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PREFACE

%

This is tke third World Economic Survey dealing with a world"at
war. The first, covering the period 1939/41, was concerned mainly
with the problems of transition from peace to war economy, and
these problems still occupied an important place in the 1941/42 edi-
tion. The present edition, by contrast, reviews a period of full-fledged
war economy, a period in which the mobilization of resources for
war purposes reached its peak in the principal belligerent states, and
throughout the world the stresses and strains imposed by war con-
ditions and war requirements reached their maximum tension. The
period covered in this volume extends from the autumn of 1942 to
the end of 1944, though in a few cases the story is carried forward
to include events of the early weeks of 1945.

A general picture of conditions in selected countries¢r groups of
countries is given in Chapter I. The following chapters contain more
detailed information on production, consumption, fingnce, prices,
trade and transport, each subject being treated separately.

It is hoped that the present edition of this Survey may derive a
special interest from the fact that it deals with the world economic
situation on the eve of the United Nations’ victory—a situation
which will inevitably form the point of departure for much of the
work of post-war reconstruction.

A. LOVEDAY,

Director of the Economic,
Financial and Transit Department,
League of Nations,
April 1945.



CHAPTER I
GENERAL OUTLINE

INTRODUCTION

* The growth and intensification of war economy, described in the -
two preceding issues of this Survey, reached a peak in 1943. There
was comparatively little further change in the economic war effort
of the principal belligerents during 1944. In the United States and
the United Kingdom, according to the available indications, war
production seems to have attained a maximum during the latter part
of 1943, while in Germany it had at that time already passed its peak.
Germany’s economic strength was being steadily undermined during
the years 1943-44 by losses in the field of battle as well as by aerial
bombardment. At the same time the economic war effort of the United
Nations was, on the whole, maintained at or near the maximum
degree of iatensity until the complete defeat of Germany was ac-
complished in the spring of 194s5.

From the high-water mark reached in the second half of 1942,
the tide of Axis invasion ebbed fast. The area subject to Germany’s
control in Europe and North Africa, after expanding rapidly in the
three years from September 1939, shrank just as rapidly in the two
following years. In the Pacific, the area under Japanese control also
began to contract. The maritime supply lines of the United Nations
were firmly secured by the defeat of the U-boat in the Battle of the
Atlanflc and by the opening-up of the Mediterranean.

These were among the many momentous changes that affected the
course of economic as well as military affairs during 1943-44. The
period was by no means uneventful. Nevertheless, the general im-
pression left by the facts assembled in this volume is that during
these two years—and more especially after the middle of 1943—the
course of economic developments in the world at war exhibited a
Phase of relative stability.

Most countries had by that time made great progress towards ad-
justing themselves to the conditions and requirements arising from
the war. The mobilization of economic resources for war purposes
to an extent compatible with the accepted level of consumption was
practically completed in 1943, not only in the United States and the
United Kingdom, but also in such countries as Canada and Australia.
In both the United States and the United Kingdom the volume of
consurpption remained almost stable from 1942 to 1944. While in
the United Kingdom the volume was about 20% below the pre-war
level, in the United States it was higher than ever before. The curve
of industrial production in Canada as well as in the United States,
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after rising steeply in 1941-42, flattened out in 1943 as the limits of
available tnanpower were reached. o

In German-occupied Europt, thanks largely to a good harvest, fesd
consumptioff stopped declining in 1943 and in some regions even im-
proved. Economic conditions in the neutral European states were,
remarkably stable; industrial activity in Sweden and Eire, for ex-
ample, remained almost constant at levels that were 12-15% and
20-25% respectively below those of 1939.

The greater stability in 1943-44 showed itself, furthermore, in a
slackening of the rate at which prices were rising. In many countries,
including notably the United States, the United Kingdom, Canada,
Australia and New Zealand, indices of both wholesale prices and the
cost of living rose, if at all, much less than in the earlier war years.
Governmental efforts to curb the inflation of prices seemed in many
cases to have met with a measure of success. These efforts, however,
did not only take the form of taxation; they consisted in*large part of
rationing, price control and other measures which, while no doubt
checking the expansion of purchasing power, did not remiove the in-
flationary surplus that existed, but rather stored it up for the future.

It is true that in certain areas, such as Italy and southeastern
Europe, inflationary forces driving up the level of prices remained
very active or became even more intense. In the Middle East and
India, however, where a serious inflation of prices had got under way,
the movement was checked, if not arrested, in the latter half of 1943.
In China there was “stability” only in the sense that the increase of
prices was not further accelerated but continued at a steady rate of
about 10-12% per month. In the Latin-American republics, with a
few exceptions, there was a slowing-down in the upward movement
of price indices during 1943-44.

If thus the world economic situation may be said to have reached
a certain degree of stability in 1943-44, that situation itself was none
the less of a quite extraordinary character. Never before had there
been such feverish activity throughout the world; never before had

there been so great an output of goods and services. Over 50 million

men were under arms; and yet world production was considerably
greater than in peace-time. The expansion of aggregate output was
made possible by the elimination of unemployment, by the lengthen-
ing of hours, the employment of women and others who had not been
previously employed, and by the shifting of workers from jobs
where their productivity was low to jobs where their productivity

was relatively high, The last-named factor showed itself not only in"

labour transfers in highly industrialized countries, but alsc in a
shift of manpower from farms to factories in primary-producing

states bent on developing their own industries under the stress of -

war-time scarcities.
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It has been estimated that in 1943 roughly ofte-third or more of
°total World production was for war pugposes.! At least one-half ef
thePesources required for the world’s war production seegns to have
come from the expansion of aggregate output, the rest being pro-
Pided by reductions in consumption and in private capital outlay.
Needless to say, the proportions in which these sources contributed to

the dconomic war effort varied greatly from country to country. By
far the greater part of the enormous war output of the United
States came from increased total production; some of it came also
from reduced private investment; but the volume of consumption
does not appear to have been reduced. Canada and South Africa
seem to have provided practically the whole of their war production
through an increase in aggregate output.” In most of the belligerent
countries, however, including the United Kingdom, Germany, the
Soviet Union,, Japan and Australia, a large part of the war effort
had to be met by a reduction in private consumption. Furthermore,
civilian capital outlay in some of these countries—notably in the
United Kingaom and Germany—was cut down to such an extent that
not only the expansion, but also the replacement and maintenance,
of private capital equipment had to be neglected.

In addition to such “disinvestment,” large-scale destruction oc-
curred through military operations, principally in Europe. The de-
struction wrought by retreating German armies, particularly in
Russia and Italy, was enormous. From the spring of 1943 onwards
Germany herself was subjected to heavy and almost continuous
bombardment from the air. The German war economy became more
and more what German writers called an “air-raid economy’ (Luft-
kriegswirtschaft). Apart from air-raid victims, whose number is not
known, there were some 30 million homeless people in Germany and
the rest of Continental Europe—people who had been uprooted
as a° result of warfare, deportations and recruitment of foreign
labour.®

. Economic conditions in Continental Europe were increasingly
affected by inland transport difficulties caused by military destruction
and other factors. In the Far East, a severe and growing shortage of
shipping was the main obstable that prevented Japan from fully ex-
ploiting the vast area she had conquered in the southwest Pacific and
southeast Asia. By contrast, the shipping situation of the United
Nations showed a marked improvement during and after 1943,

e 1 See “Economic War Efforts: VI—The World at War,” in The Bulletin of
International News (The Royal Institute of International Affau-s London), May
13th, 1044 pages 387-

2 See "Economic ar Efforts VI—The Werld at War,” in The Bulletin of In-
ternational News, op. cit., page 389
%s 2 See Eugene M. Kuhscher The Displacement of Population in Europe (Inter-
national Labour Office, 1943).
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thanks tg the defeft of the German submarine campaign and the
prodigious expansion of shipbuilding in the United States. Though'
there was some recrudescence of German submarine activity in"the
latter part of 1944, the increased scarcity of shipping which de-
velgped at that time was due mainly to the simultaneous expansiofu
of military operations in both Europe and the Pacific. o

. The improvement in shipping was of central importance for the
supply and distribution of goods and services in the United Nations
war economy. The massive flow of lend-lease material from the
United States came to be offset in part by goods supplied and services
rendered as “mutual aid” to United States armed forces overseas.
The extent of this aid remained modest in comparison with lend-lease,
but it increased steadily as the U.S. forces overseas increased.

Moreover, as shipping conditions grew less strained, it became
easier for the centres of war industry in the United States and Great
Britain to draw upon the agricultural and mining reserves of outlying
regions. Many countries in the sterling area and in Latin America
acquired large amounts of sterling, gold or dollar balances in ex-
change for the export surpluses they contributed to the United
Nations war effort. In this way the accumulation of deferred pur-
chasing power or “pent-up demand” became a feature of international
monetary relations as well as of domestic war finance. In some part,
however, the increased monetary receipts of primary-producing coun-
tries were currently applied to the redemption of long-term external
debt. The progressive liquidation of the international debtor status
of some of these countries was accompanied by continued, and in
some cases accelerated, industrial development at home.

Debt liquidation occurred not only in the international, but also
in the domestic accounts of agricultural communities. Frequently
part of the money income which accrued to farmers and peasants
could not be spent because of the lack of manufactured goods, 'and
was in consequence used to some extent for debt repayment. In
France, Hungary and elsewhere on the European Continent there was
a marked improvement in the financial condition of farmers as com-
pared with other classes of the population. The weight of agricultural
indebtedness was substantially alleviated in countries as wide apart
as Canada, Denmark and India. In India especially, the inflationary
price rise in 1942-43 was not without some beneficial effect, consider-

ing the heavy debt burden which had weighed on the Indian peasantry
previously.

THE SITUATION IN PARTICULAR COUNTRIES <

The main body of this Survey is devoted to a discussion of special
subjects representing various categories of economic phenomena in
the world as a whole, rather than to a description of developments in
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different geographical areas. Accordingly, the chapters which follow
® deal sficcessively with production, consumptlon finance, prites, trade
and® transport.

Before turning to these specialized chapters, it seems Jesirable to
¢lance at the general situation in certain countries or groups of
ceuntries. In the following pages, therefore, we shall briefly review
the tconomic scene and take note of the salient features in it as we
turn from one part of the globe to another. .

United States

Economic developments in the United States during 1943 and 1944
exhibited in a marked degree the tendency towards stabilization men-
tioned earlier. The expansion of employment and production, which
had been extraordinarily rapid in 1941 and 1942, slowed down in
1943, while in 1944 the main indices of economic activity showed, on
the whole, refatively little change either-upward or downward. The
aggregate volume of war production, after reachmg a peak in the last
quarter of 1943, remained practically stable in 1944 (see Chapter 11,
page 87), although considerable shifts occurred as between different
types of output in response to changing military demands.

The remarkable fact, however, is not so much this tendency to-
wards stability as the exceptxonally high level at which it manifested
itself. Between 1939 and 1944 the total volume of production in the
United States nearly doubled. It was this expansion in total output
that enabled the United States to produce an enormous flow of goods
for war purposes without any appreciable sacrifice in the average
civilian standard of living. In other words, the United States in 1944
had, in effect, two economies—one for war, and the other for the
civilian community—and each of them was practically equal in size
to the entire pre-war economy.

his situation is best illustrated by the following figures represent-
ing the current money value of (or, what is the same thing, expendi-
ture on) goods and services produced in the United States in the
Jyears 1939 and 1941-44.

The current value figures reflect partly, of course, the rise in prices
since 1939 ; but in the last two lines of the table the figures have been
adjusted for the price rise so as to show the movement in “real”
terms. Such adjustments cannot claim any great precision, and are
necessarily subject to reservations. It is difficult, in particular, to
make allowance for changes in quality. In view of war-time deteriora-
*tion in the quality of consumers’ goods, it may well be that even the
adjusted figures overstate the real volume of consumption after

1941.}

" 11t may, however, be noted that, ac::ordmg to a report quoted in Chapter V
(page 237), allowance for “hidden” price increases due to quality deterioration
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United States:*Gross National Product (or Expenditure)

$¢000,000,000's) -
At crurrent prices: 1039 1041 1042  I043  I044t
Gross national product (or expenditure) 886 1208 1515 1878 198.(
Government expenditure on goods and
- services 160 25 620 g;.S 4
War expenditure 1.4 13.3 49.5 .5 . 88.3
Other Government expenditure® 14.6 13.2 12.5 12.3 13.
QOutput available for private use 72.6 93.9 8.5 93.0  99.4
Private gross capital formation 100 10.4 2.7 2.1 1.8
Construction 3.6 5.2 28 ;g . ;g
uipment and other 7.4 14.2 4.9 .
Co%squmers’ goods and services 617 746 819 909 976
Durable goods 6.4 9.1 6.3 6.6 6.7
Non-durable goods and services 553 655 756 843 909
At 1939 prices:
Gross national product 886 1123 1326 1553 ‘e
Consumers’ goods and services 617 697 688 708 736

Source : Survey of Current Business (U.S. Department of Commerce).
2 Preliminary estimates, 7
b Including state and focal governments. ¢

The increase in the volume of consumption from 1939 to 1943,
which is indicated by the last line of the table, was accompanied by
a sharp reduction in private investment (‘‘gross capital formation”).
Practically the whole of the increase in gross national product from
1939 to 1943 was therefore available for war purposes. According to
preliminary estimates, this is roughly true also of 1944 compared
with 1939. In 1944 the gross national product in “real” terms (that
is, at constant prices) seems to have been more than 80% larger than
in 1939. It was this expansion which made possible a volume of war
production comparable in magnitude to the country’s total production
in 1939.

Owing to the nature of war requirements, this expansion of aggre-
gate output was, of course, chiefly concentrated in industrial produc-
tion. The volume of industrial production more than doubled between
1939 and 1944. As will be shown in Chapter II, war production ab-
sorbed more than this increase; there was, in consequence, a decline
in industrial production for civilian needs.

An increase of this magnitude in total industrial output naturally
required a considerable expansion of industrial capacity in terms of
plant and equipment. The utilization of the previously existing plant
and equipment was greatly intensified ; but the war created demands
for many types of industrial capacity which had previously not existed
at all or existed in quite inadequate volume. The war-time expansion
of the industrial structure was, however, by no means confined to

and other similar factors would raise the official U.S. cost of living i .
points—that is, by only 2 to 3%. cost of living index by 3 to 4



munitigns industries in the strict sense. A number of basig capital-
goods industries shared in it. Steel production capacity, for example,
was substantlally increased. °

The creation of new or increased industrial capacity reached its
peak in 1942. In that year the Federal Government spent about $3,500
milion on the building of new industrial plant—an outlay as great
as the total private and government expenditure for this purpose
during the five years preceding the entry of the United States into
the war.® Machine tool production, furnishing the necessary equip-
ment for the war factories, was also at its peak in 1942. In 1943, in-
dustrial building, machine production and other “investment” ac-
tivities declined from the exceptionally high level of 1942, though
they still remained considerable.

The United States war production programme as a whole encoun-
tered, in succession, three principal bottlenecks. In 1941-42, war
production was held back by the shortage of industrial plant and
equipment; ip 1942-43, the limiting factor was the supply of ma-
terials, such as metals; in 1943-44, manpower became the most
serious bottleneck.

The expansion of industrial capacity which removed the first bot-
tleneck was described above. The situation in regard to industrial raw
materials changed rapidly from acute stringency in 1942 to compara-
tive ease or even abundance in the latter part of 1943. In 1944 most
materials offered little or no difficulty; among those that did cause
concern, coal and lumber were the most important.

The problem of manpower, however, was the most fundamental
one, and it became increasingly acute in 1943-44 as the remaining
unemployed were absorbed, as the expansion of the labour ferce by
the recruitment of women and others not previously engaged in-
evitably slowed down, and as the personnel of the armed forces was
increased to a total of more than 11 million men. A lengthening of
*working hours solved only a small part of the problem. More impor-
tant, probably, was the general improvement in the utilization of the
available manpower. The growing pressure of labour shortages led
to labour-saving devices, stricter controls, improved administrative
methods and greater efficiency. It has been officially reported that,
up to September 1944, training schemes conducted under the auspices
of the Federal Government had equipped about 13,760,000 workers
with special skills required in the war production programme. Among
the controls designed to eliminate wasteful uses of manpower was an
order issued in August 1944 placing “ceilings” on employment in
war plaifts as well as in less essential industries in order to prevent
t‘he “hoarding” of labour.

L Survey of Current Business (U.S. Department of Commerce), January 1944,
page 4.
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Employment in the war industries declined after November 1943,
and it proved possible to jncrease the output.of certain dssentiab
civilian geods, such as farm machinery and railway equipmerf® In
the summer of 1944 the prospect of an early end of hostilities in
Europe gave rise to much discussion of “reconversion” plans. There
was a drop in the labour force as many women and other persons gave
up their war work; and there was a tendency for workers to ‘leave
the war plants in search of employment in peace-time industries. The
War Production Board issued an order in August 1944 empowering
local production and employment authorities to permit the manufac-
ture of certain types of civilian articles provided that the necessary
labour was available locally for the resumption of such manufacture
without any encroachment on war production.

It proved, however, impracticable to issue more than a relatively
insignificant number of permits under this order. Later in 1944,
military demands were once more sharply increased, and the operation
of the order just mentioned was suspended. At the same time, man-
power controls were tightened up again; the drive for war production
was pressed forward vigorously until the spring of 1945, when the
final defeat of Germany was accomplished.

