4 3,099.2 10.2 
VII 3.371.0 381.1 303.4 3,104.4 9.0 

VIII 3,369.6 380.1 355.8 3,046.9 10.6 
IX 3,434.2 410.2 400.7 3,117.5 11.7 
X 3,449.2 404.4 412.0 3,124.6 11.9 

XI 3,408.7 446.1 407.8 2,947.4 12.0 
XII 3,499.2 482.1 399.6 3,036.8 11.4 

1934 
I 3,377.1 496.8 391.9 2,819.9 11.6 

II 3,337.4 515.2 341.9 2,730.3 10.2 
III 3,427.6 535.7 275.0 2,925.6 8.0 
rv 3,462.9 496.6 227.4 2,971.6 6.6 
V 3,495.4 506.1 161.9 3,046.1 4.6 

VI 3,541.9 534.3 93.6 3,161.9 2.6 
VII 3,617.1 608.1 77.7 3.303.2 2.1 

VIII 3,641.3 676.1 78.3 3,333.6 2.1 
IX 3,714.7 762.5 78.8 3,521.6 2.1 
X 3,706.8 837.0 84.6 3,580.7 2.2 

X I 3,650.4 923.4 82.4 3,606.8 2.3 
XII 3,765.3 841.0 83.2 3,748.2 2.2 

1 Economist (London) . 
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R B I C H S B A N K ' — (Continued) 
Monthly Averages 

(In miUion Reichsmarks) 

Month B 
Notes in 

Circulation 
Demand 
Deposits 

Gold and 
Devisen 

Reserves 
Bills 

Discounted 

Reserves as 
Per Cent of 

Notes in 
Circulation 

19S5 
I 3,584.2 907.2 83.9 3,530.5 2.3 

II 3,475.8 833.3 84.6 3,509.8 2.4 
III 3,462.8 911.8 84.9 3,569.1 2.5 
IV 3,538.0 917.3 85.4 3,654.8 2.4 
V 3,571.7 862.6 86.3 3,605.4 2.4 

VI 3,681.1 770.1 88.4 3,646.8 2.4 
VII 3,707.7 737.4 98.6 3,614.1 2.6 

VIII 3,781.9 753.1 102.5 3,717.5 2.7 
I X 3,908.0 752.1 100.2 3,865.5 2.6 
X 3,969.4 713.5 94.8 3,991.9 2.4 

X I 3,967.5 720.8 93.4 3,875.9 2.4 
X I I 4,121.7 822.1 89.2 

1936 
4,098.1 2.2 

I 3,931.7 709.1 83.2 3,778.8 2.1 
II 3,925.7 627.7 80.0 3,745.0 2.0 

III 4,015.9 655.9 77.2 3,888.5 1.9 
IV 4,106.1 721.1 73.5 4,142.1 1.8 
V 4,157.8 703.0 76.1 4,281.4 1.8 

VI 4,146.5 767.5 76.1 4,330.9 1.8 
VII 4,211.8 787.2 77.6 4,428.9 1.8 

VIII 4,307.0 692.4 76.5 4,464.2 1.8 
I X 4,380.4 702.0 71.0 4,565.7 1.6 
X 4,463.9 686.0 69.1 4,660.5 1.5 

X I 4,451.2 676.5 70.6 4,609.8 1.6 
X I I 4,686.3 773.0 71.9 

1937 
4,909.5 1.5 

I 4,580.6 741.7 72.5 4,680.5 1.6 
II 4,541.4 743.3 72.6 4,495.3 1.6 

III 4,631.6 794.9 73.1 4,623.2 1.6 
IV 4,628.3 790.6 74.0 4,688.4 1.6 
V 4,698.5 773.7 74.3 4,811.2 1.6 

VI 4,676.7 745.0 74.6 4,789.1 1.6 
VII 4,787.1 700.8 74.9 4,945.5 1.6 

VIII 4,832.1 659.2 75.5 4,968.7 1.6 
I X 4,905.9 701.1 75.8 5,070.9 1.5 
X 4,975.0 689.5 75.9 5,179.2 1.5 

X I 4,922.7 724.1 76.1 5,150.1 1.5 
X I I 5,150.8 806.8 76.1 5,493.5 1.5 

•. Economist (London). 
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R E I C H S B A N K ' — {Contintied) 
Monthly Averages 

(In million Reichsmarka) 

Months 
Notes in 

Circulation 
Demand 
Deposits 

Gold and 
Deviaen 
Reserves 

Bills 
Discounted 

Reserves as 
Per Cent ot 

Notes in 
Circulation 

19SS 
I 4,972.2 788.8 76.3 5,176.8 1.5 

II 4,925.0 790.8 76.2 5,126.0 1.5 
III 5,116.2 947.3 76.2 5,343.8 1.5 
IV 5,592.5 1,204.0 76.2 5,460.9 1.4 
V 5,885.2 984.2 76.3 5,431.2 1.3 

VI 6,038.6 1,067.2 76.6 5,633.4 1.3 
VII 6,224.6 940.8 76.3 5,830.8 1.2 

VIII 6,432.9 957.8 76.5 6,082.6 1.2 
I X 7,031.4 1,007.7 76.4 6,857.2 1.1 
X 7,384.7 937.8 76.6 7,151.2 1.0 

X I 7,342.2 1,012.6 76.8 6,980.3 1.0 
X I I 7,794.9 1,154.9 76.6 7,524.8 1.0 

1939 
I 7,528.2 997.3 76.5 6,983.3 1.0 

II 7,517.7 1,070.8 76.5 6,834.5 1.0 
III 7,771.4 1,063.8 76.6 7,331.2 1.0 
IV 8,029.7 1,088.7 76.6 7,470,5 0.9 
V 8,145.8 1,168.2 76.8 7,382.9 0.9 

VI 8,204.2 1,077.1 76.7 7,582.3 0.9 
VII 8,520.7 1,106.2 76.8 8,042.9 0.9 

VIII 9,280.0 1,216.8 76.8 8,746.1 0.8 

' Economist (London). 
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R B I C H S B A I J K R A T E O F D I S C O U N T ' 

1929-1938 
1920 Per Cent 1 9 3 1 Per Cent 

January 12,1929 6 ^ June 14, 1931 7 
April 25, 1929 7 H July 16, 1931 10 
November 2, 1929 7 August 1, 1931 15 

August 12, 1931 10 
1930 September 2. 1931 8 

January 14, 1930 m December 10. 1931 7 
February 6, 1930 6 
March 8, 1930 5 K 1932 
March 25, 1930 5 March 9, 1932 6 
May 20, 1930 4 K April 9, 1932 5 K 
June 21, 1930 4 April 28, 1932 5 
October 9, 1930 6 September 22, 1932 4 — to date 

I Economist (London), 

B A N K O P E N G L A N D R A T E O P D I S C O U N T ' 

1929 1930 1931 1932 

I 4.50 5.0 8 6 
II 6.50 4.6 3 5 

III 6.60 3.5 3 3.5 
IV 5.50 3.5 3 3 
V 5.50 3.0 2.5 2.5 

VI 5.50 3 2.5 2 
VII 5.50 3 4.5 2 

VIII 5.50 3 4.5 2 
I X 6.50 3 6.0 2 
X 6.00 3 6 2 

X I 6.50 3 6 2 
X I I 5.00 3 6 2 

' League of Nationa. Monthly Bulletin of Statistics. 
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B R I T I S H , F R E N C H , A N D G E R M A N P R I C E S 

(Revised basis: 1 9 2 5 - 1 9 2 7 = 100) 

British Wholesale Prices in Gold' German Wholeasle Prices' 
I II III IV I II III IV 

1 9 3 1 . . . . 6 7 . 8 66 .6 6 2 . 0 48 .7 83 .0 82.1 79 .9 7 6 . 7 
1 9 3 2 . . . . 46 .5 4 6 . 4 43 .2 41 .0 7 2 . 4 70 .6 69 .3 67 .8 
1 9 3 3 . . . . 41 .3 41 .1 41 .1 4 0 . 4 66 .1 66 .6 68 .4 69 .6 
1 9 3 4 . . . . 39 .5 38 .4 3 8 . 4 37 .6 69 .8 69 .9 72 .4 73 .3 
1 9 3 5 . . . . 37 .3 3 8 . 4 39 .3 4 0 . 7 73 .2 73 .2 74 .1 7 4 . 8 
1 9 3 6 . . . . 40 .7 4 0 . 6 4 2 . 4 43 .4 75 .2 75 .3 75 .7 75 .8 
1 9 3 7 . . . . 47 .1 48 .5 4 7 . 6 44 .7 76 .6 7 6 . 8 77 .7 7 6 . 6 
1 9 3 8 . . . . 4 3 . 4 41 .8 39 .7 37 .6 76 .7 76 .6 76 .7 77 .0 
1 9 3 9 . . 77 .3 

German Sensitive Prices' German Cost of Living 
1 9 3 1 . . . . 5 8 . 6 53 .6 4 8 . 4 43 .9 96 .9 95 .4 94 .2 91 .9 
1 9 3 2 . . . . 3 9 . 7 36 .4 3 8 . 0 40 .9 8 5 . 7 83 .9 8 3 . 2 82 .3 
1 9 3 3 . . . . 41 .3 44 .3 46 .5 44 .5 81 .0 81 .4 82 .1 83 .4 
1 9 3 4 . . . . 46 .3 48 .6 50 .6 4 9 . 7 83 .5 83 .3 8 4 . 6 84 .9 
1 9 3 5 . . . . 50 .3 52 .6 53 .5 56 .6 85 .0 86 .3 86 .2 85 .5 
1 9 3 6 . . . . 57 .0 5 7 . 4 57 .8 59.1 86 .5 8 6 . 4 86 .9 8 6 . 4 
1 9 3 7 . . . . 62 .7 61.6 61.1 58 .0 86 .7 87 .0 87 .4 86 .7 
1 9 3 8 . . . . 57 .2 56 .3 56 .8 57 .6 87 .0 8 7 . 4 87 .7 86 .9 
1 9 3 9 . . 8 7 . 4 

French Wholesale Pricea, Actual Values* French Wholesale Prices in Gold* 
I II III IV I II III IV 

77 .4 76 .0 71.1 65 .6 
66 .0 65 .6 62 .5 61 .4 
60 .9 61 .0 61.6 60 .5 
60 .3 58 .3 56 .7 54.7 
54 .3 5 4 . 6 53 .5 55 .4 
58 .6 58 .8 62 .3 74 .5 62 .3 
8 2 . 0 8 3 . 7 93 .6 94 .2 57 .3 56 .5 52 .0 48 .2 
96 .6 100 .2 101.6 103.6 47 .3 43 .9 4 1 . 9 41 .2 

1 9 3 1 . . . 
1 9 3 2 . . . 
1 9 3 3 . . . 
1 9 3 4 . . . 
1 9 3 5 . . . 
1 9 3 6 . . . 
1 9 3 7 . . . 
1 9 3 8 . . . 
1 9 3 9 . . . . 

> Board of Trade Index, converted to gold in the Reports of tbe Hungarian Institute for 
Economic Research. 

' Viertelj ah rehef te zur Konjunkturtorschung. 
• Statistisches Jahrbuch fiir das Deutsche Reich. 
< Statistique g6n6rale de la France. 