The preceding comments have been confined, in the main, to the
industrial sector of “‘gross national product”; but the agricultural
economy of the United States has also shown noteworthy changes.
In 1944, the total volume of agricultural production in the United
States attained a record level almost one-third above the pre-war
average (1935-39). The wheat and corn crops, in particular, were
larger than ever before; meat and dairy production was well above
the preswar level. Moreover, this remarkable expansion in agricultural
output was achieved with a labour force about 10% smaller than in
1935-39. “The shortage of farm workers has been overcome by a
longer and more strenuous working period, while favourable wéather
and advances in production methods helped to raise output.”

In view of the rising share of war expenditure in the total national
expenditure,’ it was natural that a growing proportion of the United
States output, agricultural as well as industrial, should be shipped
abroad. The published statistics of United States exports do not in-
clude shipments to U.S. armed forces overseas, but they do in-
clude lend-lease exports, which are discussed in some detail in Chapter
VI. Total exports, according to the published figures, represented
about 7.3% of the gross national product of the United States in
1944, compared with 3.5% in 1939. Imports, on the other hand,

L Monthly Bulletin, Federal Reserve Bank of New York, November 1944.

2 On the basis of the figures in the above table, the percentage of war expenditure

in gross national product in the four years 1941-44 was as follows: 11%, )
44‘}5:' 43%. o 32
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epresepted only 2.0% of the gross national pro&uct in 1944, com-
pareqd with 2.6% in 1939.

Consumers expenditure in the Umted States, though 1tomcreased
n “real” as well as in monetary terms, remained low in relation to
consumers’ incomes. In consequence, the flow of individual savings
sh8wgd a very considerable increase, as may be seen from the last
two lines of the following table:

United States: Income and Savings of Individuals

$ (000,000,000's)

1039 Io4r 1042 1043 Io44*
Income payments to individuals 708 927 1173 1431 1568
Less: Personal taxes and non-tax payments® 3.1 4.0 67 183 19.3
Disposable income of individuals 677 887 1106 1246 137.5
Less: Consumess’ expenditures 617 %46 819 909 g7.b
Net savings of individuals 6.0 142 288 337 399

Net-savings ag % of disposable income 0 16 26 27 29

Source: Survey of Current Business (U.S. Department of Commerce).
2 Preliminary.
b Federal, state and local.

Up to the end of 1942, the ratio of savings to income increased
rapidly. This was due partly to a natural lag of disbursements behind
the mounting income flow, and partly to the closing of certain outlets
of expenditure owing to restrictions on the manufacture of durable
consumers’ goods. Although income continued to increase after 1942,
the savings ratio remained almost constant. A considerable part of
the increase in income payments after 1942 was absorbed through
" higher tax rates. The “pay-as-you-go” system of tax collection
adopted in 1943 also helped to check the rise in disposable income.
The savings ratio showed only a slight further increase ; but the level
.it had reached was remarkably high in comparison with earlier years.
The high rate of savings has been attributed in part to “an awareness
gf future uncertainties and the temporary nature of some war
income.””* Among workers in the war industries, in particular, fear
of post-war unemployment doubtless tended to keep up the proportion
of income saved.

The high rate of saving was an important condition for the main-
tenance of relatively stable prices. Among the principal milestones
in the development of price and wage controls in the United States
were the “Little Steel” formula set up by the War Labor Board in
July 1942, the Stabilization Act of October 1942, the President’s
“hold-the-line” order of April 1943 and the introduction, in May

..
1 Survey of Current Business (U.S. Department of Commerce), August 1944,
page 9.
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1943, of government subsidies to keep down the cost of living.
Further particulars will be found in Chapter V. Here it may suffice
to note that the indices of both wholesale prices and the cost of MNing
remained practically constant from the spring of 1943 to the end
of 1944. The pressure of surplus purchasing power was very noticed-
ble in particular markets; but, on the whole, it was held in check with
a large measure of success in the period reviewed.

Canada

The course of events in Canada was not very different from that
in the United States. Economic mobilization reached a peak in 1943
and showed little change in 1944. Between 1939 and 1944 Canada’s
national income at current prices more than doubled. Allowing for
the rise in prices, the increase in the real national income, representing
the country’s physical output, has been roughly estimated at about
80%. As in the United States, civilian consumption increased dur-
ing the war years up to 1944, while private investment was reduced.

In terms of manpower, the changes in the Canadian economy have
been lucidly summarized as follows. “In 1939 about 4,000,000
Canadians were gainfully occupied and at least 300,000 who were
available for work were not employed. By the end of 1943 the gain-
fully occupied population had risen to approximately 5,100,000, but
about 1,900,000 of them were engaged in the armed forces, in
supplying the weapons of war, or in producing the food required for
special wartime exports. The number available to meet civilian needs
had therefore fallen to about 3,200,000, but at the same time the
average standard of living had risen materially and was probably
higher than it had ever been. This increased output of consumption
goods by a smaller working force can be accounted for in part by
longer hours of work, favourable crop conditions and the abnormally
small number now employed in private capital development and main-
tenance work. Another important factor, however, has been the im-
proverlnent in production techniques worked out under the stress of
war.” .

The increase in total employment, excluding the armed forces, was
relatively small. Apart from longer working hours, it was the advance
in productive efficiency that contributed largely to the increase in
national output. The spread of labour-management committees, as
in the United States, may be mentioned in this connection ; but more
important was the transfer of workers from relatively unproductive
occupations to jobs better supplied with capital equipment and, in
particular, to the highly mechanized war industries built ui) mainly
in the years 1940-42.

In 1943 the manpower shortage became serious, and the labou:

* Bank of Canada, Annual Report, February 1oth, 1944, pages 11-12,

-
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controls administered by the National Selective Service were tight-
ened up? A series of employment transfer orders were issued, listing
certain industries and occupations in which workers were,}requxred
‘to report with a view to compulsory transfer to more essential work.

Itowas stated in 1944 that only one-fourth of Canada’s output of war
goads was going to Canadian armed forces.' Of the remaining three-
fourtlts, destined for the other United Nations, a large part was de-
livered in the form of mutual aid.

Canada, it will be recalled, was one of the first among the Umted
Nations to adopt a general control of wages as well as prices, impos-
ing these controls at the end of 1941. Yet average wage rates in-
creased by 7.6% from 1942 to 1943® compared with a rise of only
1.2% in the (subsidized) cost of living; though part of the rise in
wage rates was matched, no doubt, by a rise in productivity. The
value of retail sales increased slowly but steadily throughout 1943 and
1944, reﬂcctmg a continued Yise in the volume of consumption, since
the retail prlce index was kept practically constant.

United ngdam

The people of the United Kingdom have been in the front line of
the war; they have endured through bombing, blackout and blockade
far greater hardships than their allies across the Atlantic; and they
have been mobilized for war or war production to an extent involv-
ing a heavy cut in their standard of living.

The following table may serve as the basis for a brief review of
the British war economy:*

United Kingdom (Table 1): National Expenditure
at Current Market Prices

. £(000,000's) 1938 1941 1942 1043 1944

. War expenditures as8 3700 4,062 4647 4,678

2. Other Government expenditurea® 436 517 535 538 543
3. Consumers’ expendituree 4,153 4,633 4,900 4,087 5,216
4. Capital expenditure at homed 285 394 307 352 287
5. Disinvestment abroads —70 —795 666 —684 —655

6, Gross national product
(or expenditure) . 5682 B4qo 09,237 0,840 10,009

* Central Government and local authorities; excluding transfer payments.

b Excluding non-war capital expenditure, included in item 4.

¢ This is equal to the sum of items 1, 2 and 3 shown in Table 3 below.

4 Gross expenditure on maintenance, replacement and increase of capital. Including
nog-war capital expenditure of central and local Government authorities,

e Net expenditure financed by sale of foreign assets and increase in overseas
liabilities. »

1 Monthly Rewew of Business Stotistics (Dominion Bureau of Statistics), Sep-
tember 1044,

2 Bank of ada. Statistical Summary, October-November 1944.

3 Source: Au Analysis of the Sowurces of War Finance and Estimates of the Na-
tional Income and Expendituire in the Years 1938 to Io44. Cmd. 6623.
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Thege figures ate expressed in current money values and thus are
affectﬁe by the rise in priceg which has taken place since the beginning
of the war. Official estimates designed to eliminate the effect of
price increases and to show the change in the real volume of consump-
tion are available only for consumption expenditure. In view of the
important contribution which reduced consumption has made to
Britain’s economic war effort, these estimates are worth considering.
They are designed to show the volume of expenditure not at current
prices, as in line 3 of the above table, but at constant (1938) prices,
and are thus indicative of the changes in the “physical” volume of
consumption. They are given below in the form of indices on the
basis of 1938 = 100.

United Kingdom (Table 2) : Indices of Consumption
Expenditure at Constant (1938) Prices*
1938 1939 1040 1941 1042 1943 1044
100 100 88 81 80 78 1 80’
& Source : Cmd. 6623 (op. cit.).

By far the greater part of the wartime cut in consumption occurred
between 1939 and 1941. From 1941 to 1943 the volume of consump-
tion showed only a slight further decline and remained at approxi-
mately four-fifths of the pre-war level. The reduction in consumption,
which occurred in spite of a sharp rise in total money income, came
about partly through a rise in the prices of consumers’ goods and
services, but chiefly through taxation and saving (which served to
finance the great bulk of Government expenditure). The manner in
which total private income was absorbed by consumption in “real”
terms, by the rise in prices, by taxation and by saving respectively,
may be illustrated by Table 3. :

Between 1938 and 1944, the proportion of taxation to income rose
from 21% to 35%, while the proportion of saving rose from 7%
to 19%. The increased rate of saving was, of course, largely a resuit
of the direct limitation of available supplies of consumers’ goods
through rationing and production controls.

In view of the importance of having a rough measure of the real
resources represented by money aggregates, The Economist has at-
tempted to make adjustments for price changes affecting certain
classes of national expenditure, similar to the official ad justment made
in the estimates of consumption expenditure. The amougts shown
in Table 1 above have been “deflated” in order to eliminate the effect
of price increases since 1938. The resulting estimates of expendityre
at constant (1938) prices reflect the “real” changes in the national
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Upited Kingdom (Table 3): Disposal of Private Income

«  £(000,000's) 1038 1941 1042 1043 1944
I. Consumers’ expenditure at constant’ 2

(1938) prices 3607 2020 2804 2798 2,808
2.° Consumers' expenditure due to in-

crease in prices — 803 1,050 1,174 1,285
3. ndirect taxes on consumers’ goods

and servicesb 546 820 056 1,015 1,033
4. Other tax paymentse 545 1,231 1,522 1,912 2,104
5. Savingd 365 1,491 1,619 1,765 1,608

6. Total private income (or outlay)® 5,063 7,355 Boso 8664 09,018

2 Adjusted for indirect taxes and subsidies,

b Central and local government indirect taxes, rates, etc., less subsidies, on con-
sumers’ goods and services,

¢ Income tax, war damage contributions, excess profits tax, stamp and death duties,
etc. (Central and local government),

4 Including sums set aside to meet accrued tax liabilities in excess of current tax
payments. The gredter part of item 5 is calculated as a residual and therefore depends
on the accuracy of other estimates.

¢ This item includes transfer payments from the government to the private sector
(amounting to £731 million in 1944). These transfer payments must be excluded,
and government income from public property (£47 million in 1944) included, to
obtain the “net national income at factor cost.” Further, total indirect taxes less
subsidies (£1,260 million in 1044) must be added to obtain the “net national income
at market value” Finaily, depreciation allowances (£475 million in 1944) must be
added to obtain the “gross national product (or expenditure)” shown in Table 1.

economy. These unofficial estimates are necessarily rough and tenta-
tive, but “they are believed to be of the right order of magnitude.”

One interesting indication given by Table 4 relates to the increase
in the gross national product in real terms. Between 1938 and 1944,
this increase would seem to have amounted to 21 %, though it is clear,

United Kingdom (Table 4): National Expenditure

- at Constant (1938) Prices*

£(000,000's) 1938 1941 1042 1043 1944
1. War expenditure 358 (2,960) (3,130) (3,440) (3,400)
2, ‘Other Government expenditure 456 (413) (410)  (398) (396)
2 Consumers’ expenditure 4153 3364 3322 3,239 3,322
4. Capital expenditure at home 785  (300) (289) (=250) (198)
5. Disinvestment abroad —70 (—608) (—483) (—486) (—454)
6. Gross national product

{or expenditure) 5,682 (6,420) (6,668) (6,841) (6862)

a See The Economist, May sth, 1045. The Economist's unofficial estimates for
items 1, 2, 4 and 5, as well as the totals based on these estimates (item 6), are shown
ir brackets, Item 3 has been obtained by applying the official indices shown in Table
2, above, to the 1938 consumption expenditure.

-

1 See The Economist (London), May 5th, 1945, pages 592-503. For the four years
1941-44, the price indices used by The Ecomomsst in “deflating” items 1 and 2 are:
125, 130, 135, 1374, while those used in “deflating” items 4 and 5 are: 131, 137},
141, 145 (1038 = 100). The indices for items I and 2 are admittedly arbitrary and
subject to a wide margin of error.
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from what has been said above about these estimates, that this per-
zentage cannot be taken to indicate more than the approximate order
of magnicude. )

Subject to the same reservation, we may use the figures in Table 4
to. illustrate the real sources from which the cost of the war has been
derived.® The excess of war expenditure in 1944 over that in 1938,
amounting to £3,042 million at 1938 prices, can be regarded as the
cost of the war in 1944. This cost was met by :

£(000,000's)
at 1938 prices
Increased output (increase in item 6) .......coivviiaiiannn, 1,180 39%
Reduced consumption (decrease in item 3} ........... ... 831 27%
Reduced non-war Government expenditure
(decrease in item 2) .. ...iiiiiiieiiiianiens eeseesees 6o 2%
Reduced domestic capital expenditure (decrease in item 4) 587 19%
Increased drafts on overseas capital
(increase in negative item 5) .......iieiiiiiiiiiienas . 38 13%
Total (increase in itém I) .....evvvvveninaranssnes 3,042 100%

All these calculations are tentative and approximate; nevertheless
they illustrate well the main features of war economy in the United
" Kingdom compared, for example, with the United States and Canada.
While in the United States and Canada practically the whole war
expenditure was met out of increased production, the United King-
dom had to make severe cuts in civilian consumption and to draw
heavily on capital assets at home and abroad.

The smaller increase in total current output in the United Kingdom
compared with North America is easily accounted for by the special
disabilities imposed on Britain through bombing, the blackout and
the blockade, by the more intensive mobilization for military service,
and by the fact that Britain started with a smaller margin of unem-
ployed resources. The blockade which the enemy sought to impose
by submarine warfare failed, but it did create an acute shipping
problem, making it necessary to divert labour into relatively inefficient
lines of production in order to replace essential imports. The effect
of this on general economic efficiency offset to some extent the effecfs
of large-scale industrial organization, labour training, increased
mechanization and other wartime improvements in methods of pro-
duction. Domestic production of low-grade iron ore, for instance, had
to be greatly expanded in order to replace high-grade ore formerly
imported.? Indeed, the total volume of industrial raw-material imports
in 1943 was 60% lower than in 1938, while Britain’s industrial pre-
duction as a whole was about 40% above the level of 1938.2 To save

1 Cf. The Economist, Maypsl}h, 1045, pa

ar

i ge 593.
2 Statistics relating to the Effort o tig United Kingdom,
Cmd. 6564, pages 15 and 22. f ingdom, November 194,

3 Statement of Minister of Production, quoted in Economic Journal, June-
Sept. 1044, page 169.
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shipping space, the output of British agriculture was increased by at
least 70% in terms both of calories and of protein.* On the other
hand, the “service” industries catering to private consumers declined.
Moreover, there was one essential form of production—namely, coal
mining—in which output declined despite strenuous efforts to main-
tair it.

The number of industrial workers employed on military supply
orders reached a peak in November 1943. The reduction which oc-
curred thereafter was due to a further expansion of the armed forces
in preparation for the 1944 campaigns.® It has been estimated that,
“of the total supply of munitions produced by or made available to
the British Commonwealth and Empire since the beginning of the
war, about seven-tenths has been produced in the United Kingdom
while about one-tenth has come from other Empire countries—mak-
ing about four-fifths from British Commonwealth and Empire
sources. The remaining one-fifth of the Empire supplies has comne
from the United States, Of this total American contribution nearly
four-fifths has taken the form of lend-lease and the remainder the
form of British cash purchases.”* Chapter VI below summarizes the
available information concerning the lend-lease deliveries, which in-
cluded, of course, food and raw materials in addition to munitions.

The gathering of Allied armies in the British Isles prior to the
invasion of western Europe was accompanied by a considerable in-
crease in the volume of mutual aid granted by the United Kingdom,
particularly to the United States. “The impact of vast forces prepar-
ing for the liberation of Europe requiring transport facilities, accom-
modation, day-to-day amenities and supplies in these densely popu-
lated islands, added no little to the real cost of war which the people
of the United Kingdom have been called upon to bear.”

A large part of the cost of war to the United Kingdom has been
provided by “disinvestment abroad,” as shown in Tables 1 and 4
above. This does not, of course, include lend-lease and mutual
aid received from the United States and Canada without cash pay-
ment. The two forms of external disinvestment—namely, sale of
overseas assets and increase in overseas liabilities—are shown sepa-
rately in Chapter VI, page 255. Among the assets sold were gold,
bank balances, securities and direct investments overseas. The addi-
tional liabilities were incurred mostly in the form of sterling balances
held by countries in the sterling area and elsewhere. In the period up
te the end of 1941, the disinvestment occurred mainly through the
sale of asgets, while in the subsequent two-and-a-half years by far the

1 Cmd. 6564, op. cil., page 17.

#2 [bid,, page 6.

8 Ibid., page 10.
¢ Mutual Aid, Second Report, November 1944, Cmd. 6570, page 2.
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greater part took tne form of increased liabilities. Evidently ]E:»ritain’s
external disinvestment after the end of 1941 was, to a greater extent
than befere, concentrated in the sterling area and such couhtries
outside that area as were prepared to accumulate sterling balance.c:.‘

Germany

Germany’s military manpower losses forced her to intensify the
mobilization of labour in 1943 and 1944 for the purpose not of in-
creasing her war effort, but of preventing a precipitate decline. Ger-
man officials had spoken before of “total war economy” as an ac-
complished fact; but in January 1943, after the defeat at Stalingrad,
a state of “total mobilization” was decreed, and yet another measure
of “total mobilization” was introduced in July 1944, after the Allied
landing in France.

The decree of January 1943 required all men aged 16-65 and all
women aged 17-45, if not already under arms or in essential war
work, to register. for compulsory labour. This ““mass levy,” as it was
called, was characterized by the closing down of large numbers of
retail shops.

The recruitment of foreign workers was pursued with increased
vigour. At the end of 1943 the number of foreign civilians and
prisoners of war working in the Reich appears to have reached a total
of some 8 or g million persons. The number seems not to have in-
creased further in the first half of 1944; apparently Germany re-
verted to her earlier policy of employing foreign workers in their
own countries on German military orders, rather than moving them
to the Reich.

With the loss of occupied areas, however, Germany was thrown
back more and more on her own labour resources. A decree of July
25th, 1944 called for measures to “adapt the whole of the public life
to the demands of total warfare.” The Propaganda Minister was ap-
pointed “Reich Trustee for Total Mobilization for War.” The age
limit for the drafting of women into war plants was raised from 45
to 50. Theatres, music halls and other places of entertainment except
cinemas were closed ; the printing of all literature except political and
technical publications was prohibited ; many newspapers were stopped.
These and other examples of “total mobilization” in the summer and
autumn of 1944 indicate that there was little non-essential activity
left to eliminate. The principal effect of the total war decrees of 1944
was a thorough comb-out of the administrative apparatus in industry
as well as in local and central government. The need for more man-
power for war and war production evidently outweighed the risk of

! Further reference to Britain's overseas assets and liabilities is made in Chapt'ear
IV (page 195) and Chapter VI (page 255).



weakenipg the control of production and labour, s.rhich had already
become increasingly difficult as a result of the Allied air offensive. »

Indeed, the heavy and almost continuous air raids from the spring
of 1943 onwards caused profound changes in the German war
economy. There was a complete reversal of the policy of industrial
contentration which had been adopted in 1g42. The air offensive led
to a policy of the widest possible dispersal of war production. Plants
for the manufacture of component parts were in many cases trans-
ferred from the big cities to remote villages, and were often estab-
lished in the smaller factories which had been closed down in
the concentration drive of 1942. An increasing number of vital
plants, especially assembly shops, were set up underground (fre-
quently in disused mines, railway tunnels, etc.). Dispersal inevitably
entailed some loss of the advantages of mass production, and it placed
an additional burden on the transport system. Instead of remaining
on the same conveyor-belt, materials in the course of manufacture
had te be tragsported from one small production unit to another
before reaching the central assembly plant.

But there were certain industries which could not easily be dis-
persed. Among them were the synthetic oil plants on which Germany
had come to rely for most of her oil supply even before the loss of
Roumania; and on these the Allied air forces concentrated many of
their attacks.

The labour-mobilization measures already mentioned may have
succeeded in keeping up numerically the labour force engaged in
German industry. But the allied bombing offensive—apart altogether
from the dislocation, the irreparable destruction and the uneconomic
dispersal which it caused or occasioned—had two important effects
on the output and supply of labour. First, an increasing proportion of
the Igbour force had to be diverted from current production to repair
and reconstruction work of one kind or another. Secondly, every
raid, by destroying homes, disrupting transport and causing the loss
of records, gave tired or unwilling workers an excuse or a pretext
for not reporting to work. Under these conditions the compulsory
labour decrees became more and more difficult to enforce.

Food ration cards, together with the canteens and soup kitchens
attached to war plants, came to be used increasingly as a means of
exercising control over labour. As will be seen in Chapter III, food
rations remained adequate, at all events until the summer of 1944.
In the Reich itself, in contrast to the occupied territories, the collec-
tion of agricultural produce from the farmers continued to be
strictly and, on the whole, successfully controlled. It was lack of
transport rather than of farm deliveries that placed an increasing
strain on the urban food supply. In the earlier war years it had become
a very common practice among city dwellers to grow their own
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poultry and rabbits; but this had to be discouraged in 1944,in ordgr
‘to conserve feeding stuffs.«The whole food outlook for Germany was
radically altered in the summer of 1944 by the loss of such areas as
France and the Balkans which had not only fed the German armies of
occupation, but also sent food to Germany. Thereafter the Ger.man
army had to rely more and more on food grown at home. -

The output of consumers’ goods other than food was restricted
to an amount barely sufficient to meet the special requirements of air
raid victims. The ordinary clothing ration card was suspended, and
even the special cards issued to bombed-out persons were not always
honoured. What remained of industrial production for civilian needs
was transferred in September 1943 from the jurisdiction of the
Minister of National Economy to that of the Minister of Munitions
and War Production.

The housing problems arising from the bombing, and from the
forced migration of industry and industrial workers, were met in
part by the erection, largely with the help of governmant subsidies, of
huts made from salvaged materials and of prefabricated wooden bar-
racks and bungalows, of which considerable quantities were imported
from Finland up to the middle of 1944.

The special burden which the transport system had to bear in what
the Germans called their “air war economy” (Luftkriegswirtschaft)
is indicated by the 30% increase in railway passenger traffic between
1942 and 1943." It is reflected also in regulations prescribing special
permits for trips beyond a certain distance, in the compulsory di-
version of freight traffic from railways to waterways, and in a host
of other decrees and regulations. The aerial bombardment tended
both to disrupt transport facilities and to increase the demands made
upon them by relief and evacuation trains, as well as by the dispersal
of industries mentioned before. Any increase which may hawe oc-
curred in the rolling stock available inside the Reich as a result of the
contraction in the area under Germany's control was evidently quite
insufficient to alleviate the strain on the railways. The increasing
shortage of transport led to a deliberate movement towards regional
self-sufficiency. For instance, the growing of potatoes—a bulky crop
which had become of prime importance for human consumption—
was concentrated in the neighbourhood of the big cities, and was
discouraged in the traditional surplus areas of cultivation in eastern
Germany. In the autumn of 1944 it was reported that even the dif-
ferent war fronts were being made as “autarkic” as possible in respect
of munition and other supplies.? *

After the capitalization of the house rent tax and the cessation of

1 Cf. Chapter VII, page 2Bg, below.
2 T’he Economist (fondon), November 4th, 1044.
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advance payments on Government orders in 1942,"the years 1943/44
$aw no thange of any importance in the financial policy of the Reiche
No nbtable efforts were made to increase taxation, to shifs Govern-
ment borrowing from the banks to the public or to arrest the rapid
expansion of the note issue. In the drive to reduce the administrative
apparatus, income-tax declarations and assessments were virtually
abolished in 1944; with certain exceptions, people were required
simply to pay the same amount of tax as they had paid in the previous
year,

While the volume of money expanded continuously, money was to
an increasing extent abandoned as a medium of exchange. A large
number of barter shops were set up in 1943 under party or municipal
auspices, despite the objections of the Minister of National Economy,
who feared that the official sanctioning of barter would further
weaken the public’s confidence in the currency.? Barter had been
gaining in popularity even before, and, with the establishment of these
shops. where people could exchange their portable belongings, it be-
came organized and much more widespread. No doubt the authorities
intended the barter system to mitigate the hardships resulting from
the ban on the manufacture of consumers’ goods.

Germany’s military defeats seriously affected her domestic war
economy by causing the loss of vital raw-material sources outside her
frontiers, There was one basic material—namely, coal-—of which
Germany produced enough at home. Indeed, she was able to increase
her output steadily and substantially during the war years up to 1944,
mainly in the Silesian mining region annexed from Poland in 1939.
It should be kept in mind, however, that her requirements of coal,
particularly for the synthetic manufacture of oil and other products,
were also greatly increased.

Of Germany's external raw-material sources, one of the first to be
barré® to her was the North African supply of phosphates, which she
lost in 1942. The resulting shortage of fertilizers in German agri-
culture was aggravated by a shortage also of home-produced syn-
thetic nitrogen. The recapture by the Soviet armies of the Nikopol
manganese mines in the Ukraine in February 1944 was a severe
blow to the German steel industry. Further blows came in the spring
of 1944 with Turkey's embargo on chrome exports and Spain’s
drastic limitation of shipments of wolfram to Germany. Still more
serious were the consequences of the military events of the summer
of 1944, through which Germany was deprived of access to a large
number of vital products, ranging from Roumanian oil to French
aluminiuni. From Sweden, also, Germany was virtually cut off, as

& See Chapter IV, pages 171 and 186, below. . ) )
2'See H. W. Singer: “The German War Economy,” in Economic Jowrnal, April,

1044.
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the Swedish Government, in August 1944, “{ithdrew marine ip—
csurance facilities from Swedish ships trading with Germany and, in
the following month, closed Sweden’s Baltic ports to all foreign
ships.

German-Occupred Europe

The “New Order” programme which Germany launched in 1940
had as one of its objectives the integration of the European economy.
In 1941 and 1942 Germany abolished exchange restrictions and tariff
barriers in her relations with the Netherlands and the “Protectorate
of Bohemia and Moravia.” Late in 1942 she abolished tariff duties
on imports from occupied countries. This was a measure which,
though mainly intended to keep down the prices of imported goods
on the German market, could well be represented as a step towards
the New Order.

The actual tendency after 1942 was exactly the opposite : the trans-
port situation, which was steadily deteriorating, led to a progressive
disintegration of the economy of German-occupied Europe. The
transport shortage was due, on the one hand, to the reduction in the
supply of transport facilities (because of military losses and destruc-
tion, curtailment of road traffic as a result of oil and rubber shortages,
stoppage of sea and coastwise shipping routes, etc.) and, on the
other, to the additional wartime demands made on the transport
system (military movements, evacuation, dispersal of factories, etc.).
In order to limit the pressure on transport, maximum distances had
to be fixed for the shipment of goods. “In the occupied territories
more and more closed transportation systems have developed, in con-
trast to the early period of occupation, when the supply lines extended
all the way into the interior of Germany.”* The German authorities
were thus driven to adopt a policy deliberately designed to “split the
continent into more or less self-sufficient trade areas.”? *

It was transport that formed the bottleneck for shipments of oil,
wheat and other badly needed products from the Balkan area, a bottle-
neck which, incidentally, was tightened early in 1944 by the mining
of the Danube by Allied aircraft. The transport difficulty was the
main reason why Germany was not able to cover more than about
one-third of her oil requirements from Roumanian sources, and why
Denmark and Finland, for example, were forced to make synthetic
motor-oil from peat.

The transport problem was responsible also for aggravating the
food shortages in the cities of the occupied and satellite countries,
even when farmers in the countryside had surplus food to spare. It

1 Frankfurter Zeitung, April 20th, 1043, quoted by Herbert Block: “European

Transportation under German Rule,” in Social Research, May 1
2 Herbert Block, op. cit., page 241, Y 1044, page 225.



was the transport shortage that caused food condftions to vary so
widely between the different parts of a country such as France.:

Besides production and transport difficubties, there was yet another”
general factor tending to reduce the urban food supply, dnd that
was the reluctance of farmers to sell their products. This reluctance
was due in varying degrees to the farmers’ inability to buy anything
useful with the money received; expectations of price increases for
the products concerned; and unw1111ngness to support the German war
economy, since the farmer could not determine what part of his
produce, if sold through the regular channels, would go to feed his
compatriots in the cities and what part would go to the army of oc-
cupation or to Germany. Farmers therefore tended to hoard their
products, to sell them on the black market, to feed their grain to live-
stock or to increase their own consumption. A mass of decrees and
regulations goes to show that the control of farm deliveries was one
of the most stubborn economic difficuities the Germans encountered,
not only in the occupied territories, but also, though less directly, in
the Balkan satdlite countries. In Poland and the Baltic countries a
common method of collection was to impose a quota on every farmer,
and to sell salt, tools, horse-shoes and such clothing as was available
only to farmers who delivered their quotas in full. There and else-
where drastic penalties were imposed for non-delivery.

From 1942 on, the inflation of prices in the areas under German
control, especially in southeastern Europe, caused increasing concern
to the German trading authorities, who complained that this price
rise shifted the terms of trade and the clearing accounts against
Germany, since the German official domestic price level was kept
practically constant. The Roumanian wheat price, for instance, at
the prevailing rate of exchange, rose to about 4 times the German
domestic price of wheat. In the German press in 1943 there appeared
suggeations that Germany’s clearing debt was not a real one, since it
was due merely to the rise in prices abroad; and the countries con-
cerned began to fear that Germany might repudiate this debt. The
German authorities seemed to attach importance to keeping the
exchange rates nominally stable; but they induced some countries
to set up “price equalization funds” through which, in effect, sub-
sidies were granted on exports to Germany, while any imports ob-
tained from Germany were subject to surcharges. In fact, the German
Minister of National Economy announced in February 1944 that
Germany had “‘adopted an elastic price system for her export goods,”
raising her export prices by varying amounts according to the coun-
try of destipation.

The inflation of prices, as already mentioned, was particularly
marked in the southeastern area. In Hungary in the summer of 1943,
the whole wage and price level was raised at one stroke by 20-40%
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by Government altion. German newspapers often blamed the south-
gastern satellites—Hungary, Roumania and Bulgaria—for adminis-
trative weakness and laxity in their price controls. By far the worst
inflation, however, occurred not in a satellite but in an occupied coun-
try—namely, Greece. German writers pointed out that Greece, at first,
was under joint German-Italian occupation. A more fundamental
explanation was, of course, the central bank’s financing of German
occupation costs, coupled with a desperate scarcity of food and other
supplies in a country which had been highly dependent on sea-borne
trade and had lost its best farming region to Bulgaria. Germany
found Greece of little economic value, and hence took little interest
in her supply situation or in her economic and financial adminis-
tration.

The only country in Germany’s orbit which, judging by the official
indices, kept its price-level stable in 1943 and 1944—namely, Den-
mark—was one in which the supply situation, at least as regards food,
remained better than anywhere else in German-occupied Europe.
Denmark launched an anti-inflation programme in 1942 including
a “war boom tax”’ on incomes, an excess profits tax, increased indirect
taxation, compulsory savings, and sterilization of Government loan
proceeds in an inactive account at the central bank. This did not pre-
vent a continued expansion of the money supply, but it did tend,
apparently, to check the inflationary effect of German expenditures
and to “make room” for Germany's demands on the country’s output.

Germany’s demands were far greater in the case of France, Bel-
gium and the Netherlands. The French food supply was reduced by
heavy requisitions for export to Germany as well as for the army of
occupation. Both France and Belgium are estimated to have pro-
duced from three-fifths to two-thirds of their total industrial output
in 1943 for German account. In both countries, however, industrial
output was far below the pre-war level; in France it is reported to
have fallen in 1943 to about 55% of the 1938 level. Coal production
under the German occupation increased in France above the pre-war
level, while it declined in Belgium and the Netherlands.

In the late summer and autumn of 1944, when France and Belgium
had been almost entirely liberated, grave damage was inflicted on the
Netherlands economy by the flooding (in some places with salt
water), of extensive areas of fertile farm land. In September the
Netherlands railway workers, in order to speed their country’s libera-
tion, began a strike which, as it paralyzed economic activity, had
practically the effect of a general strike, The Germans took over the
railways, but used them solely for military traffic and refused to
transport food and coal for civilian consumption. Besides, the war
front cut off the southeastern coal mining region from the rest of
the country. The situation became particularly grave in the cities




of western Holland, where large numbers of peoplq were reduced to
stervatior by the end of 1944, when the railway strike was still con-
tinuing.

Italy

The southern and central parts of Italy, which were occupied by
Allied armies from July 1943 to the end of 1944, suffered considera-
ble devastation not only by land warfare and aerial bombing but also
by extremely thorough and methodical German demolitions. Between
60 and 70% of the industrial plants in these areas are reported to
have been destroyed.* The German demolitions in the Naples region,
for instance, affected chemical factories, tanneries, breweries, can-
ning plants, etc., as well as the harbour installations and public utili-
ties. The flooding of the Pontine marshes also left serious economic
consequences behind. But the chief objective of the German scorched-
earth policy was the electric power supply, on which practically all
Ttalian railways and go% of Italian industry normally depended for
their energy. @enerating stations, transformers and transmission
lines were systematically destroyed. Lack of electric power was there-
fore one reason, in addition to lack of transport and raw materials,
why in most cases even the factories that were still intact could not
resume production. The result was considerable unemployment. In
September 1944 it was estimated that in Rome—a city whose popula-
tion had swollen to one-and-a-half million through the influx of refu-
gees—there were about 200,000 persons who could not find regular
work.?