B R I T I S H A N D G E R M A N E X P O R T A N D I M P O R T P H I C E S ' 

(1929 = 100) 
1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 

1. British Index of Export Prices ^ , . . 100 93.3 75.7 54.4 51.1 47.4 45.3 47.2 51.3 50.5 
111.1 104.3 84.1 60.4 56.8 52.7 50.3 52.4 57.0 56.1 

2. British Index of Import Prices. . . 100 87.8 65.4 47.1 42.6 39.9 39.3 41.9 47.5 44.1 
3. German Index of Export Prices. . 100 94.1 82.5 71.6 64.7 62.0 59.0 60.0 64.0 67.1 
4. German Index of Import Prices. . 100 87.0 66.6 49.6 45.3 45.6 46.7 49.2 54.4 52.1 
5. British Terms of Trade 100 106.1 115.7 115.5 119.9 118.8 115.3 U 2 . 6 108.0 114.7 
6. German Terms of Trade 100 108.2 123.8 144.4 142.8 135.9 126.3 122.0 117.6 128.8 
7. 3 as per cent of 1, as adjusted. . . 90 90.2 98.1 118.5 113.9 117.6 117.2 114.5 112.3 U 9 . 6 

1 League of Nations. Review of World Trade 1938 (Geneva. 1939). pp. 75-76. 78-79. 
> The figures in the lower line represent an 11.11 per cent upward adjustment of the original indei in each case to correct for a 10 per cent over

valuation of sterling 1925-1931. 
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YEAR I QCJABTSK 
Balance 

of 
Imports Exports Trade 

1929 3,354.9 3,054.7 - 3 0 0 . 2 
1930 3,171.0 3,222.0 + 5 1 . 0 
1931 1,919.0 2,420.0 + 5 0 1 . 0 
1932 1,251.7 1,605.4 + 3 5 3 . 7 
1933 1,077.0 1,190.0 + 1 1 3 . 0 
1934 1,147.4 1,094.3 - 5 3 . 1 
1935 1,129.7 967.0 - 1 6 2 . 7 
1936 1,052.9 1,134.2 + 8 1 . 3 
1937 1,092.7 1,285.2 + 1 9 2 . 5 
1938* 1,399.0 1,360.0 - 3 9 . 0 
1938= 1,399.0 1,360.0 - 3 9 . 0 
1939" 1,445.8 1,333.4 - 1 1 2 . 4 

' Wirtschaft und Statistik. 
' Old Reich (without trade with Austria 
' Greater Germany. Figures for this year 

II QUARTER 

GERMANY'S FOREIGN TRADE BY QUARTERS' 

(Values in millioD Reichsmarks) 
III QUARTER 

Imports 
3,465.1 
2,533.0 
1,885.0 
1,142.7 
1,011.0 
1,152.8 
1,008.7 
1,058.4 
1,433.7 
1,316.0 
1,482.0 
1,285.5 

Exports 
3,476.0 
2,983.0 
2,348.0 
1,382.4 
1,188.0 

991.9 
995.0 

1,107.7 
1,431.3 
1,253.0 
1,354.0 
1,459.9 

Balance 
ot 

Trade 
+ 11.5 

+ 4 5 0 . 0 
+ 4 6 3 . 0 
+239 .7 
+ 177.0 
- 1 6 0 . 9 

- 1 3 . 7 
+ 4 9 . 3 

- 2 . 4 
- 6 3 . 0 

- 1 2 S . 0 
+ 174.4 

Imports 
3,338.8 
2,440.0 
1,464.0 
1,057.9 
1,044.0 
1,056.7 

965.3 
1,027.6 
1,443.4 
1,324.0 
1,476.0 

Exports 
3,487.3 
2,923.0 
2,465.0 
1,302.6 
1,230.0 
1,005.4 
1,099.7 
1,215.8 
1,565.8 
1,274.0 
1,375.0 

Balance 
of 

Trade 
+ 148.5 
+ 4 8 3 . 0 

f 1,001.0 
+ 2 4 4 . 7 
+ 1 8 6 . 0 

- 5 1 . 3 
+ 134.4 
+ 188.2 
+ 122.4 
- 5 0 . 0 

- 1 0 1 . 0 

Imports 
3,288.0 
2,249.0 
1,459.0 
1,214.1 
1,072.0 
1,094.1 
1,055.0 
1,079.2 
1,498.5 
1,427.0 
1,592.0 

IV QDARTER 

Exports 
3,464.4 
2,908.0 
2,366.0 
1,448.0 
1.263.0 
1,075.3 
1,208.0 
1,310.5 
1,628.8 
1,376.0 
1,449.0 

Balance 
of 

Trade 
+ 176.4 
+ 6 5 9 . 0 
+ 9 0 7 . 0 
+233 .9 
+ 1 9 1 . 0 

- 1 8 . 8 
+ 153.0 
+ 2 3 1 . 3 
+ 130.3 

- 5 1 . 0 
- 1 4 3 . 0 

Imports 
13,446.8 
10,393.0 
6,727.0 
4,667.0 
4,204.0 
4,451.0 
4,159.0 
4,218.0 
5,468.0 
5,466.0 
5,949.0 

TOTAL 
Balance 

of 
Exports Trade 

13,483 + 3 6 
12,036 + 1 6 4 3 
9,599 + 2 8 7 2 
5,739 + 1 0 7 2 
4,871 + 6 6 7 
4,167 
4,270 
4,768 
5,911 
5,263 
5,538 

- 2 8 4 
+ 111 
+ 5 5 0 
+ 4 4 3 
- 2 0 3 
- 4 1 1 

after April. 193S). 
from Wirtschaft und Statistik. Vol. 19, No. 9, p. 362. 



GERMANY'S FOREIGN TRADE: IMPORTS^ 

(Values in million Reichsmarks) 
/. Actual Values 

F O O D S U P P L I E S 

Value ot Total Staple Semi- 2 as Per Raw 7 as Per 
all Imports Foods Livestoclc Groceries Luxuries Cent ot 1 Materials Cent ot 1 

1 2 3 4 5 8 7 8 
1929 13,446.8 5,380.6 149.7 4,487.6 743.3 40.0 3,927.4 29.2 
1930 10,393.1 4,229.7 118.3 3,476.4 635.0 40.7 2,904.4 27.9 
1931 6,727.1 2,783.2 54.9 2,289.8 438.5 41.4 1,832.2 27.2 
1932 4,666.5 2,132.7 34.3 1,775.9 322.5 45.7 1,271.7 27.3 
1933 4,203.6 1,629.7 30.9 1,302.4 296.4 38.8 1,367.6 32.5 
1934 4,451.0 1,543.2 33.3 1,213,2 296.7 34.7 1,540.7 34.6 
1935 4,158.7 1,435.2 45.2 l , n 0 . 4 279.0 34.5 1,567.9 37.7 
1936 4,217.9 1,499.4 96.3 1,113.9 289.2 35.5 1,571.1 37.3 
1937 5,468.4 2,045,1 107.5 1,614.9 322,7 37.4 1,996.2 36.5 
1938* 5,449.3 2,110.8 113.0 1,050.9 346.9 38.7 1,849.8 33.9 

n. Values at 1928 Prices 
1929 13,511.9 5,522,9 150.2 4,669.9 702.8 40.9 3,980.5 29.4 
1930 12,039.0 5,013.8 122.0 4,190.4 701.4 41.6 3,617.2 30.0 
1931 10,156,4 4,245.9 71.1 3,572,2 602.6 41.8 3,140.7 30.9 
1932 9,464.6 4,212.1 71.2 3,600,0 540.9 44.5 3,045.9 32.2 
1933 9,311,9 3,601.9 69.0 2,967.4 565.5 38.7 3,425.4 36.8 
1934 9,809.4 3,676.8 71.2 2,963.3 642.3 37.5 3,447.8 35.1 
1935 8,956.2 3,180,6 85.1 2,467.4 628,1 35.5 3,423.9 38.2 
1936 8,610.0 3,194,0 166.9 2,381.7 645,4 37.0 3,155.9 36.7 
1937 10,089.3 4,133,6 168.2 3,253.0 712.4 41.0 3,486.5 34.6 
1938= 11,008.6 4,539.4 176.5 3,658.9 764.3 41.2 3,589.7 32.6 

' StatistisclieB Jahrbuch tiir das Deutsche Reich. 
* Old Reich, from April, 1938, and without trade with Austria. 

I N D U S T R I A L I M P O R T S 

Semi- 9 as Per Finished 11 as Per 
Finished Cent ot I Goods Cent of I 
Goods 

g 10 11 12 
2,374.0 17.7 1,764.8 13.1 
1,848.1 17,8 1,410.9 13.6 
1,145.3 17,0 966.4 14.4 

704.3 15,1 557.8 11.9 
701,4 16,7 504.9 12.0 
791,5 17.8 575.6 12.9 
747.5 18.0 40S.1 9.8 
750,0 17.8 397.4 9.4 
980.3 17.9 396.6 7.3 

1,041.0 19.1 396.7 7.3 

2,308.3 
1,995,5 
1,700.4 
1,417.8 
1,508.9 
1,768.8 
1,695.8 
1,640.3 
1,786.7 
2,134.5 

17.1 
16.6 
16,7 
15.0 
16,2 
18.0 
18.9 
19.0 
17.7 
19.4 

1,700.2 
1,412.1 
1,069.4 

788.8 
775.7 
916.0 
655.9 
619.8 
603.3 
644.0 

1 2 6 
11.7 
10,5 
8.3 
8.3 
9,3 
7.3 
7.2 
6.0 
5.8 

i 
a: 

CO 
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GERMANY'S FOREIGN TRADE: EXPORTS^ 

(Values in million Reichsmarks) 
/- Actual Values 

F O O D SuppLiEe 
Value of Total Staple 

all Exports Foods Livestock Groceries 
1 2 3 4 

1929 13,482.7 869.9 22.0 778.2 
1930 12,035.6 660.7 68.7 527.9 
1931 9,598.6 483.8 46.9 382.8 
1932 5,739.2 260.0 14.5 213.6 
1933 4,871.4 222,3 9.0 175.7 
1934 4,166.9 150.3 3.8 110.3 
1935 4,269.7 95.7 2.9 63.0 
1936 4,768.2 87.6 2.6 55.1 
1937 5,911.0 88.8 2.8 55.3 
1938^ 5,256.9 60.6 

1929 13,669.2 950.2 19.5 859.7 
1930 12,957.5 877.6 78.1 728.1 
1931 11,770.6 778.4 68.7 639.7 
1932 8,122.8 490.4 27.2 419.0 
1933 7,627.1 520,7 17.1 457.3 
1934 6,810.3 349.2 5.6 297.1 
1935 7,333.6 169.6 3.9 124.0 
1936 8,091.6 159,4 3.9 108.1 
1937 9,360.0 154.9 2.8 100.5 
1938^ 8,150.2 120.9 

' Statistisches Jahrbuch fiir das Deutsche Reich. 
' Old Reich; from April 1938 an, without trade with Austria. 

R A W M A T E R I A L S 
S E M I - F I N I B H B D 

G O O D S F I N I S H E D G O O D S 

Semi- 2 as Per 7 as Per 9 as Per 11 as Per 
Luxuries Cent of 1 Value Cent of 1 Value Cent of 1 Value Cent ot 1 

6 6 7 8 9 10 11 12 
69.7 6.5 1,582.0 11.7 1,596.3 11.8 9,434.5 70.0 
64.1 5.5 1,332.5 11.1 1,333.2 11.1 8,709.2 72,3 
54,1 5.0 989.6 10.3 985.1 10.3 7,140.1 72.4 
31.9 4.5 577.6 J 0.1 556.3 9.7 4,345.3 75.7 
37.6 4,6 515.9 10.6 473.7 9.7 3,659.5 75.1 
36.2 3.6 463.5 11.1 404.7 9.7 3,148.4 75.6 
29.8 2.2 446.7 10.5 415.7 9.7 3 ,3U.6 77.6 
29.9 1.8 419.2 8.8 459.1 9.6 3,802.3 79.8 
30.7 1.5 577.6 9.8 543.2 9.2 4,700.0 79.5 

1.2 504.0 9.6 403.1 7.7 4,285.9 81.5 

Values at 1928 Prices 
71.0 
71.4 
70.0 
44,2 
46,3 
46.5 
41.7 
47.4 
51.6 

6.9 1,632.5 11.9 1,636.9 12.0 9,449.6 69.1 
6.8 1,549.7 11.9 1,460.9 11.3 9,069.3 70.0 
6.6 1,421.5 12.1 1,330.9 11.3 8,239.8 70.0 
6.0 1,062.5 13.1 981.9 12.1 5,588.0 68.8 
6.8 1,016.9 13.3 943.0 12.3 5,146.5 67.4 
5.1 936.4 13.7 858.9 12.6 4,665.8 68,5 
2.3 932.1 12.7 938.3 12.8 5,293.6 72.2 
2.0 833.4 10.3 989.2 12.2 6,109.6 75,5 
1.6 1,014.3 10.8 1,059.5 11.3 7,128.6 76.2 
1.5 823.3 10.1 802.9 9.8 6,355.1 77.9 
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GERMANT'S TBADE WITH WESTERN EUROPE' 

(In percentage of total and in million Reichamarks) 
1929 1930 1931 1932 1933 1934 1935 1936 1937 1933 

Great Britain 6.1 6.7 5.5 5.7 4.6 6.2 6.3 5.6 5.2 
Imports. . . . 865.3 639.0 453.3 258.5 238.4 205.7 256.2 263.7 308.6 282.7 

E m o r t a . . . . 
B a l a n c e . . . . 