By the end of 1944 the electricity supply had been partly restored,
but it was still only about one-third of normal. A great deal of im-
ported equipment was needed to reconstruct the demolished power
plants. The railway system was to a large extent paralyzed by the
lack, @ot only of power, but also of rolling stock, most of which the
retreating Germans had moved northward. Transport, indeed, was
at the root of most economic troubles in the Allied-occupied zone.
Military traffic absorbed most of the available transpowt facilities.
While Rome was very short of food, the food-producing regions of
Sicily and the southern mainland had local surpluses which could
not be moved for want of transport. This difference in supply condi-
tions was partly reflected in the official bread ration, which during the
second half of 1944 was 300 grammes per day in the south and 200
grammes in Rome and north of Rome. Apart from the food diffi-
culties, perhaps the gravest civilian deficiency was in leather and
footwear. ,

The rate of exchange fixed by the Allied authorities placed too low

! New York Times, January 21st, 1045.
2 The Times (London), September 8th, 1944.



a value on the I1alian lira.! Prices in the local currency immediately
rose to meet the new rate, and continued to rise under the influence

« of commodity shortages on the one hand and Allied note issues on the
other. Ia the summer of 1944 the total note circulation in the whole
‘of Italy was officially estimated at 260,000 million lir.e,. of which
40,000 had been issued by the German and 35,000 million by the
Allied military authorities;?* this total may be compared with a note
circulation of 96,000 million lire in July 1943 and 24,000 million at
the end of 1939. Difficulties of supply, transport and administration
stood in the way of an effective operation of the rationing system.
Black markets flourished, and barter was becoming increasingly popu-
lar. The Allied authorities brought in supplies not only for their
armies but also for the civilian population; some food and clothing
came from the United States; some coal arrived from Britain. But
these imports were limited by the shortage of shipping, and they
were small in relation to the large requirements resulting from the
destruction wrought in an area which was even normally far from
self-sufficient.

-~

Liberated Europe

In France the economic problems following upon liberation were,
on the whole, less distressing than those arising from the war in Italy,
thanks partly to the more evenly balanced character of the French
economy and partly to the speed of military events. The German
troops had no time for such extensive demolitions as they carried
out in Italy, though they did succeed in wrecking many of the ports.
Large-scale destruction due to military operations was confined, in
the main, to Normandy, Brittany and the Vosges region. It has
been estimated that 80-85% of French industrial plant remained
intact. The French transport system, however, suffered very se-
verely from Allied bombing, French sabotage and German dzmoli-
tions. Being electrified to a much smaller extent than the Italian sys-
tem and therefore less dependent on a centralized power supply, it
may have proved less vulnerable. Yet the disruption of transport was
very great, and the difficulties which it caused were frequently inter-
dependent. The most serious immediate deficiency in the transport
system was a shortage of locomotives. Until this could be remedied
to some extent by repairing damaged engines and importing new ones
from America, it was difficult even to transport the materials needed
for the reconstruction of thousands of railway bridges. And until at
least certain key bridges were repaired, it was impossible to transport
the pit-props to the mines which produced the coal to heat the availa-

1 See Chapter 1V, p. 223, below.
*The Times (London), October 3rd, 1044.



ble locomotives. Although the coal mines—situaffd mainly in the
North—Wwere undamaged, their output at the end of 1944 was less
than three-fourths of the 1943 level, partly because of the madequate
supply of props from the southwest One-third of the reduced coal
output was being used for military needs.* The scarcity of coal forced
the Government in ]anuary 1945 to suppress all steam-driven pas-
senger trains and to restrict further the supply of gas and electricity.
Some industries, such as beet-sugar factories, were hampered mainly
by the coal shortage, while others, such as cotton manufacture, were
more directly affected by the lack of raw materials, There were, in
consequence, about 1,000,000 unemployed workers in France in the
autumn of 1944. By the end of the year, however, the number had
declined to about 600,000.

It has been estimated that the Germans absorbed more than 30%
of France's output of food during the occupation. Naturally, there-
fore, the cessation of German requisitions relieved the strain on the
French food supply; but the main problem was to transport the food
to the cities. M8reover, German requisitions had left behind them two
lasting effects: a shortage of draft animals on the farms and an ab-
normally low output of milk and dairy produce due to excessive
slaughter of herds during the occupation period. It was in respect of
fats that the French food supply after the liberation was most seri-
ously deficient. In general, the food shortage in most cities during the
winter 1944/45 was more serious than it had been in previous years.

In order to mop up some of the surplus purchasing power created
under the occupation regime, the Government floated a large Libera-
tion Loan during the last quarter of 1944, which brought in 127,000
million francs in cash and 33,000 million in Treasury bills and bonds
previously outstanding. The note circulation of the Bank of France,
after reaching a maximum at 632,000 million francs on October sth,
1944™ dropped to 572,000 million at the end of the year, compared
with 500,000 million at the end of 1943 and 149,000 million at the
end of 1939.

. The official exchange rate of the French franc in terms of U.S.
dollars and pounds sterling overvalued the franc and thus limited
the purchasing power of Allied military personnel in France. More-
over, direct restrictions were enforced with the object of keeping
down the expenditure of Allied soldiers, especially in retail shops.
With a view to facilitating the replenishment of stocks and the re-
newal of equipment, France suspended all import duties as from
December I5th 1944. Imports were limited, however, primarily by
the pressute of military demands on the available sh1ppmg and port
facilities. In January 1945 a plan was established providing for sub-

L New York Times, January 18th, 1945.
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stantial raw-mat¢rial shipments to France in order to make use of
French labour and industrial plant for Allied war requirements. *

In Belgium, transport was disrupted not so much by damage to
the railWays, as by the wrecking of the canal system through destruc-
tion of locks, sluices and barges. The collection of crops from the
farmers presented some difficulty, as in France. But the domestic
harvest, unlike that of France, could not covér more than a few
months’ requirements. Early in 1945 Belgium became dependent on
imports for its bread supply. Coal production declined to about five-
eighths of what it had been under the German occupation. In order
to ensure adequate supplies for military needs, the Allied authorities
took over control of the distribution of coal in January 1945.

A remarkable measure of monetary policy was taken in Belgium in
October 1944, when the Government called in all bank notes of 100
francs and over and re-issued new notes to the public at the rate of
not more than 2,000 francs per person. The amounts retained by the
Government were blocked, as were also all bank balances except for
10% of the total or the amount held on May 10th, 1940, whichever
was larger. It was intended to release a part of the blocked accounts
as and when the supply situation improved, and permanently to absorb
the rest later by special tax or loan. As will be shown in Chapter IV
(page 209), the volume of currency was sharply reduced by this
operation, the main purpose of which was to remove that amount of
monetary demand which could not be met in goods and services
without causing an increase in prices. Though deflationary in respect
of the money supply, the measure was primarily anti-inflationary in
respect of the price level. As in other German-held territories, the
expansion of money during the occupation period had been far
greater than the rise in controlled prices and wage rates.

In Greece, all controls had failed; both monetary inflation and
price inflation had gone to such extremes that a completely new-cur-
rency had to be introduced after the end of the German occupation
in the autumn of 1944." The extent of the inflation is sufficiently in-
dicated by the rate at which the old currency was exchanged for the
new : namely, 50,000,000,000 old drachmae = 1 new drachma. '

Soviet Union

The following figures concerning Government receipts and ex-
penditure illustrate some of the main features of Soviet war economy.

Before the war, the turnover tax was by far the largest source of
revenue; between 1932 and 1940 it produced from one-half to three-
fourths of total revenue. Its yield declined sharply from 1941 to 1943,
despite an increase in the rates of taxation. As the turndver tax is
not levied on war production but only on consumers’ goods, thjs
decline in yield reflects a sharp cut in civilian consumption, )

1 See Chapter 1V, page 2009, below.
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U.S.S.R.: Government Receipts and E}penditure

Roubles (000,000,000's) 1040 19418 1042 1043P 10442
Receipts 180.2 216.8 . 21000 245.6
Of which: Turnover tax 105.8 124.5 105.9 71.1 20.2
Expenditure 174.3 216.0 . 210.0 245.6
Of which: Defence 56.0 70.9¢ 108.4 124.7 128.4
National economy 57.1 73.2 . 3LI 44.7
Social and cultural development 43.0 47.9 . 37.2 51.4

& Budget estimates.

b Provisional results.

¢ The actual defence expenditure in 1941 is stated to have exceeded the budget
estimates by 20,000 million roubles.

The turnover tax accounted for only one-third of total receipts in
1943. The other two-thirds consisted of loans, direct taxes, and profits
of State undertakings. These last were increased by a vigorous drive
for greater efficiency and productivity. Labour discipline was tight-
ened up in various ways. Military rank and martial law were intro-
duced, for insfance, among the personnel of the railways. As in other
belligerent countries, workers in war industries were forbidden to
change their jobs without permit; restrictions on hours of work
were suspended; and industrial conscription was introduced early
in 1942 for men aged 16 to 55 and women aged 16 to 45.

But the most strenuous efforts to maintain production could not,
in the nature of the case, entirely offset the loss of population and
natural resources captured by the enemy. The greater part of the
Ukraine, it may be recalled, was still under enemy occupation during
most of 1943; and when, for example, the Donets Basin was recap-
tured in September 1943, it took time and labour to put coal mines
back into working order and to restore other productive capacity.
It is therefore not surprising that total State expenditure in 1943, as
shown in the table above, was smaller than the budget estimate for
194T. The decline was probably greater than these figures suggest,
as defence expenditure is known to have exceeded the budget estimate
in 1941 by 20,000 million roubles. Moreover, there was probably
some decline in the commodity value of the rouble during this period.

Apart from the reduction in consumption, another important
source from which the economic requirements of the war effort were
met was the reduction, shown in the table above, in State expenditure
for “national economy” and for “social and cultural development.”
The former represents, in the main, capital outlay; the latter, outlay
for “consumption” such as welfare services and education. As the
actual expenditure on these items in 1941 is not known, it may be
better to Compare the 1940 figures with those for 1943. The com-
parison shows that, of the net increase in defence expenditure between
1940 and 1943 (68,700 million roubles), nearly one-half (31,800
million) was provided by the reduction in expenditure on national



economy and social and cultural development. The figures given do
got include lend-lease and, similar aid received from the Unitea
States, the United Kingdom and Canada.

It is interesting to note that the budget estimate for 1944, compared
with the actual results for 1943, shows a relative stability in the level
of war expenditure, similar to that observed in the United States znd
the United Kingdom in those years. At the same time the estimates
indicate a sharp recovery in expenditures for economic, social and
cultural development in 1944, which was partly due to a grant,
included under these items, of 16,000 million roubles for the re-
habilitation of liberated areas. The increase in the budget total, as
well as in the expected yield of the turnover tax, reflected to some
extent the increase in population and resources under Soviet control
as the enemy was driven out of Soviet territory.

Certain of the allocations included in the 1944 budget under “Na-
tional Economy,” compared with the corresponding preliminary
figures of actual expenditure in 1943, are shown below. The alloca-
tions for 1944 include portions of the special grant just mentioned.

1043 1044
{Preliminary {Budget Percentage
Roubles (000,000,0006’s) : figures) estimates) increase:
Industry ' 15,100 24,700 64%
Agriculture . 4,700 7,200 53
Transport and communications 4,800 6,300 31%
Trading and storage Boo 1,200 5
Commmal economy and housing 1,100 1,700 55%

The fact that the allocation for transport and communications
shows the smallest percentage increase is not as surprising as it may
seem, since most of the rolling stock had been successfully removed
from the invaded regions, and since the Germans needed the railways
for their retreat and generally had little time to damage them. When
given time, however, the work of German demolition squads was ex-
tremely thorough and destructive. The willful wrecking by the re-
treating armies of buildings, plant and equipment, quite apart from
damage incidental to military operations, completely devastated a
large proportion of the invaded territory.

The allocations for agriculture, as shown above, were much smaller
than those for industry, but it may be recalled that collective farms,
unlike industrial establishments, are not State undertakings, and are
financed in part by their own savings and their own special bank, as
well as by budgetary grants. Soviet agriculture suffered enormously
through the invasion of the country’s most fertile and highly de-

1 Source: Intermational Labour Review, August 1944, page 220.
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Jveloped farming area. Accordingly, the measuresb taken in 1943 and

1944 With a view to the rehabilitation of,the liberated territories paid
particular attention to agriculture.

Thus, a Decree of August 21st, 1943, providing for “urgent
measures for the economic rehabilitation of areas liberated from
German occupation,” was mainly concerned with problems of agri-
cultural reconstruction, though it also dealt with housing, railways,
education, etc.’ It reaffirmed the authority of a Committee for the
Rehabilitation of the Reconquered Areas which had been set up by
the Council of Peoples’ Commissars earlier in the year, and which was
now charged with the supervision of all measures taken under this
decree. It laid down detailed instructions, for instance, for the return
of evacuated livestock from the eastern provinces to the collective
farms of the liberated areas in the autumn of 1943. This mass migra-
tion of farm animals was a spectacular and complicated operation;
but it affected only a small fraction of the pre-war livestock popula-
tion of these areas; the greater part was lost through the occupation.

The depletion of livestock was one of the two gravest problems
facing the agricultural economy of the Ukraine. The other was the
severe shortage of tractors and similar equipment on which depended
the highly mechanized system of large-scale farming developed dur-
ing the ’thirties. The Decree of August 21st, 1043 devoted special
attention to the reconstruction of the agricultural machine and trac-
tor stations and to the return of tractors from the East. As in the case
of livestock, however, the tractors that were returned formed only
a small proportion of the total number in operation before the war;
the rest had been mobilized for military purposes or destroyed or
taken away by the enemy. All tractor-making plants had been con-
verted to the production of tanks; two of the largest of these plants
were destroyed in the battles at Kharkov and Stalingrad. The lack
of Tractors appears to have made it necessary to revert, in some
measure, from large-scale collective farming to a system of small
individual holdings.? Retrogression to more primitive methods had
already become evident under the German occupation, when the
shortage of oil alone was such as to make it impossible to maintain
the previous degree of mechanization. After the liberation, great
stress was laid on the breeding of draft animals, and particularly of
steers, horse-breeding being a slower process. A Decree of March
15th, 1944 prohibited the mobilization of farm horses by the army.
Some armament plants are reported to have been partly reconverted
to the production of agricultural implements in the latter half of
1943.° ° '

1For a detailed summary of this decree, see Interngtional Labour Review
fI L.0.), January 1944, page 61.
2 (Cf. The Economist (London), April 8th, 1944.
3 Cf. The Economist (London), March 18th, 1944, Supplement.
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The removal offindustries from the invaded areas in 1941 and
™42 was described in the last edition of this Survey. In 1943 and
1944 no large-scale attempt was made to return these industries to
the liberated provinces. Industrial development was stimulated in the
East, particularly in the Urals, not only by the transfer of factories
from the West but also by the opening up of local resources to replace
those captured by the enemy. Thus the mining of manganese ore in
the Urals was greatly expanded in an effort to compensate for the loss
of the Nikopol mines. Iron and steel, coal, aluminium and waterpower
were among the most important resources developed in the Urals and
farther east in Siberia. The new blast furnaces erected at Magnito-
gorsk have been described as the largest in Europe.

Great as the advances were in the East, they could not make up
for the loss of the industrial capacity of the Ukraine. As soon as the
Ukraine was recaptured, the reconstruction of its industries was
taken in hand, while the capital outlay devoted to the eastern regions
declined from 1943 to 1944. The industrial reconstruction of the
Ukraine is, of course, a task that will require years for its comple-
tion.* Although, for instance, the rehabilitation of the coal mines of
the Donets Basin, recaptured in September 1943, was undertaken
with all possible speed, the Germans, by flooding the mines, had left
them in such condition that coal production in the Donets Basin was
no more than 13% of the pre-war level in March 1944, and was
expected to reach only 27% of that level by the end of 1944.> The
mines whose output was not expected to reach the pre-war level
before the end of 1945, at the earliest, included those producing cok-
ing coal, which in that area comes from the deepest seams. The re-
sumption of steel production in the Ukraine was therefore inevitably
delayed, quite apart from the time and labour required to put the
wrecked steel mills back into working order. _

According to the Decree of August 21st, 1943, one of the first
steps in the reconstruction of the liberated areas was to be the
erection of local factories for the production of building materials and
pre-fabricated houses. The decree stated that these factories had to
be in operation before the end of 1943. Reliance on local materials
was necessary in order to save transport.

The case of the building-materials industry illustrates the genera!
dependence of economic reconstruction on the industries producing
capital goods. The basic heavy industries of the Soviet Union were
to a great extent concentrated in the Ukraine and, since blast fur-
naces, cement kilns and similar heavy plant could not be removed,
those were the industries that suffered most from the invasion. In

1 Ag::rican—Russian Institute, The U.S.S.R. in Reconstruction (New York, 1944),
€
2 U.S. Department of Commerce: Foreign Commerce Weekly, July 8th, 1944.
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eneral, the light consumers’ goods industries, Which were concen-
trated 1argely in the manufacturing region stretching from Moscow
east to the Volga, suffered far less, though a number of textile fac-
tories south and west of Moscow were destroyed, and the sugar
refining industry in the Kiev area was almost entirely lost.?