9.7 10.1 11.8 7.8 8.3 9.2 8.8 8.5 7.3 6.7 
E m o r t a . . . . 
B a l a n c e . . . . 

1,305.5 1,218.9 1,133.6 446.0 405.6 382.9 374.9 405.8 432.2 350.9 E m o r t a . . . . 
B a l a n c e . . . . + 4 4 0 . 2 +579 .9 + 6 8 0 . 3 + 187.5 + 167.2 + 177.2 + 118.7 + 142.1 + 123.6 + 6 8 . 2 

France 4.S 5.0 5.1 4-1 44 4.0 S.7 2.3 2.9 2.6 
Imports. . . . 641.9 518.7 341.6 189.9 184.0 176.9 154.2 98.9 155.7 143.7 

E x p o r t s . . . . 
6.9 9.5 8.7 8.4 8.1 6.8 5.9 5.3 5.3 4.1 

E x p o r t s . . . . 934.6 1,148.6 834.1 482.5 395.0 281.7 252.8 254.5 313.4 216.7 
B a l a n c e . . . . + 2 9 2 . 7 + 629.9 + 4 9 2 . 5 +292 .6 + 2 1 1 . 0 + 104.8 + 98.6 + 155.6 + 157.7 73.0 

Belgium 3.3 3.1 S.S 3.1 3.3 3.6 3.0 3.3 3.6 S.G 
Imports. , . . 447.2 324.6 2221 146.3 138.8 161.0 126.2 138.6 197.6 194.4 

E x p o r t s . . . . 
B a l a n c e . . . . 

h.5 5.0 4-8 5.7 5.7 6.3 4.7 44 4.9 4.3 
E x p o r t s . . . . 
B a l a n c e . . . . 

608.8 600-6 463.5 301,5 278.1 235.9 201,8 211.5 287.8 227.4 E x p o r t s . . . . 
B a l a n c e . . . . + 161,6 + 2 7 6 . 0 + 2 4 1 . 4 + 155.2 + 139.3 + 7 4 . 9 + 75.6 + 7 2 , 9 + 90.2 + 3 3 . 0 

Netherlands 5.2 5.4 5.7 5.9 5.5 5.9 4.7 4.0 S.9 3.6 
Imports. . . . 700.9 560.8 383.6 273.1 232.0 264.1 196.1 168.5 215.8 197.9 

E x p o r t s . . . . 
10.1 10.0 9.0 11.0 12.6 11.6 9.5 8.3 7.9 8.5 

E x p o r t s . . . . 1,355.2 1,205.8 954.6 632.8 612.8 481.8 404.2 395.5 468.0 447.8 
B a l a n c e . . . . + 654.3 + 6 4 5 . 0 + 5 7 1 . 0 +359 .7 + 3 8 0 . 8 + 2 1 7 . 7 + 208.1 + 227.0 + 2 5 2 . 2 + 2 4 9 . 9 

Switzerland 2.4 2.5 2.4 2.0 2.0 2.6 2.7 2.5 1.7 1.0 
I m p o r t s . . . . 317.8 255.5 164.6 9 2 1 82,5 116.1 114.4 106.2 93.7 102.6 

E x p o r t s . . . . 
4.7 5.2 5.6 7.2 7.2 7.1 6.0 4.7 3.9 3.9 

E x p o r t s . . . . 627.1 627.6 541.6 411.7 352.4 295.3 256.9 225,5 231.0 207.6 
B a l a n c e . . . . + 3 0 9 . 3 +372 .1 + 3 7 7 . 0 +319 .6 + 2 6 9 . 9 + 179.2 + 142.5 + 119.3 + 137.3 + 104.2 

Totals for 
+ 137.3 + 104.2 

Western Europe 22.1 22.1 23.2 20.6 20.9 20.7 20.3 18.4 17.7 16.9 
Imports. . . . 2,973.1 2,298.6 1,565.2 959.9 875.7 923.8 847.1 775.9 971.4 921.3 

Exports, , . . 
B a l a n c e . . . . 

35.9 39.8 40.8 39.7 41.9 404 34.9 31.2 29.3 27.5 
Exports, , . . 
B a l a n c e . . . . 

4,831.2 4,801.5 3,927.4 2,274.5 2,043.9 1,677.6 1,490.6 1,492.8 1,732.4 1,450.0 Exports, , . . 
B a l a n c e . . . . 1,858.1 2,502.9 2,362.2 1,314.6 1,168.2 753.8 643.5 716.9 761.0 528.7 

Co 
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' Btatiatiscbes Jahrbuch. fur das Deutsch 
' 'Wirtocbaft uod Stalietik 1939, Vol. 19. 

e Reich, 1931-1938, 
No. 5 . p. 177. The figures lor 1938 do not include the new territories. 
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Sweden 
I m p o r t s . . . . 

E x p o r t s . . . . 
B a l a n c e . . . . 

V. S. A. 

I m p o r t s . . . . 

Exports. . . . 
Ba a n c e . . . . 

Totals for U. S.A. 
and Sweden. . . 

I m p o r t s . . . . 

E x p o r t s . . . . 

Totals for 
Creditor Countries 

15.9 
2,140.7 

10.9 
1,466.8 

Imports. 

Exports. 

38.0 
5,113.8 

46.8 
6,298.0 

GERMANY'S TRADE WITH CREDITOR COUNTRIES' 

U. S. A., Sweden and Five Countries of Western Europe 
(In percentage of total and in million Reichsmarks) 

1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 
2.6 2.9 2.4 2.0 2.4 3.0 3.7 4.5 4.2 4.8 

350.3 304.1 158.1 95.1 102.6 133.8 152.9 191.7 231.9 261.7 
3.5 4.1 4.4 4.0 3.9 4.8 4.8 4.8 4-7 S.l 

475.7 494.2 424.2 228.1 191.1 198.3 206.8 230.4 277.3 267.3 
+ 125.4 +190 .1 +266 .1 + 133.0 + 8 8 . 5 + 64.5 + 5 3 . 9 + 3 8 . 7 + 4 5 . 4 + 5.6 

13.3 12.6 11.8 12.7 11.5 8.4 5.8 5.5 5.2 •^•4 
1,790.4 1,306.8 791.4 591.8 482.8 372.7 240.7 232.2 281.9 404.6 

7.4 5.7 5.1 4.9 5.1 3.8 4.0 3.6 3.5 2.8 
991.1 685.2 487.5 281.2 245.9 157.8 169.5 172.0 208.8 149.3 

- 7 9 9 . 3 - 6 2 1 . 6 ^303 .9 - 3 1 0 . 6 - 2 3 6 . 9 - 2 1 4 . 9 ^ 7 1 . 2 - 6 0 . 2 - 7 3 . 1 - 2 5 5 . 3 

15.5 
1,610.9 

9.8 
1,179.4 

37.6 
3,909,5 

49.6 
5,980.9 

14.2 
949.5 

9.5 
911.7 

37.4 
2,514.7 

50.3 
4,839.1 

14.7 
686.9 

8.9 
509.3 

35.3 
1,646.8 

38.6 
2,783.8 

13.9 
585.4 

9.0 
437.0 

34.8 
1,461.1 

50.9 
2,480.9 

11.4 
506.5 

8.6 
356.1 

32.1 
1,430.3 

49.0 
2,033.7 

9.5 
393.6 

8.8 
376.3 

29.8 
1,240.7 

43.7 
1,866.9 

10.0 
423.9 

8.4 
402.4 

9.6 
513.8 

8.2 
486.1 

28.4 27.3 
1,199.8 1,485.2 

39.6 37.5 
1,895.2 2,218.5 

12.2 
666.3 

7.9 
416.6 

29.1 
1,587.6 

35.4 
1,866.6 
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* StatietiacheB Jahrbuch fur das Deutsche Heich, 1931-1938. , n . 
2 Five countries ot Western Europe as given on the preceding page,— Great Britain, France, Belgium, Netherlands and Switzerland. 



GEBMANT'S TEADB WITH EUROPE AND THE REST OF THE WORLD^ 

Europe 
As Per 

Million Cent ot 
Rm Total 

1929 7,066.5 52,6 
1930 5,825.0 56.0 
1931 3,763.5 55.9 
1932 2.499.4 53.6 
1933 2,281.4 54.3 
1934 2,560.5 57.5 
1935 2,564.0 61.6 
1936^ 2,521.5 59.8 
1937 3,038.6 55.6 

I M P O R T S 

Rest of the World 

Million 
Rm 

6,380.3 
4,568.2 
2,963.5 
2,167,1 
1,922.2 
1,890.6 
1,594.7 
1,696.4 
2,429.8 

As Per 
Cent ot 
Total 
47.4 
44.0 
44.1 
46.4 
45.7 
42.5 
38.4 
40.2 
44.4 

Total 

Million 
Rm 

13,446.8 
10,393.2 
6,727.0 
4,666.5 
4,203.6 
4,451.1 
4,158.7 
4,217.9 
5,468.4 

Europe 
E X P O R T S 

Rest of the World 

Million 
Rm 

9,924.1 
9,377.2 
7,777.8 
4,646.5 
3,801.1 
3,188,3 
3,124.5 
3,372.9 
4,093.2 

As Per 
Cent of 
Total 
73.7 
77.9 
81.0 
81.0 
78,0 
76.5 
73.2 
70.7 
69.3 

BALANCE OF TRADE' 

(In million Reichsmarks) 

Europe Rest of the World Total 
1929 +2 ,857 .6 - 2 , 8 2 1 . 8 + 3 5 . 8 
1930 +3 ,552 .2 - 1 , 9 0 9 . 8 +1 ,642 .4 
1931 +4 ,014 ,3 - 1 , 1 4 2 7 +2 ,871 .6 
1932 +2 ,147.1 - 1 , 0 7 4 . 5 + 1,072.6 
1933 + 1,519.7 - 8 5 1 . 9 + 6 6 7 . 8 
1934 + 6 2 7 . 8 - 9 1 2 . 0 - 2 8 4 , 2 
1935 + 5 6 0 . 5 - 4 4 9 . 5 + 111.0 
1936* + 8 5 1 . 4 - 3 0 1 . 3 +550 .1 
1937 + 1,054.6 - 6 1 2 . 0 + 4 4 2 6 

Million 
Rm 

3,558.5 
2,658.4 
1,820.8 
1,092.6 
1,070.3 

978.6 
1,145.2 
1,395.3 
1,817.8 

As Per 
Cent of 

Total 
26.3 
22.1 
19.0 
19.0 
22.0 
23.5 
26.8 
29.3 
30.7 

Total 

Million 
Rm 

13,482, 
12,035 
9,598 
5,739 
4,871, 
4,166 
4,269 
4,768 
5,911 

05 

O 

CO 

• fitatiatasohes Jahrbuch fOr das Deutsche Reich. 
*fiom I93fl on, Turkey (previously under Asia) is included under Europe. 
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GEBMANy, AUSTRIA, AND UNITED KINGDOM IN THE TRADE OF SOUTHEASTERN EUROPE' 

PERCENTAGE SHARES OF INDIVIDUAL COUNTRIES 

(/=Iinport3, £'=Exports) 

1929 1930 I93I 1932 
I E I B I E I B 

Bulgaria 
Germany 22.2 29.9 23.2 2fl.2 23.3 29.5 25,9 26.0 
Austria 7.6 12.5 6.8 7.7 7.2 16,7 6,0 15.0 
United Kingdom. 8.9 1,6 8.2 2.1 13.2 1,0 10,3 2.5 

Germany 9.4 23.2 10.4 23.3 12.2 14,0 9.8 14.5 
Austria 1.1 2.5 1.2 2.8 1.5 5,6 2,2 4.2 
United Kingdom. 12.7 11.7 13.0 12.5 13.2 150 13.7 23.4 

Hungary 
Germany 20.0 11.7 21.3 10.3 24,4 12.7 22.4 14.8 
Austria 13.2 30.4 11.5 28.1 12.4 29.8 15.9 31.1 
United Kingdom. 2.8 3.6 4.2 5.6 3.9 9.8 4.5 6.7 

Jugoslavia 
Germany 15.6 8.5 17.6 11.7 19,3 11.3 17.7 11.3 
Austria 17.4 15.6 16.8 17.7 15.2 15.2 13.4 22.1 
United Kingdom. 5.6 1.3 5.9 1.5 6.6 2.0 7.4 2.1 

Rumania 
Germany 24.1 27.6 25.1 18.8 29.1 11.4 23,7 12.3 
Austria 12.5 9.4 11.6 9.1 8.8 10.7 4.9 6.4 
United Kingdom, 7.3 6.3 8,1 11,3 8.3 10.1 10.8 14.0 

Turkey 
Germany 16.3 13.3 18.6 13.1 21.3 10.7 23.3 13.5 
Austria 2.2 0.5 2.2 0.9 2.2 0,9 2.0 1.6 
United Kingdom. 12.2 9.6 11.2 S.9 11.4 6.6 12.3 9.9 

1 League of Nations, International Trade Statistics (Geneva, 1938). 

1933 

38.2 
6.2 
6.9 

10.2 
1.3 

14.4 

19.7 
20.0 
4.4 

13.2 
16.1 
9.7 

18.6 
9.2 

14.9 

25.5 
1.9 

13,5 

B 

36.0 
9.7 
I.S 

17.9 
1.8 

18,9 

11.2 
27.0 

8.0 

13.9 
21.7 
2.7 

10,6 
6,6 

15.4 

18,9 
1.0 
8.9 

1934 

40,6 
4.8 
6,4 

14,7 
I.S 

16.7 

18.2 
23.7 

5.2 

13.9 
12.4 
9,3 

15.5 
9.9 

16.3 

33.8 
2.4 
9.9 

E 

42,8 
5.3 
2.1 

22,5 
2.1 

17.4 

22.1 
24.5 
7.8 

15.4 
16.4 
4.7 

16.6 
9.1 

10.0 

37.4 
1.6 
5.8 

1935 

53.5 
6.4 
4.7 

18.7 
2.0 

15.5 

22.6 
19.1 
5.1 

16.2 
11.9 
10.1 

23-8 
10.8 
9,8 

40.0 
3.3 
9.8 

48.0 
4.6 
4.4 

29.7 
1.4 

12.6 

23.9 
18.9 
8.1 

18.6 
14.3 
5.3 

16,7 
12.6 
9.6 

40.9 
1.9 
5.4 

1936 
I E 

61,0 47.6 
5.7 3.0 
4,6 11.8 

22,4 36,4 
2,1 2.3 

16,1 12.2 

26.0 
16,6 
e.i 

26.7 
10,3 
8.6 

36.1 
13,4 
7,4 

45.1 
2,8 
6.6 

22,8 
17.2 
8.7 

23.7 
14.6 
9.9 

17,8 
8.6 

14.4 

51.0 
l.Z 
6,4 

1937 

54.8 
3-4 
4.7 

27.2 
2.6 

11.0 

26.2 
18.0 
6.3 

32.4 
10.3 
7.8 

28.9 
8.5 
9.4 

42.1 
1.6 
6,2 
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38.5 tg 
2.0 
7.1 

43.1 
4.0 

13.8 

31.0 
1.7 
9.8 

24.1 
16.9 
7.1 

21,7 
13.5 
7.4 



Induetriftl' Reit of the Industrial: Rest of the 
Countries World Countries World 

40.9 59.1 46.2 53.8 
38.9 61.1 47.6 52.4 
38.4 61.6 48.6 51.4 
39.1 60.9 48.4 51.6 
36.1 63.9 45.9 54.1 
35.4 64.6 46.4 53.6 
33.0 67.0 46.4 53.6 
31.1 68.9 43.5 56.5 
29.9 70.1 38.4 61.6 
27.8 72.2 36.9 63.1 

GERMAN TRADE WITH INDUSTRIAL AND OTHER COUNTRIES' 

{Percentages of total imports and exports) 
IMPORTS FROM EXPORTS TO 

Indi 
Coi 

1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 

• Austria, Belgium. Czechoslovakia, France, Great Britain, Italy (with ctdonies), Japan, Luxemburg, U. S. A.. Switzerland. 
» V.S.K., Vol. 13, No. 3, N. S., p. 316. 

BRITISH AND GERMAN IMPORTS AND EXPORTS ' 

(In millions of old gold dollars) 

1929 1930 1931 1932 1933 1934 1935 
1. British Imports 5,047 4,658 3,585 2,276 2,073 2,048 2,039 
2. British Exports 3,549 2,778 1,772 1,279 1,213 1,190 1,239 
3. German Imports 3,203 2,476 1,602 1,112 996 1,046 991 
4. German Exports 3,212 2,867 2,286 1,367 1,155 979 1,017 

3 as per cent of 1 63.5 53.2 44.6 48.8 48.1 51.07 48.6 
4 aa per cent of 2 90.5 103.9 129.0 106.8 95.2 82.3 82.1 

' League ot Nations, Review ot World Trade, 

1936 
2,313 
1,295 
1,005 
1,136 
43.7 
87.7 

1937 
2,787 
1,523 
1,299 
1,406 

46.6 
9 2 3 

to 

w 
CO 
CO 



A DECADE OF GERMAN IMPORTS OF COTTON 

Quantity and Value by Countries' 
A. Quantity in vietric tons 

1928 1929 1930 1931 1932 1933 
Egypt 19,134 24,210 24,763 29,740 33,715 39,838 
British India 48,233 57,300 55,920 37,552 23,521 38,378 
U. S. A 337,682 336,165 296,131 256,594 317,371 341,232 
Turkey 2,429 1,460 2,305 624 
Brazil 754 726 3,888 2,524 237 
Argentina 2,237 3,447 3,415 2,312 4,793 5,280 
Peru 2,647 2,172 6,003 10,259 8,473 9,710 
Mexico 899 2,344 72 

Total 462,983 476,802 433,128 379,809 424,724 473,333 

B. Value in million Reichsmarks 

Egypt 47.97 58.50 46.00 37.63 31.88 36.58 
British India 71.36 76.41 55.26 26.13 13.74 20.44 
U. S. A 619.03 618.54 427.62 235.78 219.72 233.14 
Turkey 3.21 1.29 1.75 .47 
Brazil 1.38 1.27 5,92 2.50 .10 
Argentina 4.56 6,81 5.21 2.17 3.23 3.97 
Peru 5.19 5.03 9.43 11.03 6.87 7.70 
Mexico 1.69 4.85 .10 

Total 795.03 814.71 580.53 336.64 291.27 306.99 
• Statifltisohea Jahrbuch fur das Deutsche Reich. 

1934 
44,930 
37,599 

220,173 
5,809 
8,299 
5,673 

11,329 
311 

1935 
39,607 
32,182 

106,226 
15,405 
82,778 
14,503 
25,296 

3,534 

1936 
29,610 
38,840 

116,850 
16,240 
38,120 

9,640 
18,800 
8,870 

1937 
40.850 
36,560 

118,850 
8,420 

70,090 
5,870 

18,580 
7,860 

399,455 397,439 325,030 349,650 

39.19 39.53 32.7 43.1 
17.90 20.59 25.9 23.6 

146.09 71.13 77.8 78.4 
4.91 15.49 14.7 8.3 
7.24 92.08 38.4 65.0 
4.17 13.71 8.7 5.7 
9.14 25.89 20.2 20.8 

.21 3.92 8.0 7.1 

260.24 329.72 257.7 275.1 
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A DECADE OF GERMAN IMPORTS OF COPPER 

Quantity and Value by Countries' 
A. Quantity in metric Ions 

1928 1929 1930 1931 1932 1933 

U. S. A 181,175 110,421 64,982 57,462 37,420 32,137 
Chile 34,987 39.763 23,739 20,315 17,606 27,423 
Spain 10,031 8,555 7,256 5,829 3,186 1,350 
Yugoslavia., . . 6,741 8,139 15,940 15,115 13,970 18,576 
U. K 8,448 13,309 4,553 4,610 8,260 14,608 
Beltpan Congo 2,689 4,359 8,744 21,917 18,235 22,630 
British South 

938 1,280 1,264 907 25,730 36,079 
Rhodesia 

1,280 1,264 
. . . . 

Total 296,375 262,071 211,216 192,104 175,161 207,141 

1934 
67,261 
23,323 

sMo 
10,881 
24,876 

45,755 

1935 
35,416 
35,309 

11^681 
19,123 
25,037 

1936 
21,380 
19.070 

isidoo 
26.300 
27,810 

JB. Value in million Reichsmarks 

U. S. A 230.60 173.20 78.94 
Chile 48.45 65.98 29.38 
Spain 13.20 13.25 8.92 
YuRoslavia.... 9.10 13.38 20,99 
U. K 8.78 17.12 4.44 
Belsian Congo 3.70 7.41 10.24 
British South 

Africa 1.25 2.12 1.42 
Rhodesia . . . . . . . . 

Total 376.36 403.92 250.76 
' Statistisches Jahrbuch fiir das Deutsche Reich. 

1937 
51,140 
19,980 

11^530 
34,260 
29,610 

47^827 39,120 52,000 

228,623 216,031 195,120 262,510 

46.99 18.77 14.67 29.82 13.68 9.7 35.6 
16.83 9.88 13.31 10.76 13.55 8.8 14.3 
4.05 1.69 0.48 

' 9.7 12.97 7.11 10.76 4.96 5.83 "i.i ' 9.7 
2.73 3.07 5.58 3.87 6.77 10.4 19.9 

18.67 9.20 11.07 10.40 8.73 13.2 20.1 

0.72 11.64 15.41 17.35 
.... 17.27 17.7 35.3 

156.69 95.64 102.25 96.77 80.70 87.70 174.6 

& 5 

2 

to 

Co 

tg 

CO 
to 



CO 
CO 
to 

GERMAN IMPORTS, EXPORTS, TERMS, AND BALANCE OF TRADE 

(In biUion Reichsmarks) 

1929 1930 1931 1932 1933 1934 1935 
1. Imports, actual prices' 13.44 10.39 6.73 4.67 4.20 4.45 4,16 
2. Exports, actual prices' 13.48 12.03 9.60 5.74 4.87 4.17 4,27 
3. Balance of Trade, actual prices.. + 0 . 0 4 + 1 . 6 4 + 2 . 8 7 + 1 . 0 7 + 0 . 6 7 - 0 . 2 8 + 0 . 1 1 
4. Imports at prices of 1929 13.44 11.97 10.12 9.42 9.27 9.76 8 91 
5. Exports at prices of 1929 13.48 12.77 11.63 8.01 7.52 6.72 8.23 
6. Balance of Trade at prices of 1929 + 0 . 0 4 + 0 . 8 0 + 1 . 5 1 - 1 . 4 1 " 1 . 7 4 - 3 . 0 5 - 1 . 6 8 
7. Import Price Index^ 100 87.0 66.6 49.6 45.3 45.6 46.7 
8. Export Price Index» 100 94.1 82.5 71.6 64.7 62,0 59.0 
9. Terms of Trade* 100 108.2 123.8 144.4 142.8 135.9 126,6 

10. Difference: Actual balance minus 
balance at prices 1929 (3-6) 0 0.84 1.36 2.48 2.41 2.77 1.79 

1 Statistiachea Jahrbuch fur das Deutsche Reich 1938, pp. 256-257. Figures for 1938 do not include Austria, 
Sudetenland, 

» Wirtschaft und Statistik, Vol. 19. (March, 1939), p. 177. 
» League of Nations, Review of World Trade 1938 (Geneva. 1939). pp. 75, 76. 