‘In relation to the economic problems of the Soviet Union, some
interest attaches to the armistice conditions accepted by Roumania on
September 12th, 1944, by Finland on September 1gth, 1944, by
Bulgaria on October 28th, 1944, and by Hungary on January 2oth,
1945. Roumania, Finland and Hungary were each required to pay
reparations to a value of 300 million United States dollars in com-
modities to be delivered over a period of six years. These payments
are to be made to the Soviet Union, except for 100 million U.S.
dollars to be paid by Hungary to Czechoslovakia and Yugoslavia.
The precise nature and timing of the reparation deliveries are to be
defined in special agreements. In the armistice terms it is merely
stated that Rpumania is to pay in “‘oil-products, grain, timber prod-
ucts, sea-going and river craft, sundry machinery, etc.””; Finland in
“timber products, paper, cellulose, sea-going and river craft, sundry
machinery”; and Hungary in “machine equipment, river craft, grain,
livestock, etc.” An annex to the Hungarian armistice agreement pro-
vides that “‘these deliveries will be calculated at 1938 prices, with an
increase of 15% for industrial equipment and 10% for other goods.”
It has been reported that the Finnish and Roumanian deliveries are
to be valued on a similar basis. In the case of Bulgaria the armistice
provides for “such reparation for loss and damage caused by the
war to the United Nations, including Greece and Yugoslavia, as
may be determined later.”

Apart from reparations, the armistice terms provide in all cases
for_the restitution of property belonging to the Soviet Union and
other United Nations, and for the placing of merchant ships under
the control of the Allied (Soviet) High Command.

In addition, the armistice terms contain the following clauses:

Rowmania : “The Roumanian Government must make regular pay-
ments in Roumanian currency required by the Allied (Soviet) High
Command for the fulfillment of its functions and will in case of need
ensure the use on Roumanian territory of industrial and transporta-
tion enterprises, means of communication, power stations, enter-
prises and installations of public utility, stores of fuel, fuel oil, food
and other materials, services in accordance with instructions issued
by the Allied (Soviet) High Command.” (Article 10.}

“The Roumanian Government will withdraw and redeem within
such time limits and on such terms as the Allied (Soviet) High

1The U.S.S.R. in Reconstruction, op, cii., pages 93, 9o.
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Command may specify, all holdings in Roumanian territory of cur-
réncies issued by the Allied {Soviet) High Command, and will hand
over currency so withdrawn free of cost to the Allied (Soviet) High
Command.” (Annex C.)

Finland ; “Finland will make available such materials and products
as may be required by the United Nations for purposes connected
with the war.” (Article 19.)

Bulgaria: “The Government of Bulgaria must make regular pay-
ments in Bulgarian currency and must supply goods (fuel, food-
stuffs, etc.), facilities and services as may be required by the Allied
(Soviet) High Command for the discharge of its functions.” (Ar-
ticle 16.

H ung?:ry: “The Government of Hungary will make regular pay-
ments in Hungarian currency and provide commodities {fuel, food-
stuffs, etc.), facilities and services as may be required by the Allied
(Soviet) High Command for the fulfillment of its functions as
well as for the needs of missions and representatives of the Allied
states connected with the Allied Control Commission.

“The Government of Hungary will also assure, in case of need,
the use and regulation of the work of industry and transport enter-
prises, means of communication, power stations, enterprises and in-
stallations of public utility, stores of fuel and other materials in
accordance with instructions issued during the armistice by the
Allied (Soviet) High Command or the Allied Control Commission.”
(Article 11.)

Middle East and India

This whole area was affected by certain common influences during
the period under review. It became a base for Allied operations, and
Allied military expenditure, financed largely by additional means of
payment furnished by the local monetary authorities in exchange for
foreign balances, made considerable demands on local goods and
services. At the same time, there developed a great shortage of im-
ported goods, especially as a result of the closing of the Mediter-
ranean to Allied merchant shipping in 1941-42. The result was a
sharp rise in prices, which was accentuated by a tendency among
merchants and farmers to withhold goods from the market in antici-
pation of further price increases. Taxation and administrative con-
trols were wholly inadequate to absorb the additional monetary pur-
chasing power or to hold it in check so as to “make room” for Allied
needs. Owing to the low standards of consumption and productivity
prevailing throughout this area, the margin available to meet those
needs was in any case very limited.

_The extent to which prices increased differed in the various coun-
tries, though Egypt, Palestine and India showed a certain uniformity



— 43—

«n that their wholesale-price and cost-of-living irdices in 1944 were
all about two-and-a-half to three times as high as in the first half af
1939. In Syria, Iraq and Iran, however, the available indices showed
a five- to ten-fold increase in prices compared with the pre-war level.?
As exchange rates were kept unchanged, the rise in prices increased
the cost in foreign as well as in domestic currencies of the local goods
and services purchased by the Allied armies, and thus helped to swell
the external monetary reserves of the countries concerned. These
reserves took principally the form of sterling balances, especially
in the case of India, Iraq, Palestine and Egypt, which are members
of the sterling area.

From the summer or autumn of 1943 onwards the rise in prices
was either slowed down, as in Egypt, Syria and Iran, or stopped, as
in Palestine, Iraq and India. The shipping situation improved, thanks
to the opening-up of the Mediterranean, and imports began to recover.
Gold was shipped to most of the countries in this area and sold to the
public in ordef to absorb some of the excess purchasing power. Taxes,
rationing schemes and price controls were introduced or tightened up.
Another important reason for the change in price movements was the
fact that, with the change in the military situation, Allied military
expenditure in the Middle East, though not in India, began to decline.

The war-time economic problems of the Middle East were a con-
cern of the Middle East Supply Centre which was set up in Cairo by
the British Government in 1941 and transformed into a joint Anglo-
American organization in 1942. The Centre sought to promote a
certain measure of regional planning, with the object, among others,
of alleviating the shortage of imports by rendering the area more
self-sufficient. It endeavoured to stimulate wheat growing; it pro-
posed schemes of irrigation, land reclamation and destruction of
pests; it strove to co-ordinate industrial developments in the various
Middle East countries. Representatives of these countries met at a
number of conferences to consider {in 1943) agricultural problems,
rationing, transport arrangements, grain collection schemes, and (in
April 1944) measures to combat inflation.

One of the principal functions of the Middle East Supply Centre
was to secure shipping and imports for the essential minimum needs
of the area and to allocate them equitably among the countries con-
cerned. At the beginning of 1945 the control of the Middle East
Supply Centre was withdrawn from all imports except those of cer-
tain goods making heavy demands on shipping, such as cereals and
fertilizers, as well as of commodities in short supply, such as trucks,
tires and textiles. But even the imports from which the Cenire’s con-
trol was removed continued to be limited, in some cases, by export

1 See Chapter V.
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controls abroad and, more generally, by the shipping situation.®

« The expansion of wheat, production in the years 1942-44 took
place in some of the Middle East countries—in Syria, for example—
through an increase in the total cultivated area. In Egypt, however,
there was a considerable change-over from cotton to wheat, largely
as a result of government regulations limiting the cultivation of cot-
ton and establishing compulsory minima for the acreage under wheat.
The cotton acreage was reduced to less than half of what it had
been before the war. Instead of being exported, the raw cotton was
worked up largely by the local cotton manufacturing industry, which
operated at maximum capacity to meet Middle East requirements.
Budget surpluses realized by the Egyptian Government tended to
offset, though only to a relatively minor extent, the effects of Allied
expenditure. Domestic Government loans were floated for the financ-
ing of external debt repatriation and post-war electrification projects.

Iraq experienced a severe drought in 1943 and started a rationing
scheme, which in 1944 was extended to cover tea, coffge and cotton
textiles, as well as wheat and flour. Palestine combined rationing with
subsidies to check the rise in the cost of living. Iran introduced an
income tax for the first time at the end of 1943. Some industrial de-
velopment occurred in Iran, as in most of the other Middle East
countries, in response to military and local civilian requirements.
When the Black Sea became accessible to Allied shipping, a large part
of the Allied military personnel maintaining the supply route to
Russia was withdrawn from Iran.

In India, in contrast to the Middle East, the establishment of the
South East Asia Command in July 1943 led to an increase rather
than a reduction in military expenditure. “‘By the end of 1942-43* the
cumulative effects of the wartime expansion of currency, the rise in
the money income of a large portion of the community, together with
the reduction in the supply of consumer goods, had, in the absence of
an adequate system of controls on distribution and prices and of
machinery to absorb excess purchasing power, resulted in a large
increase in living costs and price levels, This was further aggravated
by the hoarding of essential commodities on a large scale, profiteering
and speculation. In order to deal with this situation, a series of con-
trol measures were instituted during the year (1943-44)* with the
object of regulating the distribution and prices of essential goods,
increasing production and checking speculation. In addition, sus-
tained efforts were made to reduce purchasing power by attract-
ing idle money into Government loans and by the institution of
savings campaigns. Further measures were taken to speed up the
assessment and collection of taxes, and in the 1944-45 budget, meas-

* U.S. Department of State, Bulletin, January 21st, 1945.
2 Fiscal year ending March 31st. * Fiscal year ending March 31st,
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wres were introduced for the payment of Income and Excess Profits
Tax at quarterly, instead of yearly, intervals. In addition, from’
August 1943 onwards the Reserve Bank commenced selling gold in
order to absorb surplus funds.’”

In the latter part of 1943, famine conditions prevailed for some
months in Bengal and certain other areas normally dependent to some
extent on outside food supplies. The Government placed a ban on all
cereal exports from India, started regular monthly imports of food
grains in October 1943, and adopted rationing and other measures
to improve the internal system of distribution. By the middle of 1944
rationing of rice, wheat and sugar had been extended to 226 towis
and cities with a combined population of 35 million persons, as well
as to many rural districts.

As the prices of cotton goods had increased to five times the pre-
war level, an order was issued in June 1943 requiring all stocks of
cotton cloth to be reported and disposed of within six months at pre-
scribed maximum prices. All cloth manufactured after August 1st,
1943 had to be stamped with the official price and the date of manu-
facture, so as to prevent profiteering and hoarding. These measures
were successful in enforcing some reduction in prices. India’s produc-
tion of cotton cloth in 1944 was about 30% above the pre-war
volume, and had come to absorb over four-fifths of the domestic
supply of raw cotton, exports of which had sharply decreased.

For articles not covered by special control orders such as that for
cotton goods, a comprehensive Hoarding and Profiteering Prevention
Ordinance was issued in October 1943. Forward dealings in staple
products were prohibited. An embargo which had been placed on all
capital issues was relaxed so as to permit issues intended for the
financing of industrial development after the war, provided that in
the meantime the proceeds of these issues were invested in Govern-
ment bonds. These and other measures mentioned did not fail to pro-
duce an effect on the general level of prices, which, as already noted,
was virtually stabilized in the latter part of 1943 and during 1944.

Apart from the increase in cotton manufacture, there is little
evidence of recent industrial expansion in India. Iron and steel pro-
duction, after a considerable increase in the earlier war years, declined
from 1941 to the middle of 1944. Coal production is reported to have
fallen off in 1943 owing to a shortage of labour due to food diffi-
culties, an epidemic of malaria, and the migration of workers to
easier and better-paid jobs. The Government appointed a Coal Com-
missioner ,to study all the factors bearing on the production and
movement of coal.””

1 Reserve Bank of India, Report on Currency and Finance for the Year 1043-44,

page 18
2 International Labour Review (1.L.O.), September 1044, page 362.
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Australia and New Zealond

The intensification of Australia’s war economy in the years 1942-
43 was marked by an increase in aggregate production and employ-
ment (largely through the employment of women) ; by a virtual ces-
sation of private investment (including particularly building) ; and
by a reduction of approximately 20% in the volume of civilian con-
sumption. In addition to her exports to Britain, Australia supplied
more than three-fourths of the food consumed by United States
forces in the southwest Pacific. In order to do this she rationed her
own consumption of meat and dairy products as well as her consump-
tion of commodities such as clothing, footwear and petrol. Towards
the end of 1943 the labour shortage, particularly in the dairy indus-
try, became so acute that it was decided to transfer a limited number
of personnel from the army to agriculture. This transfer was carried
out largely in the first half of 1944.

Australia’s food production plans were, however, severely upset
by a long drought in the latter part of 1944, as a result of which the
wheat crop fell to the lowest level since 1914, and there developed a
great shortage of animal fodder.

Australia’s production of munitions and armaments reached a
peak in 1943. In the middle of that year it was found that the domes-
tic munitions output was more than sufficient to meet all needs. It
was thus possible to shift some skilled industrial workers out of the
munitions industry to shipbuilding and repairing, as well as to the
making of agricultural machinery, which had been cut down by 80%
since 1941.' Total manufacturing employment in the years 1943-44
was almost constant at a level 34-38% above that of 1938/39, though
in 1944 the tendency was slightly downward. It was officially stated
in the spring of 1944 that the number of workers engaged in pro-
ducing manufactured articles for civilian use was only 30% of the
number employed in manufacturing before the war.

The expansion of Australia’s industrial output was limited by a
scarcity of coal, as well as by the general shortage of manpower.
Domestic coal production rose to a record level in 1942, It declined
subsequently as a result of labour difficulties, though it still remained
above the pre-war level. Coal had to be rationed even to essential
users.

New Zealand, at least until the middle of 1944, maintained a
higher proportion of manpower in the armed forces than any other
of the United Nations except the Soviet Union. However, some men
were transferred from the army into essential industries irtthe course
of 1944. The purpose of these transfers, as in Australia, was to pro-
vide the most effective contribution to the Allied war effort, partic-

1 See Economic Record, June 1044.
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ylarly ig the form of food. Meat, butter, sugar,*tea, clothing and
petrol were rationed. The maintenance of food production was ren=
dered difficult by a reduction in fertilizer supplies to not much more
than half the pre-war level. In accordance with a new agreement con-
cluded with the British authorities, the payments received by New
Zealand for farm products exported to the United Kingdom were
increased during the second half of 1944 in order to enable New
Zealand to build up foreign exchange reserves adequate to her post-
war needs and to compensate her for the war-time rise in the prices
of imported commodities. The new agreement did not entail a rise in
the receipts of producers; but it enabled the Government to reduce
the subsidies which had been paid to the farmers in order to stimulate
output and offset higher production costs.

Free China

Inflation continued unabated during the years 1943-44. All efforts
to slow it down proved unsuccessful. Yet the rise in prices could
hardly be said Yo have degenerated into a “runaway” inflation; for it
continued, on the whole, without acceleration. The average rate at
which prices were rising remained at about 10 to 12% per month.
This alone was an achievement, in view of the difficult circumstances
in which China continued to fight the Japanese invasion.

The rise in prices was far from uniform; transport difficulties
caused it to vary widely from one region to another. Early in 1943
an abortive attempt was made to impose price ceilings. The Govern-
ment’s efforts to collect the land tax in kind, largely for the purpose
of feeding the soldiers and civil servants, met with only partial suc-
cess. In 1943 crops in many parts of China suffered from drought,
which led to a famine in the province of Honan. The improvement
in the harvest in 1944 was partly offset by an extension of Japanese
control over certain rice-producing areas, even though Jfapanese mil-
itary occupation did not always succeed in cutting off these areas
from trade with Free China.

The Government endeavoured to check the inflation by selling gold
to the public (see Chapter IV). Moreover, in the autumn of 1944
the banks were ordered to accept deposits repayable at a rate de-
termined by the price of gold at the time of repayment. This scheme
was intended to have the same effects as the actual sale of gold, while
enabling the Government to keep the gold in its own hands.

Efforts were made in the latter part of 1944 to simplify the war-
time system of indirect taxation. This system had developed largely
through the machinery of the inland customs offices which had ex-
isted prior to 1928, and which were revived during the war for the
collection of “‘war-time consumption taxes” on goods passing from
one part of the country to another. The inland customs offices were
intended to offset part of the loss of maritime customs revenue,
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which had yielded more than one-half of total Government revenue
before the war. This system of taxation, however, since it could be
evaded, proved inefficient from the fiscal point of view, and its gen-
eral tendency was to impose an even greater degree of regional self-
sufficiency than that resulting from the shortage of transport. The
reform measures initiated in the latter part of 1944 aimed at abolish-
ing the war-time consumption taxes, and at creating a system of tax
collection which would not be dependent on the inland customs of-
fices, most of which, indeed, were to be closed.

As was noted in the last Survey, there was a considerable amount
of industrial development in the interior of China up to 1942. In
the following two years, by contrast, there was little further progress.
This was partly due, no doubt, to the closing of the last remaining
trading routes linking Free China by land and sea with the outside
world. The relative stagnation in industrial activity since 1942 has
been attributed partly also to the inflation of prices. Since large and
easy profits could be made simply by holding raw materials and other
commodities, the profit incentive associated with manutacturing grew
relatively weak.

The Government set up a War Production Board in November
1944 with the object of stimulating and co-ordinating all industrial
activities essential to the war effort. The new Board was given pow-
ers of requisitioning ; it was to centralize all munitions orders and to
subsidize expansion and technical improvement in certain vital indus-
tries. The Board established two special committees, one dealing with
iron and steel, and the other with fuel alcohol production.

A War Transport Board, with functions analogous to the War
Production Board, was set up in January 1945. At the end of that
month the first land convoy since 1942 entered China by a road link-
ing Ledo (in India) with the northern section of the old Burma road.
In addition, a pipeline running for a length of 1,800 miles between
Calcutta and Kunming was nearing completion.