' Computed after the formula: 

iPi 

1936 
4.22 
4.77 

+ 0 . 5 5 
8.57 
7.98 

- 0 . 5 9 
49.2 
60.0 

122.0 

1937 
5.47 
5.91 

+ 0 , 4 4 
10.04 
9,23 

- 0 . 8 1 
54.4 
64.0 

117.6 

1.14 1.25 
but after October 1 

1938 
5.46» 
5.26^ 

- 0 . 2 0 
10.70 

7.75 
- 2 . 9 5 

52,1 
67.1 

128.8 

2.75 
do include 
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GERMANY'S SHARE OF WORLD TRADE* 

(Values in miUion of old gold dollars) 

1 2 3 4 5 6 7 8 9 10 
World 5 aa 6 as Qerman German 

World World World Trade German German Per Cent Per Cent Imports Exports 
Imports Exports Total Index Imports Exports of 1 of 2 Index Index 

1929 35,595 33,024 68,619 100 3,203.1 3,211.6 9.00 9.72 100 100 
1930 29,093 26,492 55,585 81.0 2,367.0 2,867.0 8.20 10.82 77.3 89.2 
1931 20,847 18,922 39,769 57.9 1,602.0 2,286.0 7.70 12.09 50.0 71.2 
1932 13,968 12,887 26,855 39.1 1,112.0 1,367.0 7.96 10.60 34.7 42.3 
1933 12,485 11,694 24,179 35.2 1,996.0 1,155.0 7.98 9.88 31.1 36.0 
1934 11,983 n , 3 0 5 23,286 34,0 J,045.5 991.0 8.72 8.76 32.6 30.8 
1935 12,093 11,457 23,550 34.3 990.6 1,017.0 8.20 8,88 30.9 31.7 
1936 13,145 12,577 25,722 37.5 1,004.7 1,137.0 7.64 9.03 31.4 35.4 
1937 16,222 15,369 31,591 46.0 1,299.4 1,406.0 8.01 9.15 40.6 43.8 

' League of Nations, Reviow of World Trade. 
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GERMAN FOREIGN TRADE UNDER PAYMENT AGREEMENTS IN 1937 AND 1938' tg 
(Imports and exports in million Reichsmarks)* H 

Date of 
Country Agreement Imports Exports Balance Imports Exports Balance ^ 

Belgium, Luxemburg July 27, 1935 197.6 287.7 + 90.1 194.4 227.4 + 3 3 . 0 O 
France July 7 ,1937 155.7 313.3 + 1 5 7 . 6 143.7 216.7 + 7 3 . 0 < 
Great Britain November 1, 1934 308.6 432.2 + 1 2 3 . 4 282.7 350.9 + 6 8 . 2 ^ 
Ireland January 28, 1935 9.7 14.1 + 4 . 4 11.3 29.1 + 1 7 . 8 O 
Canada October 22, 1936 48.7 33.4 - 1 5 . 3 72.8 25.4 - 4 7 . 4 
Japan May 27, 1937 25.7 117.3 + 9 1 . 6 25.0 93.0 + 6 8 . 0 5 
New Zealand September 30, 1937 10.0 7.3 - 2 . 7 8.7 8.0 - 0 . 7 
Syria, Liberia January 30, 1937 1.0 5.6 + 4 . 6 1.7 5.8 + 4 . 1 Q 
Total under agreements entered before 1938 757.0 1,210.9 +453 .7 740.3 956.3 + 2 1 6 . 0 S 
Percentage of total trade 14.1 20.9 13.5 18.2 ^ 
South Africa September 19, 1938 76.6 81.9 + 5 . 3 
Manchukuo September 14, 1938 76.9 27.2 - 4 9 . 7 ^ 
Total under agreements to end of 1938 893.8 1,065.4 
Percentage of total trade 16.3 20.2 ^ 
, — .. ..• , — S) 

. 
1 Wirtschaft und Statistik 1939, Vol, 19, No. 5, p. 177. T) 
^ Without Austrian trade but including Sudetenland after October I, 193S. Eg 



A DECADE OP GERMAN IMPORTS OF WOOL 
Quantity and Value by Countries' 

A. Quantity in metric tons 

1028 1929 1930 1931 1932 1933 1934 1935 1936 1937 

Belgium 9,543 9,870 8,715 11,198 8,884 9,177 7,276 5,830 3,580 3,840 
France 10,182 9,887 8,490 10,632 12,336 13,385 8,430 6,639 3,790 8,360 
U. K 15,104 14,073 10,073 9,725 10,670 13,771 10,434 29,169 6,860 5,960 
U. S. S. R 1,412 1,154 2,878 5,823 5,173 3,966 4,975 2,289 - . . . 
C. S. R 3,185 3,566 2,606 2,642 1,635 1,773 3,152 780 
British South 

3,185 2,642 

Africa 30,058 30,601 27,079 24,256 29,747 25,253 20,576 33,516 19,830 22,880 
Argentina 40,111 40,187 30,960 23,821 18,564 20,786 21,379 28,129 16,620 9,900 
Austraha 65,410 63,139 66,713 54,605 60,988 63,103 45,148 16,698 17,090 21,450 
New Zealand.. 6,159 6,534 6,032 9,649 11,702 21,301 19,924 2,473 3,450 4,020 
Uruguay 5,861 6,087 9,375 16,257 10,620 11,710 10,470 7,893 5,510 4,370 
Chile 1,183 1,054 441 1,389 1,240 1,098 3,300 7,869 7,260 9,450 
Peru 314 112 

1,098 
414 1,761 2,740 2,880 

Brazil 1,443 1,891 2;659 2^511 i;075 1,726 1,679 5,250 6,940 3,820 
792 471 387 . . . . 

i;075 
344 983 1,090 5,510 

Turkey . . . . • * - I ' 260 6,070 3,981 11,710 4,680 
" 6 9 3 626 475 . . . . 429 1,283 2,282 4,980 4,880 

Total 207,581 204,632 186,816 181,678 180,050 197,852 180,143 156,284 125,410 128,170 

05 

•-1 

o 

to 

Co 

1 Statistischea Jahrbuch fur das Deutsche Reich. 
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BLOCKED MABE QUOTATIONS 

Aa Perceotagea of Gold Parity^ 

Security 
Registered Maries Travel Marks Credit Marks Marks 

1934 
1 81.4 82.0 64.3 

II 75.7 75.0 59.5 
I I I 72.5 72.0 58.0 
IV 66.4 56.0 47.0 
V 65.7 49.8 44.5 

V I 58.3 45.0 30.8 
VII 63.8 49.0 38.5 

VIII 58.5 39.5 34.3 
I X 58.7 42.8 34.3 

X 52.0 43.5 32.0 
X I 53.5 61.7 43.6 33.5 

X I I 60.6 67.9 48.4 39.2 

1935 
1 62.2 69.5 51.6 40.5 

II 65.1 71.3 48.6 39.4 
III 60.7 69.8 44.8 33.9 
IV 57.7 68.1 40.0 32.4 
V 53.8 62.9 33.4 28.7 

V I 55.7 64.8 33.6 24.9 
VII 57.5 64.8 34.3 26.3 

VIII 57.4 66.8 32.3 24.6 
I X 52.1 65.5 29.0 21.9 
X 49.2 62.6 31.0 20 5 

X I 51.1 59.0 33.2 21.8 
X I I 63.0 61.9 36.1 24.0 

me 
1 52.7 62.4 37.4 24.8 

II 55.3 62.4 38.1 25.6 
III 53.4 62.4 33.9 24.9 
IV 53.3 61.0 30.2 26.3 
V 53.5 62.4 30.1 24.3 

VI 52.6 62.4 28.9 23.7 
VII 53.6 62.7 28.1 24.5 

VIII 54.1 64.5 25.6 24.6 
I X 54.3 62.8 23.2 22.7 
X 57.6 68.2 20.1 18.0 

X I 51.7 57.0 21.2 17.4 
X I I 49.3 65.3 22.2 20.3 

1. League of Nations. Statistical Yearbooks. 1935-1939 (Geneva. 1935-1939). The quota
tions oo rcKistered Marks are taken from the London market, others from Zurich. Quotations 
are monthly averages except for the first ten months of 1934. for which mid-month values 
u e given. 
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1937 

Security 
Eeeistered Marks Travel Marks Credit Marks Marks 

1 46.0 51.9 25.4 22.9 
II 47.9 53.3 24.6 23.5 

III 48.5 59.7 25.8 25.2 
IV 48.1 59.4 25.7 24.6 
V 48.6 59.7 23.8 22.4 

VI 51.6 62.2 22.6 22.1 
VII 55.9 66.1 21.7 20.9 

VIII 56.9 67.6 21.5 20.5 
IX 64.9 65.4 21.0 20.9 
X 61.6 63.5 19.2 19.1 

X I 51.5 62.1 19.3 19.2 
XII 53.0 63.1 18.1 18.0 

1938 
1 53.3 62.5 15.0 14.5 

II 51.2 62.1 13.3 11.4 
III 49.6 60.6 17.9 12.6 
IV 48.8 60.4 16.9 14.6 
V 48.5 60.0 13.9 13.5 

VI 46.7 58.3 12.1 11.6 
VII 45.9 56.7 11.8 10.5 

VIII 44.5 66.7 12.1 9.3 
IX 37.8 55.0 10.9 8.8 
X 42.5 54.2 12.3 11.6 

X I 45.0 56.0 12.7 11.4 
XII 44.1 58.9 12.3 11.4 

Commercial Marks 

1939 
1 41.2 58.3 10.4 

II 37.5 53.9 9.7 
III 40.5 55.9 10.8 
IV 36.9 54.7 10.1 

B L O C K E D M A R K Q U O T A T I O N S — {Continued) 



BIBLIOGRAPHY 

B O O K S 

Aghion, Raoul, Le contrdle des changes (Paris, 1939). 
Bartcls, Wilhelm, Vber Form, Wirkungen, und Mdglichkeiten der Devisen-

zwangswirtsckaft (Leipzig, 1933). 
Bataille, Jacques, Les Offices de Compensation: leur rdle dans la restaura-

tion du commerce exterieur (Paris, 1934). 
Bourdeaud'huy, Oger H., Accords de Compensation et Conventions de 

Paiement (Antwerp, 1938). 
Brockmann, Hans, "Devisenloser" Zahlungsverkehr (Hamburg, 1935). 
Cabiati, Attilo, Fisiologia e Patologia Economico negli Scamhi delta Richezsa 

fra gli stati (Turin, 1937). 
Cassel, Gustav, Money and Foreign Exchange after 1914- (New York, 

1922). 
Dietrich, Ethel B., World Trade (New York, 1939). 
Eicke, Rudolf, Warum Aussenhandel? (Beriin, 1936). 
Einzig, Paul, Bloodless Invasion (London, 1939). 

, Exchange Control (London, 1934). 
——; The Exchange Clearing System (London, 1935). 
Ellis, Howard S., German Monetary Theory, 1905-1933 (Cambridge, Mass., 

1934). 
Faimo, Marco, Normal and Abnormal International Capital Transfers 

(Minneapolis, Minn., 1939). 
Fischer, Werner A., Devisenclearing, Vol. 5 in Schriftenreihe zum Devisen

archiv (Beriin, 1937). 
Fisher, A. G. B., Economic Self-Sufficiency (Oxford, 1939). 
Gordon, Margaret, Barriers to World Trade: A Study of Commercial Policy 

(in process of publication). 
Guillebaud, C. W., The Economic Recovery of Germany from 1933 to 1936 

(London, 1939). 
Haberler, Gottfried, Liberate und planwirtschaftliche Handelspolitik (Ber

lin, 1934). 
, The Theory of International Trade (London, 1936). 

Hall, N. F., The Exchange Equalization Account (London, 1935). 
Hansen, Alvin, Full Recovery or Stagnation (New York, 1938). 
Harris, C. R. S., Germany's Foreign Indebtedness (London, 1935). 
Harris, Seymour, Exchange Depreciation (Cambridge, Mass., 1906). 
Harrod, R. F., International Economics, revised ed. (Cambridge, England, 

1939). 
399 



400 EXCHANGE CONTROL IN CENTRAL EUROPE 

Heuser, Heinrich, The Control of International Trade (London, 1939). 
Horna, Milos, Mayer, J., and Sourek, A., Neue Wege der HandelspoUtik 

(Prag, 1936). 
Ko6s, Z., Central European Agriculture and the Problems of Foreign Debts 

(Budapest, 1934). 
Krosig, Schweriu von, Nationalsozialistiscke Finanzpolitik, Kieler Vortrage, 

N O . 41 (Jena, 1936). 
Luther, Hans, Wirtschaftsfratjen der Gegenwart, Kieler Vortrage, No. 38 

(Jena, 1932). 
Matolcsy, Matthias and Varga, Stephen, The National Income of Hungary 

lo 1936-37 (London, 1938). 
Mautz, Emil, Die Verivertung von Sperr- und Registergtithaben sowie Scrips 

fiir zusatzlichen Export (Karlsruhe, 1933). 
Miiller, Carl-Hermann, Grundriss der Devisenbewirtschaftung, 2nd ed, 

(Berlin, 1939). 
Nussbaum, Arthur, Money in the Law (Chicago, 1939). 
Piatier, Aiidr6, Le contr6le des devises dans I'economie du III' Reich (Paris, 

1937). 
Panaitesco, P. N., Les contingentetnents dans les relations commerciales avec 

les pays agricoles (Paris, 1935). 
Pigou, A. C , Essaya in Applied Economics (London, 1923). 
Poole, Kenyon E., German Financial Policies, 19S2-19S9 (Cambridge, 

Mass., 1939). 
Ries, Georg, Die Devisengesetzgebung des Deutschen Reickes als hriegs-

wirtschaftliche Massnahnw (Gottingen, 1928). 
Ringel, K. R., Warcnclearing (Berlin, 1938). 
Robinson, Joan, The Economics of Imperfect Co?iipetition (London, 1933). 
Ropke, Wilhelm, Crises and Cycles (London, 1936). 
Saint-Jean, Maurice de, La Politique economique etfinanciere du TroisUme 

Reich (Paris, 1936). 
Schneider, Kurt, Der Welthandel im Clearingverkehr (Berlin, 1937). 
Staley, Eugene, World Economy in Transition (New York, 1939). 
Tasca, Henry J., World Trading Systems (Paris, 1939). 
Viner, Jacob, Balanced Deflation, Inflation or More Depression (Minneap

olis, Minn., 1933). 
Wagemann, Ernest, Zudschenhilanz der Krisenpolitik (Berlin, 1935). 
Wagner, Josef, Die Preispolitik im Vierjakresplan, Kieler Vortrage, No. 

51 (Jena, 1938). 
Webr, K. M. and Kozdk, J., Kommentar zu den cechoslowakiscken Devisen-

vorschriften (Prag, 1934-1938). 
Wilmanns, Werner, Devisenwirtschaft — Warum und Wief (Berlin, 1937). 
Zagorski, S., The Economic Sitvatum in Russia (in Russian) (Paris, 1926). 



BIBLIOGRAPHY 401 

Zeigao, Heinrich, Dk volkswirtschaftliche Bedentung der Devisenpolitik der 
europaischen Zcntralbanken (Berlin, 1933). 

A R T I C L E S 

Balogh, Thomas, " Foreign Exchange and Export Trade PoUcy," Economic; 
Journal, Vol. 50, No. 197, pp. 1-27. 

, "The National Economy of Germany," Eamomic Journal, Vol. 48, 
pp.461-498. 

Basch, Anton, "Probleme der DevisenkontroUe, Miiieilungen des Ver-
bandes osterreichischer Banken und Bankiers, Vol. 14, No. 9/10, pp. 221-
230. 

Benning, Bernhard, "Der Neue Plan und die Neuordnung der deutschen 
Aussenwirtschaft," Jahrbiicher fiir Nationaldkonomie und Statistik, 
Vol. 142, pp. 35-62. 

Bentheim, Alexander, "DevisenbUanz, Autarkic, und Schuldendienst," 
Der deutsche Okonomist, Vol. 50, No. 14, pp. 441-443. 

Bergemann, Fritz, " Einschrankung des privaten Verrechnungsverkehrs," 
Devisenarchiv, Vol. 2, No. 11/12, pp. 305-314. 

Bothe, Paul, " Die privaten VerrechnungsgeschiLfte," Dcvisenarcidv, Vol. 2, 
No. 41, pp. 1177-1188. 

Brech, John, "Der neue Merkantilismus," Wirtschaftsdienst, Vol. 19, 
No. 26, pp . 875 ff. 

Cassel, Gustav, "Ein Gleichgewichtsproblem," Index, January, 1935, 
pp. 1-3. 

Condliffe, J. B., "Exchange Rates and Prices," Index, Vol. X: 1, pp. 2-17. 
, "Some Problems of International Economic EquUibrium," Index, 

Vol. 8, No. 95, pp. 226-243. 
Eicke, Rudolf, " Sperrguthaben und ihre Verwendungsmoglichkeiten," 

Der deutsche Volkswirt, Vol. 10, No. 18, pp. 803-805. 
EUis, Howard S., "The Equilibrium Rate of Exchange," in Explorations 

in Economics (New York, 1936), pp. 26-31. 
FederB, Walter, "Der Zusammenbruch der osterreichiachen Creditan-

stalt," Archiv fiir Sozialwissenschaft und SozialpoUtik, Vol. 67, pp. 403-
435. 

Fellner, Wilhelm, "Beitrag zur Theorie des Zahlungsbilanzausgleiches," 
Zeitschrift fiir Nationalokonomie, Vol. 5, No. 5, pp. 631-646. 

Geisser, Ludwig, " Wirkwaren-Exportforderung durch das Skripsver-
fahren," Deutsche Wirkerzeitung, October 19, 1933, pp. 7-9. 

Goedecke, Wolfgang, "Das Pramienverbot bei privaten Verrechnungs-
geschJift̂ n und seln Strafschutz," Devisenarchiv, Vol. 3, No. 44, pp. 545-
547. 

Gross, Herbert, "Ausgangspunkte, Formen, und Wirkungen der Devisenz-
wangswirtschaft," Archiv fiir Sosialwissenschajt und SozialpoUtik, Vol. 
69, pp. 49-79. 



402 EXCHANGE CONTROL IN CENTRAL EUROPE 

Hafner, Kurt, "Zur Theorie der mengemnassigen Einfuhrregulierung," 
Weltwirtschaftliches Archiv, Vol. 41, No. 2, pp. 190-223. 

, "Die Polltik der niengenmassigen Einfurhregulierung," Weltwirt-
schajiliches Archiv, Vol. 40, No. 2, pp. 18-61. 

Harris, S. E., "Measures of Currency Overvaluation and Stabilization," 
in Explorations in Economics {New York, 1936), pp. 35-46. 

Helmut, Fabricius, "Das deutsch-niederlandische Verrechuungsabkom-
men," Devisenarchiv, Vol. 2, No. 5, pp. 61-64. 

Heuser, H. K., "The German Method of Combined Dept Liquidation and 
Export Stimulation," Review of Economic Studies, Vol. I, No. 1-3, 
pp. 210-217. 

Hilgerdt, Folke, "The Approach to Bilateralism, A Change in the Struc
ture of World Trade," Index, Vol. X: 8, No. 116, pp. 175-188. 

Holden, GrenvtUe, "Rationing and Exchange Control in British War 
Finance," Qtiarterly Journal of Economics, Vol. 54, No. 2, pp. 171-201. 

Huhle, Fritz, "Das Clearingwesen im Aussenhandel vom deutschen 
Standpunkt aus," Jahrbucher fiXr Nationalokonomie und Statistik, Vol. 
146, No. 2, pp. 171-205. 

— , "Das Koinpenaation.sgeschaft im Rahmen der deutschen Handels-
politik seit der Wirtschaftskrise," Jahrbucher far Nationalokonomie und 
Statistik, Vol. 145, pp. 181-214. 

— , " Die Behandlung der gesperrten Auslandsguthaben in der deutschen 
Wirtschaftspolitik," Jahrbiicher fiir Nationalokonomie und Statistik, 
Vol. 147, No. 1, pp. 55-81. 

——, "Die Meistbegtinstigung in der AussenhandeJspoiitik der deutschen 
Nationalwirtschaft," Jahrbiicher fUr Nationaldkonomie und Statistik, 
Vol. 148, No. 2, pp. 202-235. 

Kfl]inov, T,, "Bulgaria's Trade with Germany," Stopanski Problemi 
(Bulgarian), Year 1, Vol. 8, pp. 373-379. 

Kerschag], Richard, "Grundfragen und Erfahrungstatsachen der Devisen
bewirtschaftung," Zeitschrift fiir die gesamtcn Staatswissenschaften, Vol. 
94, pp. 430-450. 

Kienbock, Viktor, "Osterreich im internationalen Zahlungsverkehr," 
Mitteilungen des Verbandes osterreichischer Banken und Bankiers, Vol. 
16, No. 12, pp. 327-336. 

, "Problems of International Finance," Journal of the Institute of 
Bankers, Vol. 59, pp. 5-20. 

Kormendy-Ekes, M., "Big Estates in Hungary," Hungarian Quarterly, 
Vol. 3, No. 1, pp. 43-58. 

Koch, Karin, "Paper Currency and Monetary Policy in Sweden," in 
Economic Essays in Honour of Gustav Cassel (London, 1933), pp. 343-
357. 

Machlup, Fritz, "Die Theorie der Kapitalflucht," Weltwirtschaftliches 
Archiv, Vol. 36, No. 2, pp. 612-529. 



BIBLIOGRAPHY 403 

, "Probleme der Devisenbewirtschaftung," ibid.. Vol. 14, No. 1/2, 
pp. 3-12. 

Sternberg, Fritz, "Why Isn't Germany Bankrupt?" New Republic, Vol. 
102, No. 22, pp. 717-719. 

Strigl, Dr. Richard, " Gibt es eine Sicherung gegen Inflation? " Mitteilungen 
des Verbandes osterreichischer Banken und Bankiers, Vol. 14, No. 5/6, 
pp.114-120. 

, "Wahrungspolitik in der Krise," ibid., Vol. 13, No. U/12, pp. 299-
331. 

Sweezey, Ma.\ine Y., "German Corporate Profits: 1926-1938," Quarterly 
Journal of Economics, Vol. 54, No. 3, pp. 384-399. 

Mackenroth, G., "Bericht iibftr den Vierjahresplan," Jahrbiicher Jiir 
Nationaldkonomie und Statistik, Vol. 148, No. 6, pp. 697-720. 

Marschak, Jacob, "Diskontpolitik," Der deutsche Volkswirt, Vol. 46, pp. 
1552-1557. 

Meyer, Fritz, "De\isenbewirtschaftung als neue Wahrungsform," WcU-
wirfschafiliches Archiv, Vol. 49, No. 1, pp. 415-472. 

Mitnitzky, Mark, "Germany's Trade Monopoly in Eastern Europe," 
Social Research, Vol. 6, No. 1, pp. 22-39. 

Ohlin, Bertil, G., "International Economic Reconstruction," Interna
tional Chamber of Commerce (Paris, 1936), pp. 1-107. 

, "International Trade and Monetary Policy," Index, Vol. X : 7, 
pp. 154-165. 

Paish, F. W., "The British Exchange Equalization Fund," Economica, 
Feb., 1935, pp. 61-75; Feb., 1936, pp. 78-83; Aug., 1937, pp. 343-350. 