Japan and her “Co-Prosperity Sphere”’

The Industrial Control Associations formed in 1942 set up cen-
tralized controls in certain key industries essential to the Japanese
war effort. But they were administered mainly by industrialists as
semi-autonomous cartels, and there was a lack of central planning
for war production as a whole. After the quick initial successes of
Japan’s armed forces in the southwest Pacific, it soon became clear
that vastly greater exertions were needed to consolidate and defend
the spoils of conquest. “

_ In March 1943 an attempt was made to secure a greater concentra-
tion of economic controls by the establishment of a Cabinet Advisers’
gogn_cﬂ, composed of seven industrial and financial magnates who,
In joint session with the Cabinet, constituted a Supreme Economic
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,Coungjl. A further reorganization of the war ecbnomy was effected
in October 1943 by the creation of a Munitions Ministry, which tock
over the duties of a number of formerly separate agencies. Since,
however, the output of army ordnance and ships was under the con-
trol of the War and Navy Ministries, the principal function of the
Munitions Ministry proved to be the expansion of aircraft produc-
tion. Indeed, aircraft and merchant ships received the dominant
emphasis in Japan’s war production programme from 1943 onwards.

In June 1943 a “conversion programme” was announced, dividing
all industry into three classes. The maximum possible expansion was
called for in Class I, comprising the iron and steel, coal, light metals,
shipbuilding and aircraft industries. The lack of specialized machine
tools, formerly imported, called for a special effort also in domestic
machine-tool production. The textile, glass, pottery and other similar
industries which made up Class II were required to turn over their
buildings and equipment to Class I. Industries which could not be
utilized for war purposes were placed in Class 1I1 and had to close
down. In the latter part of 1944, the bombardment of industrial cen-
tres by the United States air force was beginning to cause serious
damage to the Japanese war industries.

Living conditions in Japan steadily worsened in the years 1943-44.
Rationing was made more severe. Even rice consumption was cut
down substantially, but the rice was less polished than before and
hence—though less palatable to the Japanese—more nourishing. In
1944, the rice ration came to include an increasing proportion of
other cereals mixed with rice. Fish, another staple food in the Jap-
anese diet, was largely replaced by soya beans, as fishing fleets were
used for military transport purposes. The Government encouraged
the growing of potatoes to take the place of the rice that was formerly
imported. The severity of labour conscription in Japan is illustrated
by the fact that the minimum age for both male and female labour
service was lowered to 12 years in November 1944, the maximum
age being 60 for men and 40 for women. Earlier in 1944, the mobil-
ization of women, which had been on a voluntary basis, was made
compulsory. For each industry or occupation the Government fixed
a minimum percentage of employees who had to be women or girls.

In presenting the annual budget, the Finance Ministry has pub-
lished each year estimates of the anticipated national income and its
main uses in the following fiscal year. A precise definition of the na-
ture and scope of these estimates is not available. For the later years,
at any rate, these estimates obviously represent no more than tenta-
tive foreeasts or plans which, in the case of Government expenditure,
are usually altered by supplementary estimates presented in the course
of the budget year. In spite of their doubtful value, the figures may
afford a few significant indications, and are therefore reproduced
below :



Jopan: National Income and its Main Uses

Yen (000,000,000's)
Fiscal years (April 1st-March 31st) :  1041/42 1042/43 1943/44 1944/45 1945/46

National income 40 45 50 6s 90
Private consumption 17 15 1} 12 12
Investment in mdustry g 6 6 6
Govermment expenditure 1 24 3t & ﬁg
Metby: Taxation 5 7 10 14 1

Ls 17 21 33 47
1 3 7 0 6o

“Natiomal savings goal”
A striking feature of these figures is the small, and yet declining,
share of private consumption in the national income. It is known,
however, that these estimates do not include goods produced by people
for their own consumption, which is doubtless an important item in
the case of the rural population. The estimates for investment rep-
resent expenditure on war industries. Each year a “national savings
goal” was set at a level designed to cover investment as well as Gov-
ernment borrowing. As in other countries, the Japanése public, in
spite of intensive savings campaigns, preferred to hold their “sav
ings largely in the form of bank notes and deposits, so that Govern-
ment borrowing and investment cxpcndxture was financed almost
exclusively by the banking system.*

Although the high level of “investment,” the mobilization of
women, and the shift of manpower from the countryside to the well-
equipped war factories may have made some increase in “real” na-
tional income possible, it is clear that the national income estimates
shown above reflect largely the upward movement of prices. The
general wage-ceiling is known to have been relaxed in 1943 and 1944
as an incentive to labour. The official price indices, which, as in other
countries, are affected by subsidies to keep down the cost of living,
showed an accelerated increase in 1944 ; yet the total increase in these
indices above the 1939 level was not much more than 50%.

The estimates shown above do not include contributions from
occupied territories. These were entered separately in the 1943/44
budget at 4,900 million yen (or about 10% of the national income
for that year), of which 3,300 was in the form of borrowing and
1,600 million was derived “mainly from the disposal of materials
seized in the course of military operations and from the lease of cap-
tured articles.” A further loan of 7,000 million yen raised in the
southern occupied areas was announced in the spring of 1944. Owing
to the shortage of shipping, however, the main purpose of these loans’
was, not to finance exports to Japan, but to meet local expenditure
for the construction of roads and military bases in these areas.

Japan’s shipping losses on the one hand and the advance of Allied

1 See Chapter 1V, Table 10.



— 51 —

oforceg on the other led to important changes in Japanese policy with
regard to the occupied areas—the so-called “Co-Prosperity Sphere”
—during the years 1943-44. The occupied areas of the South tended,
owing to their distance, to be relegated to a subordinate position in
Japan’s war economy. As the shortage of shipping became more and
more acute, the aim of Japanese policy was to secure the greatest
possible self-sufficiency within the so-called “Inner Zone,” comprising
Japan, Korea, Manchuria and North China. In the Inner Zone itself,
the shipping shortage necessitated certain shifts in the utilization of
resources. The capacity of iron and steel production, for instance,
was expanded on the mainland so as to reduce the shipping required
for carrying iron ore and coking coal from the mainland to Japan.

In the trade between Japan and Manchuria all Customs duties were
abolished and exchange controls relaxed. As a source of supply for
Japan, Manchuria’s cereal production was increased through exten- .
sive land reclamation schemes. A serious obstacle to the exploitation
of Manchurig’s resources was the shortage of labour. This the au-
thorities endeavoured to alleviate through organized migration of
labour from North China, not so much, as before, for seasonal em-
ployment, but rather for permanent settlement. As textile fibres con-
stituted one of the most serious deficiencies in the “Co-Prosperity
Sphere” as a whole, the Japanese made great efforts in North China
to stimulate the growing of cotton in place of food. Their plans for
increased cotton production were only partly realized, but the reduc-
tion in cereal cultivation led to food shortages which in their turn
affected output in the coal-mining industry, as workers left the mines
to return to the countryside in search of food.

Yet the inhabitants of the Inner Zone were, on the whole, for-
tunate compared with those of the Outer Zone in the South. In the
Outer Zone, problems of unemployment and surplus stocks were
superimposed on shortages of food, clothing and equipment. Lack of
shipping enforced a far greater degree of regional autarky than in
the north. The Japanese were unable to carry away more than a frac-
tion of the products they needed from the southern zone, and even
the little they did carry away they were unable to pay for in goods.
Among the products shipped to Japan were notably certain key min-
erals, such as bauxite, chrome and manganese, mainly from Indo-
China and the Philippines, the two countries in the Outer Zone which
are nearest to Japan. It is significant that, though all the oil the Jap-
anese required was available in the Netherlands Indies, the shipping
Shortage made it necessary to expand synthetic oil production inside
Japan. While Thailand and certain parts of Indo-China had large
exportable food surpluses, in the rest of the Outer Zone food was
generally scarce. Even in one of the surplus countries, Indo-China,
there was an area (Tonkin) which experienced famine conditions



in 1943. In Burma, not only was little or no progress made in realiz-
ipg the cotton-growing plans of the Japanese, but a shortage of rice
—a commodity normally exported—also developed. This was due to
deficient inland transport, requisitioning of men and cattle for mil-
itary purposes, and the lack of any incentive to produce in view of
the absence of manufactured articles. The most serious food shortage
developed in Malaya, where tin and rubber had become surplus com-
modities. In the Philippines, as well as in Malaya, strenuous efforts
were made to extend the cultivation of cereals for local consumption.

The once flourishing sugar industry of the Philippines fell into a state
of decay.

Latin America

The Latin-American countries maintained or increased their ex-
ports during the period under review, while their imports, owing to
war requirements and controls abroad, declined far below the normal
level. The gold and foreign exchange reserves which they received
in return for their export surpluses represented, in effect, a form of
compulsory saving or deferred expenditure. The shortage of im-
ported goods and the rise in domestic money incomes gave a great
stimulus to manufacturing industries in Latin America. But war con-
ditions prevented an increase in physical equipment commensurate
with the increase in production. In consequence, the expansion in
mdustrial activity entailed a more intensive utilization of existing

In the Argentine, for example, it was stated that “existing mechan-
ical equipment has had to be used intensively and it has not been pos-
sible to offset wear and tear by the renewals of machinery which are
effected in normal times. The fact that the country is using up part
of its capital goods without replacements gives rise to an accumulated
demand for such goods which must be covered by imports as soon as
circumstances allow.”* The Brazilian cotton mills and the Mexican
railways are instances in which particularly heavy deterioration of
equipment has taken place.” The Mexican railways, it may be recalled,
bore an exceptional strain in 1942 as a result of German submarine
activity in the Caribbean.

Shortage of fuel was, in some of the Latin-American republics,
another obstacle to industrial expansion. In the Argentine, cereals and
linseed oil were widely used as fuel. At the end of 1944, when cereal
crops suffered from a severe drought, exports of linseed oil were
prohibited in order to conserve the domestic fuel supply. In a number
of countries, however, including notably Brazil, Chile and Uruguay,

3 Central Bank of the Argenti lic, Anmual Report, 1943, page 3.

z See C. Wallich : Outlook for Latin America,” 1
Rewvi '}}\m 1044, page 65, ica,” in Harvard Business
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the cogstruction of hydro-electric plants provided new sources of
power. .

In spite of the handicaps mentioned, Latin America achieved a
considerable degree of industrial expansion, particulars of which are
given in Chapter II. In 1943-44 total industrial employment in Brazil
was about 50%, and in the Argentine about 20% above the level of
1938-39. Steel production plants were set up or enlarged in Brazil,
Uruguay and Mexico. '

Various measures were taken in 1944 to offset the expansion of
credit resulting from the inflow of gold and foreign exchange re-
serves. In Brazil the monetary authorities issued so-called “re-equip-
ment certificates” entitling the holders to foreign exchange in pay-
ment for future imports of capital goods. In Chile the central bank
sold certificates maturing in U.S. dollars in 15 months. In Venezuela
the central bank restricted its purchases of foreign exchange from
the oil companies and required these companies to cover part of their
local currency peeds by borrowing from the public.

Before the war, tax revenue in Latin-American countries was
greatly dependent on customs duties and hence on the volume of im-
ports. The war-time decline in imports contributed to the rise in
prices not only directly, but also indirectly through the resulting drop
in government revenue, which frequently led to increased government
borrowing from central banks. In the years 1943-44, however, many
governments resorted to direct taxation as a means of compensating
for the declining customs revenue. Excess profits duties were intro-
duced in a number of countries including the Argentine, Brazil, Co-
lombia and Ecuador. A progressive scale of income tax was adopted
in the Argentine. In several other countries income taxes were intro-
duced or, where they existed before, increased, while customs tariffs
were in some cases reduced in ordet to stimulate imports and to lower
their price. In Brazil the income tax took the place of customs duties
as the largest single source of revenue. Venezuela introduced an in-
come tax for the first time, and lowered certain excise and import
duties. In Chile the decline in the yield of import duties was accom-
panied by a more than three-fold rise in income tax revenue from
1939 to 1943.

This noteworthy change in the fiscal structure undoubtedly helped
to retard the rise in prices which had caused some concern in the
earlier war years. As will be seen in Chapter V, in most Latin-Ameri-
can countries the rate of increase in prices slowed down during the
years 1943-44. The most important exception was Mexico, where
prices contmued to rise rapidly. A general rise in wage rates was de-
creed in Mexico in September 1943 and further increases occurred
subsequently. In addition to public works (road and railway build-
ing, irrigation schemes and construction of electric power plants),
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there was a private investment “boom,” fed in part by an inflow of
capital from the United States. Among the measures adopted to check
the inflation were sales of gold to the public, increases in banks’ re-
serve requirements and restrictions on the export of certain goods
of prime necessity. According to the latest available indications, the
rise in prices in Mexico appears to have been arrested in the latter
half of 1944

New INTERNATIONAL EcoNoMic ORGANIZATIONS

The present volume is concerned with developments in war-time
economic conditions and not with plans and policies which have been
formulated with regard to the post-war world. Mention should, how-
ever, be made of the measures which the United Nations have taken
with a view to the organization of international economic relations.

Food and Agriculture

The United Nations Conference on Food and Agriculture which
was held at Hot Springs, Virginia, in May 1943 adopted a number
of recommendations concerning the improvement of national diets,
changes in agricultural production, distribution, marketing, interna-
tional commodity arrangements and related subjects, and set up an
Interim Commission composed of delegates from each of the forty-
four nations represented at the Conference. The main function of the
Interim Commission was to formulate and recommend for considera-
tion by each Government a specific plan for a permanent organization
in the field of food and agriculture.

The Interim Commission prepared a Constitution of the Food and
Agriculture Organization of the United Nations, and submitted it
in August 1944 to the nations concerned for their acceptance.

According to the Preamble, the nations accepting this Constitution
are “determined to promote the common welfare by furthering sepa-
rate and collective action on their part for the purposes of raising
levels of nutrition and standards of living of the peoples under their
respective jurisdictions, securing improvements in the efficiency of
the production and distribution of all food and agricultural products,
bettering the condition of rural populations, and thus contributing
towards an expanding world economy.”

In Article I, the functions of the proposed organization are set out
as follows:

“1. The Organization shall collect, analyze, interpret, and dis-

seminate information relating to nutrition, food and agriculture.

2. The Organization shall promote and, where appropriate, shall

recommend national and international action with respect to—

(a) scientific, technological, social, and economic research relating
to nutrition, food and agriculture;
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, (b) he improvement of education and administration relating to
nutrition, food and agriculture, and the spread of public:
knowledge of nutritional and agricultural science and practice;

(c) the conservation of natural resources and the adoption of im-
proved methods of agricultural production;

(d) the improvement of the processing, marketing, and distribu-
tion of food and agricultural products;

(e) the adoption of policies for the provision of adequate agricul-
tural credit, national and international;

(f) the adoption of international policies with respect to agricul-
tural commodity arrangements,

3. It shall also be the function of the Organization—

(a) to furnish such technical assistance as governments may re-
quest,

(b) to organize, in cooperation with the governments concerned,
such missions as may be needed to assist them to fulfil the
obligatipns arising from their acceptance of the recommenda-
tions of the United Nations Conference on Food and Agri-
culture; and

(c) generally to take all necessary and appropriate action to im-
plement the purposes of the Organization as set forth in the
Preamble.”

Relief and Rehabilitation

The United Nations Relief and Rehabilitation Administration
(UNRRA}) was set up in November 1943 by an agreement signed
by representatives of forty-four nations. The main function of this
organization is ‘“to plan, co-ordinate, administer or arrange for the
administration of measures for the relief of victims of war in any
area under the control of the United Nations through the provision
of food, fuel, clothing, shelter and other basic necessities, medical
and other essential services; and to facilitate in such areas, so far as
necessary to the adequate provision of relief, the production and
transportation of these articles and the furnishing of these services”
(Article I).

At its first meeting held at Atlantic City, New Jersey, in Novem-
ber 1943, the Council of the Administration resolved (1) that the
Administration will operate in liberated areas *“from such a time and
for such purposes as may be agreed upon between the military com-
mand and the Administration”; (2) that “in the case of a liberated
area in which a government or recognized national authority exer-
cises administrative authority, the Administration will operate only
after consultation with, and with the consent of, the government or_
recognized national authority concerned”; and (3) that any opera-
tions undertaken in an enemy or ex-enemy area require, in addition,



the prior approval of the Council and must be financed by the enemy
or ex-enemy country concerned. L

The supplies and services to be provided by the Administration
were set down under four heads: (1) relief supplies, such as food,
dothing and shelter; (2) relief services, such as heaith and welfare, .
and the repatriation of displaced persons; (3) rehabilitation supplies
and services, such as seeds, fertilizers, raw materials and machinery,
needed “to enable a recipient country to produce and transport relief
supplies for its own and other liberated areas”; and (4) rehabilita-
tion of public utilities and services, such as light, water, sanitation
and transport.

It was decided that, in order not to impede the successful prosecu-
tion of the war, “demands upon supplies and shipping presented by the
Administration should be co-ordinated with other demands through
the use of the existing inter-governmental agencies concerned with
the allocation of supplies and shipping.”

The Council recommended that “each member gqyernment shall
make a contribution for participation in the work of the Administra-
tion, approximately equivalent to one per cent of the national income
of the country for the year ending June 30, 1943”; and that at least
10% of the amount contributed “shall be in such form of currency
as can be expended in areas outside of the contributing country,” the
balance to be available in local currency for purchases in the con-
tributing country.

At the second meeting of the Council of UNRRA, held at Mon-
treal in September 1944, the Administration was authorized, without
the necessity of obtaining prior approval by the Council, to carry out
operations in enemy or ex-enemy areas for the care and repatriation
of displaced persons, or for the control of epidemics. In Italy, more-
over, the Admmistration was authorized to provide goods and serv-
ices to a value not exceeding $50 million for the “care of, and wel-
fare services for, children and nursing and expectant mothers.”