Palyi, Melchior, "Gibt es eine Kapitalflucht aus Deutschland?" Berliner 
Borsen-Courier, Dec. 9, 1930, p. 9. 

Reisch, Richard, "Devisenbewirtschaftung und ZwischeiistaatJiche 
Clearingvertrage," in Der Inlernatumate Kapitalismus und die Krise 
(Stuttgart, 1932), pp. 340-349. 

Robertson, D. H., "Industrial Fluctuation and the Natural Rate of In
terest, Economic Journal, Vol. 44, pp. 650-656. 

Rosenstie!, Fritz, "Auslandische Sperrguthaben in Deutschland," Die 
Wirtschaftskurve, Vol. 14, No. 4, pp. 297-311. 

Schlesinger, Karl, "Kapitalfluchtbehinderung? Ja! Devisenbewirtschaft
ung? Nein!" Osterreichischer Volkswirt, Vol. 24, pp. 290-294, 325-327. 

Schumacher, H., "Germany's Present Currency System, its Develop
ment and its Reform," in A. D. Gayer (ed.). The Lessons of Monetary 
Experience (New York, 1937), pp. 203-237. 

Seeger, Arno, "Was bleibt vom 'ASKI' Verfahren," Devisenarchiv, Vol. 
3, No. 27, pp. 317-320. 

Steiner, Friedrich, " Devisennotrecht in Mitteleuropa," Mitteilungen des 
Verbandes osterreichischer Banken und Bankiers, Vol. 13, No. 11/12, 
pp. 305-325. 



404 EXCHANGE CONTROL IN CENTRAL EUROPE 

JOURNALS AND NEWSPAPERS 

J O U R N A L S 

Archiv fur Sozialvnssenschaft und Sozidlpolitik (Heidelberg). 
Der deutsche Okonomist (Berlin). 
Der deutsche Volkswirt (Berlin). 
Der osterreichische Volkswirt (Vienna). 
Deutsche Wirtschaftskunde (Berlin). 
Devisenarchiv (Berlin). 
Die Wirtschaftskurve (Frankfurt a/M). 
Die Industrie (Vienna). 
Economist (London). 
Economic Journal (London). 
Empire Cotton Review (Manchester). 
Engineering and Mining Journal (New York). 
German~American Commerce Bulletin (New York). 
Hungarian Quarterly (Budapest). 
Index (Stockholm). 
Journal of the Institute of Bankers (London). 
Mitteilungen des Verbandes osterreichischer Banken und Bankiers (Vienna). 
New Republic (New York). 
New Stotesman and Nation (London). 
Social Research (New York), 
Stock Exchange Gazette (London). 
Siidost Economist (Budapest). 
Review of Economic Studies (Cambridge, England). 
Viiloggazdasdie Szemle (Budapest). 
Wdhrung und Wirtschaft (Berlin). 
Wirtschaftsdienst (Hamburg). 
Zeitschrift fiir die gesamten Slaatswissenfichaftcn (Tubingen), 

N E W S P A P E R S 

Arbeiter Zeitung (Vienna). 
Easier Nachrichten (Basle). 
Berliner Tagblatt (Berlin). 
Deutsche Bergwerks-Zeitung (Essen). 
Die Bar se (Vienna). 

Varga, Stephen, " Bemerkungea in den Problemen von Aufbringung und 
Transfer," Economic Essays in Honour of Gustav Cassel (London, 1933), 
pp. 654-658. 

Warmer, Dr. Gustav, "Die Auslandsverschuldung Osterreichs," Mii(eii-
ungen des Verbandes osterreichischer Banken und Bankiers, Vol. 16, 
No. 10/11, pp. 277-291. 

Whittlesey, Charles R., "Exchange Control," American Economic Revieto, 
Vol. 22, No. 4, pp. 585-604. 



BIBLIOGRAPHY 405 

1932," mimeographed (Basle, April, 1932). 
-, Report of the Committee Appointed on the Recommendation of the 

London Conference, 1931 (Basle, 1931). 
Geneva Research Center, Provisional Record of the Conference on Exchange 

Control, Geneva, May 12-13, 1939, mimeographed (Geneva, May 22, 
1939). 

International Institute of Agriculture, Foreign Agriculture. 
, International Year Book of Agricultural Statistics. 
, The World Agricultural Situation. 

International Institute of Intellectual Cooperation, mimeographed re
ports, in process of publication: 

, Hornii, H. R., Memorandum on the Exchange Clearing and Compen
sation System as applied by Finland. 

, Madgearu, Virgile, Le contrdle des changes en Roumanie. 
, Nowak, Jerzy, Le contrdle des changes en Pologne. 
, Paish, F . W., The Effects of Foreign Exchange Control on British Trade. 

~ — , Piatier, Andr6, Exchange Control: A General Survey. 
, Yovanovitch, Alexander, Memoire sur le contrdle des changes en 

Yugoslavie. 

Financial News (London). 
Frankfurter Zeitung (Frankfurt). 
Hamburger Fremdenblatt (Hamburg), 
Neu£ Freie Presse (Vienna). 
Neu£ Zurcher Zeitung (Zurich). 
Neues Wiener Tagblatt (Vienna). 
New York Times (New York). 
Pester Lloyd (Budapest). 
Prager Tagblatt (Prag). 
Reichspost (Vienna). 
Times (London). 
Vossische Zeitung (Berlin). 
Wiener Bank- und Borsenzeitung (Vienna). 
Wiener Borsen-Kurier (^'ienna). 
Wiener Neueste Nachrichten (Vienna). 
Wiener Zeitung (Vienna). 

D O C U M E N T S 

International 

Bank for International Settlements, Annual Reports. 
, Kienbock, Viktor, "Die Durchfiihrung der Devisenbeschrankungen 

und ihr Einfluss auf die allgemeinen Wirtschaftsbedingungen," address 
to the General Meeting of the Bank, mimeographed (Basle, May, 1932). 

-, "Note on Certain Monetary Aspects of the Liquidity Crisis, 1931-



406 EXCHANGE CONTROL IN CENTRAL EUROPE 

-, Enquiry into Clearing Agreements (Geneva, 1935). 
-, Exchange Control (Geneva, 1938). 
-, International Trade Statistics. 
-, Monetary Review. 
, Quarterly Reports on Financial Position of Austria. 
, Quarterly Reports on Financial Position of Hungary. 
, World Economic Survey. 
, World Production and Prices, 1925-33 (Geneva, 1934). 
, World Trade. 

Royal Institute of International Affairs, South-Eastern Europe, A Political 
and Economic Survey (London, 1939). 

Austria 

Budget Sanierungs-Gesetz, BG. BI. 294 (October 3, 1931). 
Jahrbuch der osterreichischen Arbeiterbewegung. 
Osterreichisches Institute fiir Konjunkturforschung, Monatsberichte 

(Vienna). 
Sozialdemokratischer Partietag, 1931, Protokoll. 
Vienna Chamber of Commerce, Mises, Ludwig von, "The Return to a 

Free Foreign Exchange Market" (Paris, May 30, 1932). 
, Geschdftsberichte. 

Wirtschaftstatistische Jahrbiicher. 

Germany 

Institut fiir Konjunkturiorschung, Vierteljahrshefte zur Konjunktur-
forschung. 

Jahrbiicher des Allgemeinen Deutschen Geiverkschaftsbundes. 
Reichsbank, Verwaltungsberichte. 
Reichsgesetzblatt. 
Reichskreditgesellschaft, Germany's Economic Situation. 
Statistisches Reichsamt, Die deutsche Zahlungsbilanz der Jahre, 1924-1933. 
Statistisches Reichsamt, Statistisches Jahrbuch fiir das Deutsche Reich. 

, Wirtschaft und Statistik. 
, Sonderheft zu Wirtschaft und Statistik, No. 14, "Die deutsche Zah

lungsbilanz der Jahre 1924 bis 1933." 

League of Nations, Austria: Public Finances, First and Second Reports 
(Geneva, 1936 and 1937). 

, Balances of Payments. 
, Commercial Banks. 

-, Course and Phases of the World Economic Depression (Geneva, 1931). 



BIBLIOGRAPHY 407 

Kaldor, Georg; Kemeny, Georg; and Vago, Josef, Die Volkswirtschaft 
Ungarns (Budapest). 

Royal Statistical Office, Donnees de Statistique Economique. 
, Magyar Statisztikai Szemle. 
, Statisztikai Negyedevi Kozlemonyek (Budapest, 1931-39.) 
, Statisztikai Havi Kozlemenyek. 

Ungarns Handel und Industrie. 
Ungarisches Wirtschafts-Jahrbuch. 
Ungarisches Institut fiir Wirtschaftsforschung, Berichte. 
Vereinigung der Sparkassen und Banken (Budapest), Devisenbewirtschaft

ung in Ungarn. 
United Kingdom 

"Defence Regulations," Explanatory Leaflet (London, September, 1939). 
Department of Overseas Trade, Edwards, R. P. F., Reports on Economics 

and Commercial Conditions in Hungary. 
, Jordon, S. R., Reports on Economic and Commercial Conditions in 

Greece. 
~, Sturrock, H. N., Reports on Economic and Commercial Conditions in 

Jugoslavia. 
, Thelwall, J. W. F., and Edwards, R. P. E., Economic Conditions in 

Germany. 
United States 

American Bureau of Metal Statistics, Yearbook. 
Bureau of Foreign and Domestic Commerce, Foreign Financial News. 
U. S. Tariff Commission, Compilation of Data on U. S. Trade with Germany 

OVashington, 1939). 

Hungary 

Hungarian General Credit Bank, Economic Reports. 
Hungarian National Bank, Administration of the Foreign Exchange Con

trol in Hungary {Budapest, June 13, 1933). 
, Laws and Decrees concerning the Safeguarding of Normal Conditions 

of Economic and Credit Life (Budapest, 1932). 
, Reports Submitted to the Ordinary Annual Meetings. 



I N D E X 

"Active economic policy" in Ger
many 191, 192, 196, 198, 210, 
222-223, 272, 285 

"Additional" exports 
financed by exchange windfalls, 3, 

18-19 
Germany, 185, 199-200, 220 
general, 303-304, 318 
Hungary, 84, 85, 102, 126, 133-144 

Agricultural indebtedness, 75, 101 
Agriculture and industry 

Austria, 60-61, 356-358 
general, 23, 85, 302 
Germany, 175, 187, 194 
Hungary, 82, 93, 99-100, 102, 106-

115, 363-365, 370, 371 
Agriculture, relief or subsidy to, 60 -

62, lOI, n o - U 4 
Allocation of devisen 

Austria, 38-39, 47-50 
general, 5, 18, 308, 322 
Germany, 168, 183-184, 203, 204, 

271, 284 
Hungary, 80-82, 95, 96, 107, 155 

Alternatives to exchange control, 9-13 
Argentina, 217, 247-253, 255-256, 

269, 301 
Aski Marks, 211-212, 218-221, 237-

238, 273, 309, 312 
Austraha, 256, 294, 301 
Austria, 4, 27-73, 81, 83, 86, 90, 95, 

119, 120, 121, 123, 124, 125, 138, 
166-157, 164, 179, 190, 196, 197, 
217, 268, 299-332, 349-360 

Autarky, 6, 62, 75, 115-118, 150, 176, 
184, 187, 190, 191, 223, 286, 294, 
297-299, 309, 319, 336 

Balance of payments, 66, 142,162,177 
Banks, closing and reconstruction, 

27-32, 76-80, 171, 179-180 
Belgium, 86, 120, 122, 125, 178, 203, 

213, 216, 23] , 244, 256 
Bilateral trade agreements and bilat

eralism 

causes of introduction, 13-17 
general, 316, 324-348 
see also clearing, compensation, 

payment agreements 
Black market, 19, 30, 81, 145-148, 

175,196 
see also evasions 

Blocked accounts 
and additional exports, 18 
Austria, 50-51 
Germany, 178, 198-200, 236-241, 

301-305, 397-398 
Hungary, 81, 85, 132-141, 145-146, 

366-368 
Brazil, 217, 247-253, 256, 268 
British India, 247-253 
British South Africa, 255-256 
Brocchi system, 16 
Briining, 161, 174-176, 184, 187, 194, 

271-272 
Budgets, national 

Austria, 35 
Germany, 160-161, 164, 175, 225-

226 
Hungary, 101, 103, 106, 362 

Bulgaria, 58, 81, 83, 84, 120, 157, 202, 
258-261, 265, 268 

Capital movements 
Austria, 27-28, 32, 41, 52, 65, 

70 
flight of capital and exchange con

trol, 2, 4, 7-13, 15, 16, 22 
Germany, 162, 166, 171, 177, 196, 

231, 235, 270, 282, 284, 291-293, 
302-303 

Hungary, 76-80, 126, 131, 149, 
151-152 

see also debts, repatriation of 
bonds, standstill, moratorium 

Certificate system, 18, 39, 81, 95, 109 
Chile, 217, 256 
Clearing 

Austrian clearings, 39, 43—46, 57 
causes of introduction, 13-17 

409 



410 INDEX 

effects, 24-26, 118-131, 151 
see also exchange control 

German network, 201-233, 257-
270 

Hungarian clearings, 81-82, 88-89 
importance of, in total trade, 63, 

120-121 
triangular, 16, 221, 333-334 
uncleared balances, 15, 25-26, 46, 

50, 58-59, 72, 81-82, 86-87, 208, 
213, 216-218, 227, 249, 262-268, 
270, 273, 281, 289, 317 

Zwangsclearing, 16, 201, 272-273 
for specific clearing agreements, see 

name of country 
Colombia, 217 
Compensation 

general, 13-17, 322 
Germany, 217-221, 237-238 
Hungary, 82, 83, 120, 151 

Control boards, 205-206, 2U-2 !2 
Copper imports by Germany, 245-

246, 253-255, 391 
Cost of living and exchange control, 

107, 152, 156, 205, 249, 281-283, 
298, 363-365 

Cotton imports by Germany, 245-
253, 390 

Credit Anstalt, 9, 27-31, 33, 36, 53, 
54, 67, 156, 158, 159, 164 

Czechoslovakia, 36, 42, 58-59, 62, 63, 
81, 83, 88, 90, 93, 105. 119, 120, 
133, 138, 231, 256, 267-268, 291-
292, 297 

Dawes Loan, 168, 178, 213 
Debts, foreign 

Austria, 52-59 
general, 300-305 
Germany, 70, 171, 178, 195, 210, 

229-231, 272, 287-288 
Hungary, 74, 131-144 
per capita, 33, 72 
see also flight of capital, moratoria, 

standstills 
Deflation 

Austria, 34-36 
general, 5, 9-12, 292-295, 314 

Germany, 164, 175, 185, 271 
Hungary, 96 

Devaluation 
as alternative to exchange control 

Austria, 33-34, 55 
general, 12, 292-295 
Germany, 172-173, 187, 195-

197, 223, 228-333, 271, 
2S3 

de facto 
Austria, 50-52, 64-68 
Germany, 233-242, 397, 398 
Hungary, 156-157 

Discriminating exchange rates 
Germany, 236-238, 241, 278, 281 
Hungary, 84-86, 114 
why introduced, 6, 7, 20, 314, 341-

343 
Egypt, 247-253 
Emergency decrees in Germany, 161, 

175, 177, ISO, 271 
England. 2, 3, 9, 28, 71,126,127,128, 

129, 134, 162, 165, 169, 171, 172, 
174, 180, 181, 195, 206, 208, 209, 
213-216, 235, 238-242, 244, 253-
254, 256, 283, 307 

Equilibrium rate of exchange, see 
overvaluation 

Esthonia, 202 
Evasions 

Austria, 40-44, 65 
general, 21, 305-309 
Germany, 167, 175, 181-182, 204, 

220 
Hungary, 81, 142-148 

Exchange control 
administrative experience, see eva

sion, allocation of devisen 
domestic economy and, see prices, 

production, wages, etc. 
foreign debts under, see foreign 

debts, moratoria, standstills 
laws and regulations, 37^4, 57, 69, 

77, 80-90, 150, 166-168, 175, 
181-184, 194, 200, 211, 220, 222, 
239, 305-309 

purposes of, 290-299 



INDEX 411 

rates of exchange under, see rates 
of exchange 

theory of, 323-348 
Export against controlled currencies 

Austria, 38-12, 44, 50 
Germany, 237-242, see also Aski 

Marks 
Hungary, 139-141 

Exports 
prices, 127-131, 229-230, 238-241, 

257-270 
subsidy of, 110-115, 185, 199, 223, 

228, 232, 237, 239-240, 312 
see also trade, international 

Finland, 203 
Foreign creditors funds, 

Austria, 53-54 
Germany, 198 
Hungary, 97, 131-141, 145, 372 

France, 28, 45, 46, 50, 71, 81, 88, 120, 
122, 125, 127, 128, 134, 156, 165, 
173, 178, 209-210, 213, 221, 244, 
256, 297 

Germany, 6, 16, 19, 28, 29, 30, 42, 57, 
63, 69-73, 81, 84, 93, 105, 120, 
123, 124, 125, 128, 129, 156, 157, 
158-289 

Gold currencies, 171, 181, 204, 232-
233, 283, 315 

Gold markets, 64-67, 73, 93, 97, 103, 
147, 360, 366-367 

Gold pengo law, 75-78 
Greece, 58, 120, 202, 258-261, 268 
Hitler government, 161, 164, 188-190, 

197, 272, 298 
Holland, 71, 200, 203, 213, 244 
"Holland clause," 206 
Hoover moratorium, 165, 179 
Hungary, 18, 19, 20, 30, 33, 36, 42, 45, 

46, 47, 58, 62, 63, 74-157, 202, 
268-261,268, 294-295, 299-323, 
361-372 

Imports 
control, 62, 98, 107, 108, 184, 197, 

205-206, 211-212, 215-216, 220, 
249, 273, 284-285 

prices, 127-131, 229-230, 242-257 

Interest rates, 175-177, 182, 226 
see also rediscount rates 

Introduction of exchange control 
Austria, 33-37 
general, 7-13 
Germany, 158-177, 270-271 
Hungary, 74-80 
see also exchange control, purposes 

of 
Italy, 45, 46, 50, 58, 63, 66, 81, 88, 

119, 120, 122, 124, 133, 203, 262 
Jugoslavia, 16-18, 20, 36, 46, 58, 66, 

83, 84, 88, 120, 123, 202, 258-
265, 268 

Keynesian doctrines, 176-177, 297-
298 

Mexico, 247-253 
Modern money, 158, 166, 216, 232-

233, 343-346 
Monetary circulation 

and exchange rates, 4, 5 
Austria, 31, 32, 74-76, 349-351 
Germany, 159, 162, 165, 169, 170, 

175,177, 200, 225-226, 272, 373-
376 

Hungary, 67, 90-106, 361 
Monopolies, 23, 57, 99, 106-109, 114, 

154-155, 159, 160, 162, 175, 264, 
281, 320, 341 

Moratorium 
alternative to exchange control, 9 
Austria, 53-55, 66 
Germany, 70, 198, 200-201 
Hungary, 79, 96, 131-149 

Miiller government, 161 
"New Plan," 203, 211-233, 247,273-

274, 284-285 
New Zealand, 329, 330 
Norway, 203 
Overvaluation, see rates of exchange 
Papen government, 187, 188, 191 
Payment agreements 

causes of introduction, 13-17, 318 
Germany, 203, 213-216, 274, 395 
Hungary, 122 
see also clearing 

Peru, 247-253 



412 INDEX 

Poland, 5, 58, 120, 129, 157, 217, 312, 
321 

Portugal, 203 
Premia and surcharges 

Austria, see "private clearing" 
general, 18, 19 
Germany, 188, 211, 219 
Hungary, see rates of exchange 

Prices 
Austria, 34, 56-57, 60, 64-67, 353-

358 
general, 310-315 
Germany, 159, 173, 175, 177, 180-

181, 204, 209, 210, 273, 284, 378, 
379 

Hungary, 85, 86, 90-106, 114, 152-
156, 363-365 

Price-fixing, 73, 99, 175, 284, 311 
"Private clearing," 47-52, 62, 81, 311 
Production 

Austria, 61-62, 352 
Germany, 159, 181, 205, 227 
Hungary, 90-116, 362 

Protection by exchange control, 60-
62, 110-114, 297-298, 322, 332 

Purchasing power parity, 234, 236, 
277-278, 310 

Rates of exchange, official and "real" 
Austria, 44-52, 58-59, 61-68 
general, 4, 17-21, 22-23, 26, 293-

294, 308-315, 317-318, 336-343 
Germany, 69-72, 191, 195-206, 

218, 231, 233-242, 274, 282, 284, 
397-398 

Hungary, 82-83, 85-114, 127-131, 
149-150, 152, 366-368 

Raw material quota, 18, 48-51 
Raw materials, shortage of, 95, 109, 

110 
Rediscount rate, 27, 32, 74, 93, 96, 

101, 162, 165, 169, 172, 176, 362, 
377 

Reparations, 163, 165, 168, 178-179, 
271, 283 

Repatriation of securities and the 
flight of capital 

Austria, 42-43 
Germany, 182, 183, 185, 186, 187, 

195, 300, 302 
Hungary, 145-148 
see also evasions, blocked accounts 

Rhodesia, 253 
Rome agreements, 63, 111, 124 
Rumania, 7, 16, 18, 20, 21, 50, 58, 81, 

83, 88, 90, 119, 120, 123, 202, 
258-261, 267-268 

Russia, 180, 215, 242, 256 
Schleicher government, 188, 191, 272 
Scrip, 198-199 
Social Democrats, 35-36, 161, 168 
Spain, 256 
Standstill agreements 

Austria, 29, 52-55, 67 
Germany, 70, 171, 175, 178, 194-

195, 271, 272, 283 
Hungary, 77-80, 131-144 

"Swedish clause," 203-208, 212-213, 
273 

Switzerland, 45, 46, 50, 66, 71, 81, 86, 
88, 93, 120, 122, 126, 127, 134, 
156, 200, 203, 213, 244 

TotaUtarian state, 158, 211-233, 252, 
282, 284-285, 2S9, 315, 343-348 

Trade, international 
commodity composition 

Austria, 45, 58, 73 
general, 319 
Germany, 224-225, 264, 269, 273, 

275-276, 285-286, 381-382 
Hungary, 84, 116-118 

direction, 
Austria, 62-63 
general, 23-24, 318-319 
Germany, 180, 206, 223-224, 

257-262, 268, 273-275, 383-
388 

Hungary, 118-127, 371 
exports, imports, and balance of 

trade 
Austria, 46, 62, 63, 359 
general, 258, 260 
Germany, 163-283, 191-193,198, 



INDEX 413 

204-208, 211, 222-224, 227, 
229, 243-245, 257-270, 271, 
273, 286, 380 

Hungary, 76, 96, 97, 102, 116, 
118, 369 

prices and terms 
Austria, 62 
general, 24-26, 295-296, 320-322 
Germany, 193, 229-231, 242-270, 

272, 276-282, 286-287, 299, 
392 

Hungary, 75-76, 93, 97, 103, 
127-131, 141 

volume 
Austria, 62 
general, 24, 315-317 
Germany, 191-192,205,207, 224, 

229, 247, 270, 274, 286, 380-
382, 393 

Hungary, 128-129, 131 
Turkey, 58, 86, 120, 247-253, 256, 

258-261, 265-266 
Unemployment, 73, 100, 154, 160, 

165, 285, 297-298 
United States, 33, 34, 66, 71, 74, 134, 

165, 178, 187, 195, 231, 232, 245, 
247-253 

Uruguay, 217, 256 
Wages and incomes, 117, 153-155, 

160, 165, 175-177 
Wheat premia in Hungary, 110-114 
Wool imports by Germany, 246, 255-

257, 396 
Young Loan, 163, 178, 213 