The first year of UNRRA’s existence was, in the main, a period
of planning and preparation. The Director General pointed out, in
November 1944, that the shortage of transport, due to military ship-
ping needs and the destruction of inland transport facilities, was one
of UNRRA'’s main preoccupations. He also stated that “most of the
member governments of the countries in western Europe have in-
dicated that they will not need relief supplies from UNRRA. They
have foreign exchange resources which they can use for the purchase
of imported food and clothing and other relief goods. But they do
need our help in the care and repatriation of their homeless people,
some aid with respect to health and welfare services, and technical
help in restoring farm and factory output.”” In the Mediterranean

1UNRRA, Monthly Review, No. 4.
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agea, UNRRA operated a number of camps for refugees, and made
arrangements with the governments of Greece and Yugoslavia for
the provision of relief supplies. A committee of the UNRRA Council
made preparations for relief measures in the Far East.

International Monetary Fund

The United Nations Monetary and Financial Conference, which
met at Bretton Woods, New Hampshire, in July 1944, adopted agree-
ments for the establishment of an International Monetary Fund and
an International Bank for Reconstruction and Development,

The purposes of the proposed Fund are: to provide “machinery for
consultation and collaboration on international monetary problems”;
“to facilitate the expansion and balanced growth of international
trade”; “to promote exchange stability, to maintain orderly exchange
arrangements among members, and to avoid competitive exchange
depreciation”; “to assist in the establishment of a multilateral system
of payments” gnd “in the elimination of foreign exchange restric-
tions’’; to make resources available so as to enable members “to cor-
rect maladjustments in their balance of payments without resorting
to measures destructive of national or international prosperity”; “to
shorten the duration and lessen the degree of disequilibrium in the
international balances of payments of members.”

Both the subscriptions to be paid to the Fund and the right to draw
upon the Fund’s resources will be governed by a “‘quota” assigned to
each member country. Upon joining the Fund, each country shall
contribute to the Fund an amount of gold equal to 25% of its quota
or 10% of its gold reserve, whichever is smaller. The remainder of
its quota is to be contributed to the Fund by each country in its own
currency.

The aggregate of the forty-four countries’ quotas agreed upon at
the Bretton Woods Conference is $8,800 million. The largest quotas
are those of the United States ($2,750 million), the United Kingdom
($1,300 million), the U.S.S.R. ($1,200 million), China ($550 mil-
lion) and France ($450 million).

For making such payments abroad as are deemed consistent with
the purposes of the Fund, each member country will have the right
to buy, with its own currency, the currency of another member coun-
try from the Fund. In any one year, a country may purchase from
the Fund an amount of foreign currency not exceeding 25% of its
quota. Moreover, the total amount of foreign currency which a coun-
try may buy from the Fund over a period of years is limited by a
provision according to which the Fund’s holdings of any member
country’s currency shall not exceed 200% of that country’s quota.
The Fund will have authority, however, to relax these limits under
certain conditions.



— 58 —

If there develops a scarcity of a particular currency, the Fund may
“issue a report setting forth the causes of the scarcity and containing
recommendations designed to bring it to an end.” In order to re-
plenish its holdings, the Fund may seek to borrow such currency
from the country concerned or offer gold to that country in exchange
for such currency. If, however, the demand for the currency in ques-
tion continues to exceed the supply, the Fund shall formally declare
such currency scarce and shall then apportion its existing and accru-
ing supply of the scarce currency among the member countries. In
these circumstances any member country will be authorized “tempo-
rarily to impose limitations on the freedom of exchange operations
in the scarce currency” (Article VII, Section 3).

The agreement lays down a procedure for the initial determination
of exchange rates among the currencies of the member countries.
Changes in the exchange rates initially agreed upon shall be made
only after consultation with the Fund, and only if such changes are
necessary to correct a “fundamental disequilibrium.”

Bank for Reconstruction and Development

The main purposes of the proposed Bank are: “‘to assist in the re-
construction and development of territories of members by facilitat-
ing the investment of capital for productive purposes, including the
restoration of economies destroyed or disrupted by war”; “to pro-
mote private foreign investment by means of guarantees or participa-
tions m loans and other investments made by private investors; and
when private capital is not available on reasonable terms, to supple-
ment private investment by providing, on suitable conditions, finance
for productive purposes out of its own capital, funds raised by it and
its other resources.”

The proposed subscriptions to the Bank, as agreed upon by the
forty-four countries represented at the Bretton Woods Conference,
amount to a total of $g,100 million. The subscription of each member
country will be divided into two parts: 20% will be paid up (2% in
gold and 18% in local currency) to enable the Bank to make direct
loans out of its share capital. The remaining 80% will be called only
when required to meet any obligations arising from the other two
kinds of loans with which the Bank will be concerned : namely, loans
made by the Bank out of funds raised by the Bank in the market, and
loans made by private investors with the guarantee of the Bank. On
these two types of loans the Bank will charge a commission of 1-
1%2% per annum, which will be set aside as a reserve to meet any
losses that may arise through default or otherwise. It is only when
this reserve is not sufficient to meet such losses that the unpaid bal-
ance (80%) of the Bank’s share capital will be drawn upon. The
total amount of guarantees, participations in loans and direct loans
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pade by the Bank must not exceed the total of the Bank's share capi-
tal and reserve funds.

All loans made or guaranteed by the Bank must be guaranteed by
the Government, central bank or some comparable agency of the
borrowing country. Except in special circumstances, loans shall be
for the purpose of specific projects of reconstruction or development.
The Bank will give its assistance only to projects that have been
recommended by a competent committee of the Bank after careful
study of the merits of each proposal.

Economic and Social Council

Proposals for the establishment of a General International Organ-
ization were made by the Dumbarton Oaks Conference in October
1944, and are to be considered by a United Nations Conference at
San Francisco in the spring of 1945. In addition to a General As-
sembly and a Security Council, the proposed Organization shall in-
clude an Econgmic and Social Council, consisting of representatives
of eighteen members of the Organization elected by the General As-
sembly for terms of three years. This Council, according to the
Dumbarton Oaks proposals, will have the following principal func-
tions: “(a) to carry out, within the scope of its functions, recom-
mendations of the General Assembly; (b) to make recommendations,
on its own initiative, with respect to international economic, social
and other humanitarian matters; (c) to receive and consider reports
from the economic, social and other organizations or agencies brought
into relationship with the Organization, and to coordinate their ac-
tivities through consultations with, and recommendations to, such
organizations and agencies.”



CHAPTER 11
PRODUCTION

RAW MATERIALS

At no time during the war have the Allies experienced “a total or
catastrophic inadequacy of supply of any large group of raw ma-
terials.”” The problem they have had to face has been one of making
large quantities available in a short time and at the appropriate places.
Neither Great Britain nor the United States could have realized its
gigantic war programme without drawing large supplies of materials
from overseas. Great Britain normally imports most of her raw ma-
terials, and the resources of the United States, though great, are in-
adequate to furnish the requirements of an all-out war effort. The
war economy of the United States has depended in particular on im-
ports of such strategic raw materials as rubber, manganese, bauxite,
chromium, copper, zinc, cobalt, tungsten, tin, antimony, sisal and
jute.

The shortage, at times critical, of shipping space, together with
the loss early in 1942 of some major sources of supply (especially
for rubber, hemp and tin) in the Far East, seriously complicated the
raw matenials problem of the Allies. Moreover, the supply of some
materials which remained under the Allies’ almost undisputed control,
such as nickel and mica, has continued to be tight throughout the
war. Serious shortages of hides and pulp developed in the course of
1043, but were met by cuts in the allocation of supplies for non-mil-
itary purposes. The pulp shortage is largely a problem of man-power
deficiency in the forestry industry during the war, and is capable,
therefore, of being overcome by augmenting the labour force in that
industry. In the case of hides, the shortage cannot be corrected di-
rectly from the production side, since cattle as a rule are not raised
for their hides. Market supplies will depend mainly upon slaughter-
ings for food, which are not expected to recover rapidly; hence it is
anticipated that a general scarcity of hides will continue well into the
post-war period.

Apart from these few exceptions, ample sources of raw material
supply have remained open to the United Nations; they have been
able to draw on the great resources of the British Empire and North
America and also on those of South America, the Middle East and
the French and Belgian possessions in Africa. In the course of 1943
it became clear that the military effort of the United Nations was not
likely to suffer materially from an insufficiency of raw materials.
Indeed, towards the end of that year, there proved to be a super-

1 Combined Raw Materials Board, Second Annual Report, Washington, 1944.
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abundance of a number of materials, particularly in the non-ferrous
tnetal$ group, and surplus supply of others seemed likely to ma-
terialize, as a result both of the expansion of primary sources and of
the production of certain synthetic substitute materials. Thus, a prob-
lem of at least temporary over-supply, or surplus productive capacity,
of various basic materials in the post-war years is already visible on
the horizon.

Tentative estimates regarding rubber® afford an illustration of this
point. Shipments of natural rubber from producing countries in 1939
totalled just over 1 million tons; in 1941 shipments took place at a
rate of over 114 million tons.? In 1939 world output capacity, ex-
cluding reclaimed but including synthetic rubber, was about 1.7 mil-
lion tons, or more than 50% in excess of world consumption, which
amounted to 1.1 million tons in that year. When Japan occupied the
chief rubber-growing areas of the Far East, the productive capacity
of the Malaysian Hevea plantations was estimated at about 1,550,000
tons. The Hevea trees, hundreds of millions in number, are not easily
destroyed; théy do not burn. It is believed unlikely that more than
10% of the Far Eastern productive capacity will have been destroyed
when these areas are liberated. Moreover, such loss as is suffered
may well be offset by increased production in Latin America, Africa
and the U.S.S.R. (excluding synthetic rubber production). There
has also been a rapid development of synthetic rubber production,
particularly in the United States, where the output in 1944 was ex-
pected to exceed 800,000 tons. On the assumption that the war will
be over by the middle of the ’forties, the total effective productive
capacity for the early post-war period has been tentatively estimated
as follows :*

Long tons
Natural rubber:

Malaysia 1,400,000
Latin America and Africa 100,000
U.S.S.R. 40,000
Total 1,540,000

Synthetic rubber:
United States and Canada 1,000,000
U.S.S.R. : 90,000
Germany 20,000
Other countries £0,000
Total 1,210,000
Grand Total 2,750,000

1K, E. Knorr, "Rubber After the War,” War Peace Pamphlets, No. 4, Food
Research Institute, Stanford University, 1044. See also The Economist {London),
July Bth, 1044.

2 Published statistics are available for January-November 1941.

3 K. E. Knorr, op. cit.
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It is anticipated that there will be an exceptionally heavy demand
for replacement and restocking purposes, and for satisfying other
deferred requirements, during a comparatively brief post-war transi-
tion period. Once this early rush has receded, world consumption is
likely, according to some estimates, to fall off to an average level of
some 1,600,000 tons per annum for the remainder of the present
decade. According to these estimates, a surplus capacity of over 70%
would thus be in prospect. Other estimates, making more liberal al-
lowance for new uses of rubber, concede the possibility that con-
sumption may be near to 2 million tons at the end of the 'forties.
On the other hand, some estimates of the post-war capacity of the
synthetic rubber industry in the United States alone range as high as
1.6 million tons. With the transition to a peace economy, considera-
tions of relative costs and prices will naturally have a more direct in-
fiunence on production than they have had during the war. So far,
production costs have been much higher for the synthetic than for
the patural product, and they seem likely to remain so for some years
to come. Natural rubber still holds an advantage, also, in respect to
quality for general purposes. Synthetic rubber, on the other hand, has
undeniable superiority in certain special uses. Hence, there will be
room after the war for both natural and synthetic rubber. It seems
highly improbable, however, that world demand in the foreseeable
futare will be large enough to absorb such total quantities of the two
varieties as are suggested by the estimates of potential output given
above. This would appear the more unlikely in view of the great ex-
pansion during the war of the output of reclaimed rubber, which
product, left out of account above, may well continue to supplement
the fresh (natural or synthetic) raw product in the manufacture of
rubber goods, though presumably not to the same extent as during

war.

The International Rubber Regulation Scheme, which became in-
operative after Japan’s conquests in the Far East, has been termi-
nated. In August 1944, however, conversations involving the Gov-
ernments of the United Kingdom, the Netherlands and the United
States, as well as representatives of the industries concerned, were
held in London to discuss the rubber problem and to consider the
desirability of establishing a committee which would keep the rubber
situation under review. “A large measure of agreement was reached
on the broad outlines of the rubber position and on the nature of the
problems that lie ahead.”* Arrangements were made for carrying out
a joint programme of studies and for “‘securing continuing examinz-
tion and further discussion of the problems likely to arise with respect
to rubber and rubber substitutes.” It was agreed to resume the con-
versations in the near future.’

: };he‘d Deportment of State Bulletin, Washington, August 13th, 1944
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The rapid expansion of the output of synthetic textile materials
‘may prove a major factor in the somewhat similar, though less spec-
tacular, surplus problems which are likely to face producers of cer-
tain natural textile materials at some date after the war. The main
sources of supply for the two most important of these, cotton and
wool, have remained outside the control of Japan and Germany
throughout the war. The blockade of Continental Europe, which is
normally an important import market for these products, and the
strain on ocean shipping in general during the war, greatly reduced
the export possibilities. Nevertheless, it appears that there has been
only a comparatively small contraction in the production both of cot-
ton and of wool in the world as a whole since 1939 or 1940. In the
Western Hemisphere, and particularly in Latin America, there has
even been an increase in production (see Tables 1 and 3 below).

In the United States, where the acreage under cotton has been
deliberately restricted, the large cotton crop of 1944 came from the
smallest acreage since 1895, the yield per acre being the highest in
history. Deliberate restriction of the cotton acreage has also been ap-
plied elsewhere, for instance, in India and Egypt, where, since 1942,
Government subsidies have been paid to growers for shifting from
cotton to food crops. In both India and Egypt the acreage restriction
measures have been combined with direct aid to the cotton growers
in the form of Government purchases of part of the crop. The Brit-
ish Government participated in this policy in Egypt, buying half the
Egyptian cotton crop in 1942.

Mill consumption of American cotton has been well maintained
during the war. A large increase in the amount of cotton used in the
United States during the war more than outweighed, up to 1942, the
drastic decline in the purchases of American cotton by other countries
whose consumption of all kinds of cotton was sharply reduced. It is
estimated by the United States Department of Agriculture that the
total consumption of all kinds of cotton outside the United States
had shrunk in 1942 and 1943 to roughly two-thirds of the 1934/38
average (see Table 2). The main reason was the closing of the Con-
tinental European market.

As a net result of these changes in crops and in consumption, the
carry-over of American cotton on August Ist, 1944 was about 11.4
million bales (nearly all held in the United States), as compared with
the 1934/38 average of 9.4 million. As the carry-over in the summer
of 1939 was more than 14 million bales, however, it is evident that
a substantial proportion of the immediate pre-war surplus has been
worked off in the course of the war. On the other hand, it is esti-
mated that the world carry-over of all other kinds of cotton, which
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averaged 7.2 million bales from 1934 to 1938 (and was 7.5 million
bales in 1939), had exactly doubled by the end of July 1944. Hence,
the total estimated carry-over of all kinds of cotton at that date,
amounting to 25.8 million bales, of which 10.7 million in the United
States, was nearly equal to one year’s world crop.

In the case of wool, the surplus position is very similar. Wool
production in the Americas rose steadily up to 1943, the expansion
being particularly marked in the Argentine, where output rose as
much as 40% above the 1934/38 average. The available estimates
for 1944 indicate a small drop (by some 4% ) in the output both of
the Argentine and of Uruguay. The annual clip in Oceania and Brit-
ish South Africa, which together account for over 40% of the world
output, reached its peak in 1941. In the course of the following three
years the clip was gradually reduced to about go% of the old level.
A serious drought in 1944 was partly responsible for the decline in
the Australian clip (cf. Table 3).

Table 1
Estimated World Production of Cotton
Thousands of bales of 478 Ibs. net
1938 1930 1940 1041 1942 1043 1044
United States .......... 11,043 1L817 12566 1 12817 11 12
“,‘;’,‘;ﬂm= - 0744 12817 11427 228
eressnssinaaes 1 2140 257 1844 208 2675
Argentine, Peru,
Mexico ceveeasiaes L030 1,050 9I7 1077 1,302 1,343
Other countries ...... 102 102 105 107 120 1

Total Latin America . 3121 3,292 3,520 3028 35011 4,138

Hemisphere ....... 15004 15300 16005 13772 16,328 15,565

India ................. 4248 4136 5000 5127 3035 4263 3,200
Egypt ................ 5,728 1800 1900 1735 877 740 901
Anglo-Egypt, Sudan ... 263 245 247 248 310 19§
Tarkey ............... 306 300 218 268 230 any 2658
Total of abuve
countries .......... 21,600 21,500 23,550 21,150 21680 20980
USSR .............. 3800 4000 3,000
Chima (incl. Manchuria) 2300 1883 2345} 6
All other countries ..... L1400 1,500 1,60(5) 400 5'9.00
Grand Tofal ......... 29,100 29,000 30,500 27,550 27,580 .y
* Provisional data,

Sources: U.S. Department of Agriculture, Foreign Crops ond Morkets ; National



Table 2

Estimated Mill Consumption of Cotton®

Bales (000,000's)

United States

Amer-
ican Other
Cotton Cotton Total
© 1034/38 63 oI 64

1939 7.7 o1 7.8
1040 9.6 0.1 9.7
1041 10 02 11.2
1942 109 0.2 1%
1943 98 o1 9.9

& Excluding destroyed cotton.

All other Countries

21.5
20.7
16.8
14.3
13.8
13.8

Amer-
ican Other
Cotton Cotton Total
5.5 16.0
5.2 I15.5
2.3 14.5
1.2 13.1
1.3 12.5
1.2 12.6

World Totals
Amer-
ican Other
Cotton Cotton Total
11.8 16.1 27.9
12.9 156 285
119 14.6 26.5
12.2 13.3 25.5
12.2 12.7 24.9
11.0 12.7 23.7

Source: U.S. Department of Agriculture, Cotton Situation, November 1944.

Table 3

Estimated World Production of Wool

Greasy basis: 1bs. (000,000's)

1934-38 1930 1940 1941 1042 1043* 1944*
United States and Canada 442 444 452 473 477 469 440
Latin America:
Argentine ............ 370 443 474 494 518 520 500
Uruguay ............. . 118 134 139 117 124 136 130
Other countries ....... 115 117 114 116 114 115 116
Total Latin America .. 603 694 727 vesh 756 771 746
Total Western
Hemisphere ........ 045 15,138 rnIy9 1,200 1,233 1,240 1,186
British Empire Exporters:
Australia ............. gos L128 1142 1,167 1150 1,008 1,000
New Zealand ......... 200 310 332 345 a4o0 330 340
British South Africa .. 239 246 271 260 260 250 240
Total British Empire
Exporters .......... 1,533 1684 1,745 1,772 1,750 L678 1,580
British Isles ............ 125 129 - 126 108 104 103 104
Total of above countries 2703 295%¢ 3,050 3080 3087 3021 287
USSR, .....covvnnnn. 210 300 a3o 340 270 230 .o
Continental Europe ...... 401 420 402 400 398  3Bg
All other countries ...... 406 440 428 420 403 410
“Grand Total .......... 3,720 4,120 4,210 4,240 4,180 4,050 (3,900)

* Mostly preliminary data.

Sources: U.S. Department of Agriculture, Foreign Crops and Markets; National

statistics,
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Table 4

Ansual Wool Exports of Five Principal
Southern Hemisphere Producers

Lbs. (000,000's)

Main destinations : Total to

Seasons Continental Other.desti- all desti-

USA. UKe® Europe Japan nations nmations
_ - 1n3 641 771 189 74 1,741
:g;ﬁ 1938/” ----- 242 8zy 504 96 © 1,709
I040/41 <oornnnnenn 786 ¥3 as 98 o8 1,370
IO4I/42 onennonnnn- 1,039 424 2 13 1] 1,639
1042/43 <recneennnn- 66 34 15 - lgs L179
Lk T/ 7 S 61 M5 17 —_— S 1,165

Source : U.S. Department of Agriculture, Foreign Crops and Markets, November
27th, 1944

2 According to a report recently releastéd by the British Government and sum-
marized in Foreign Crops and Markets, Janvary 15th, 1945 retained imports of raw
sheep wool from all sources into the United Kingdom by calendar years were as

follows : Lbe. (000,000's)
Average 1935-38 ........ 609 1040 ..ovnnn 1,006 1042 ........ 412
1'%, SO 703 .71 S 32 1043 ..voenns

In peace-time the domestic requirements of the five principal pro-
ducing countries of the Southern Hemisphere ( Australia, New Zea-
land, South Africa, the Argentine, and Uruguay) absorbed only
about 8% of their clip. Increased local utilization during the war has
raised that proportion to about 15%. The total wool exports of these
countries were sharply reduced, despite a large increase in shipments
to the United States (cf. Table 4).

Both in 1942/43 and in 1943/44 the total shipments from these
five countries were one-third (or almost 600 million pounds) below
the pre-war average. As a result, heavy stocks aceumnulated in these
as well as in other countries. The exports to the United States in
1940/41 and 1941/42 (cf. Table 4) included large shipments made
under a special agreement between the British and the United States
Goverqments to build up a stock pile of wool in the United States
where it would be available to United States users, or whence it could
be transported to the United Kingdom, in case communications with
the Southern Hemisphere sources of supply should be cut. This agree-
ment was terminated in July 1942. Imports have continued on a large
scale, h“.m"““» for commercial purposes; war-time consumption 1
the United States rose to about 1,000 million pounds per annum,
only two-fifths of which could be met from domestic productiof.
Nearly 300 million of the 618 million pounds of Southern Hemi:
sphere wool shipped to the United States in 1943/44 was supplied
by the Argentine and Uruguay. ite these exports, wool stocks
in those two countries together rols)e'?rom 440 million pounds at the
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‘beginning of the 1943/44 season to 584 million at the end of that
season. Almost all the wool shipped to the United Kingdom is sup-
plied by the British Empire exporters in the Southern Hemisphere.
The British Government undertook to purchase their entire wool clip
for the duration of the war (including the war with Japan) and for
one year after, and is thus the owner of the huge stocks accumulated
in these countries since the beginning of the war. Similarly, in the
United States, the Commodity Credit Corporation purchased the
non-contracted portion of the 1943 domestic wool clip, and has
been buying the 1944 clip at prices which are remunerative to pro-
ducers who are unable to compete with the cheaper imported wool.
In South America the unsold wool has simply accumulated in private
hands.

The position of recorded wool stocks in July 1943, that is, at the
end of the 1942/43 season, has been summed up by the United
States Department of Agriculture' as follows:

. Wool stocks, greasy basis
Ibs. (000,000's)
British and U.S. Government-owned,

stored in the U.S.A. 800
Privately owned in U.S.A. 560
British owned, stored in Australia,

New Zealand and South Africa 1,400
Privately owned in the Argentine

and Uruguay 440

Total 3,200

It is probable that the world total was considerably higher than
this aggregate, which excludes the stocks held in the United King-
dom, for which no figures are available, and also minor unrecorded
stocks elsewhere. At the beginning of the 1943/44 season, stocks of
wool in the five principal wool countries of the Southern Hemisphere
totalled 1,840 million pounds, or nearly 60% of the aggregate shown.
By the end of the 1943/44 season, they had grown to 2,500 million
pounds, and privately-owned stocks in the United States had in-
creased to 650 million pounds.? Recorded stocks were, therefore, not
much below, and total world stocks were no doubt considerably above,
4,000 million pounds. Thus, the total world stocks probably exceeded
by a wide margin one year’s world production (cf. Table 3).*

In view of the fact that after five years of war the world produc-

! Foreign Crops and Markets, February 1944. .

- 2 Foreign Crops and Markets, November 27th, 1044. Privately-owned stocks in the
United States may subsequently have been increased further by purchases of Govern-
ment-owned foreign wool sold at public auction in the autumn of 1944.

8 By December '1944, according to the Daily Mail ( Transattantic edition, December
27th, 1944) British-owned stocks alone amounted to 4,000 million pounds-—pre-
sumably including stocks held in the United Kingdom—which suggests that world
stacks were close to, if not in excess of, a total of 5,500 million pounds.



— 68 —

tion both of cotton and of wool is as high as or even higher than it
was in pre-war years, the large unused reserves of these materials
which already exist and are likely to increase further before the war's
end, would appear to be ample for meeting the anticipated rehabilita-
tion requirements in the post-war transition period. Indeed, total sup-
plies may prove to be so large in relation to the post-rehabilitation
demand as to invite drastic production adjustments, especially in view
of the increasing competition from synthetic textile materials. Part
of the pre-war import market in Continental Europe, where synthetic
textile production has developed rapidly during the war, may well
have been permanently lost to oversea exporters of natural textile
fibres.

A general idea of the development during the war of the synthetic
textile industry, which was still in its infancy some ten years ago, is
afforded by Table 5. So far as Europe is concerned, this table is based
mainly on estimates computed by the United States Department of
Agriculture. It covers only rayon and staple fibre pro-duction (from
wood pulp), and hence disregards other synthetic textiles which may
be quite important now, even though before the war their manufac-
ture was only in the experimental stage. Both rayon and staple fibre
compete with cotton (and silk), and staple fibre can, to some extent,
be used also as a substitute for wool in certain mixtures.

Though stili relatively unimportant outside Europe, the produc-
tion of staple fibre in Continental Europe was nearly three times that
of rayon in 1942. The Continent’s output of rayon and staple fibre
taken together was more than three times (in Germany with annexed
territories, about four times) as great as it had been in the last pre-
war quinquennium. In North America the production in 1942 was
about twice as large as the 1934/38 average. The 1942 output on the
European Continent alone is estimated to have been equivalent to
some 4.8 million bales of cotton. Table 5 excludes those parts of the
world for which 1942 production estimates are not available. It is
known, however, that by 1937/38 Japan and Latin America were
producing rayon and staple fibre at a yearly rate of some 750 million
pounds. By 1942 the world output of synthetic textiles, not counting
nylon and other kinds the production of which is not recorded, was
probably close to 4,000 million pounds, rayon accounting for 1,660
million and staple fibre for over 2,000 million pounds. The estimated
world production of cotton in that year amounted to between 13,000
an.d 1 4,ooo.million pounds, and that of wool to somewhat over 4,000
million. It is believed that by 1944 rayon and staple fibre production
had gained still further in relative importance. The production of

synthetic fibres will, no doubt, continue to expand after the war; in
particular, there is likely to be a rapid increase in the production of
certain low-priced high-quality substitutes for wool which are re-
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) Table 5
Estimated Production of Rayon and Staple Fibre

Lbs. (000,000’s)

Average
1927-1933
Rayon Average 1934-38 1042b
(and staple Staple Staple
fibre)a Rayon Fibre Total Rayon Fibre Total
United States ........ 132 265 14 278 479 153 632
Canada .............. 5 13 —_ 14 18 — 19
Total North America 137 278 14 202 497 153 651
United Kingdom ..... 57 106 20 129 go 45 135
USSR ...l 3 14 — 14 30 — 30

Continental Europe:
Germany, Austria,

Czechoslovakia,
Poland ............ 72 130 142 273 220 8% 1100
Italy .............. 69 03 104 198 132 310 462
France ...... L U 43 61 B 69 69 128 197
Belgium, Netherlands 29 a5 I 36 44 28 73
Switzerland, Sweden,
Norway, Finland ... 10 12 I 13 19 3 49
Spain, Portugal .... 3 [ —_ 5 9 20 29
Hungary, Roumania,
Greece ............ I 1 — I i 8 15
Total Continental
Europe .......... 227 337 256 505 500 1425 1023
Grand total ...... 424 738 200 1030 1117 1623 2742

& Almost exclusively rayon; staple fibre production was insignificant prior to 1934.
bLargely conjectural data.

Source: U.S. Department of Agriculture, Cotton Situation, September 1044;
National statistics,

ported to be successfully derived from soya beans and other sub-
stances rich in proteins.

The production of a new textile fibre from rubber is reported to
have been started in Japanese-controlled southeastern Asia, where
rubber is also being used for manufacturing substitute petrol.*

Petroleum production in 1941 in the Netherlands Indies, Borneo
and Burma, which were occupied by the Japanese in 1942, totalled
8.8 million metric tons.? This figure, together with the 0.4 million
tons produced in Japan and Formosa, constituted less than 2% of the
498 million tons produced in 1941 in the world excluding Continental
Europe. The production of Continental Europe in that year may have
amounted at the most to 14 million tons, including the synthetic oil

1 The Economist (London), December 18th, 1043. .

2Tt is not definitely known to what extent the destruction of wells and equipment

before they fell into enemy hands will have lasting effects on the output of these
countries in the future,



output.! Since the bulk of the world’s petroleum resources remained
within the orbit of the United Nations, there has been no over-ali
shortage of productive capacity on their side. A substantial part of
the Russian production, which totalled over 33 million tons in 1941,
was, however, temporarily put out of commission by Germany'’s pene-
tration into Soviet territory in 1942. Moreover, serious transporta-
tion problems have faced the United Nations. Because of the tanker
shortage, the major Latin-American producers are said to have cut
their output well below the 1941 level. Restrictions on output have
also been applied in the Middle East.* On the other hand, North
American production, which amounted to 191 million metric tons
in 1941, has increased since 1942. In 1944 it reached an estimated
total of 227 million tons, or nearly one-third more than the amount
(172 million tons) extracted in 1939. Nevertheless, the war require-
ments, particularly of gasoline, have made it necessary for civilian
consumption to be severely rationed.

Coal production during the war has increased in cegtain countries,
including the United States and Germany. On the whole, however,
coal has been in short supply in relation to war-time requirements.
Even in the United States the coal supply caused some concern in
1944. Production declined after 1942 in Canada and Australia, but
continued to rise in the Union of South Africa, according to some-
what incomplete preliminary data. In “Greater Germany” the increase
in the output of hard coal by some 12 or 13% between 1938 and
1943 occurred mainly in the Silestan mines annexed from Poland
and Czechoslovakia; lignite production rose by about 35%. At the
same time, however, there was an increased demand for both hard
and soft coal for the manufacture of synthetic oil and other substi-
tute materials.

For Continental Europe outside “Greater Germany,” no complete
statistics of coal production have been published since 1938, when the
output amounted to 102 million tons of coal®* and about 21 million

1 [t is reported that petroleum production has expanded rapidly during the war in
Austria and Hungary, where only 63,000 and 43,000 tons, respectively, were ex-
tracted in 1938, Hungary’s production had risen to 550,000 tons by 1941, and is
estimated to have reached some 730,000 tons in 1944. It is believed that Austria had
an output of abowt 1,500,000 tons in 1944 from the new petroleum fields which have
been found to constitute one of the most important natural resources of that country.

? Official production data for recent years are not available for most of Latin
Amenq; and the Middle East. In 1941 they produced §1.4 and 13.4 million tons,
respectively. Venezuela's production, officially reported at 33.4 million tons in 1041,
15 stated by a correspondent to The Ecomomist, London, March 24th, 1945, to have
been reduced to about 27 million tons in 1042, owing to the U-boat menace in the
Caribbean and the partial destruction of the Aruba refineries by enemy action in

February of that year. In 1043 the Venezuelan output would appear to have re-

covered to roughly 30 million tons and in 1944 to have reached a new top figure of
over 35 million tons.

',Eleudmﬁ' 52 million tons produced in those parts of Poland and Czechoslovakia
which were fater incorporated in “Greater Germany.” In Table 6 these §2 million
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Table 6
Coal Production

Metric tons (000,000's)

1939 1040 1941 1942 1043 1944*

United States ............ 4040 4647 515.0 5809 5862 6200
Canada: Coal ........... 111 12.6 12.9 13.0 11.5 11.3
Lignite 3.1 3.3 3.7 4.1 4.6 4.2
Latin America ..... .o 4.0 4.5 4.8 5.3 . .
Africa ......... . 18.5 19.2 20.3 . . .
QOceania ,........... . 14.8 13.1 15.6 16.3 15.5 15.1

United Kingdom

i an . 235.1 227.9 209.7 208.2 202.1  (196.0)
“Greater Germany”?:

Coal ........... 238.00 . . . 268.2d
Lignite ......... 211.0¢ . . . 286.41
Hard coke ...... 49.0° . 53.44

& Preliminary. » The pre-war data and those for 1943/44 cover identical territory.
© 1938, ¢ April 1943-March 1944.

Note: The source for the German data for 1943/44 is an article by the Diplomatic
Correspondent of,The Times (London), November 22nd, 1944.

tons of lignite. Output is known to have fallen considerably, however,
in most of the occupied countries. Moreover, serious disorganization
of transport facilities has further reduced the supplies effectively
available, especially to civilian consumers. In the Soviet Union, as
was stated in Chapter I, the rich coal mines of the Donets Basin were
flooded by the retreating Germans in 1943. The decline in the coal
production of the United Kingdom has been due in part to the with-
drawal of labour normally employed in mining for export, which
virtually ceased during the war.

The figures for iron and steel production given below testify to
the rapid industrial expansion which has taken place in those parts
of the world that are farthest removed from the active theatres of
war,

Britain’s steel output, in contrast to her coal output, has been well
maintained during the war. In 1938 Germany’s iron and steel output,
including the production of Austria but excluding that of the Sude-
tenland, amounted to 18.6 million tons of pig-iron and alloys, and
23.2 million tons of steel ingots and castings. Production elsewhere
in Continental Europe amounted to 15 million tons of pig-iron and
18 million tons of steel, of which 85% and 75%, respectively, were
derived from countries later occupied by Germany. According to
such scattered information as is available for the war years, it would
appear that Germany increased her steel output between 1941 and
tons have been included in the pre-war figure for “Greater Germany” in order to
render it directly comparable with the 1043/44 figure. Production in 1938 within the

territory actually constituting “Greater Germany” at the end of that year amounted
to: coal 186 million, lignite 211 million and hard coke 44 million metric tons.
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1943. Aggregate production of both steel and iron in the ocoupied-
areas, on the other hand, appears to have declined during the war.

In 1944, with the increased bombing of Germany and the liberation

of much of Western Europe, both German production and the sup-

plies available to Germany declined.

Table 7
Iron and Steel Production

Metric tons (000's)
1030 1040 1941 1942 1943  1944°

ig-Iron and Ferro-alloys:

P%niu:d States ..........- 32,366 42999 50860 54,400 55812 56,150
Canada ......ccvvvvvanun- 845 1,325 580 1,086 1,700 1,846
Brazil .....ccccvmcniennnnn 160 186 200 214 249 291
Mexico voocvvvnnnrannsna 95 oz 8s 127 . .
Union of S. Africa ....... 300 304 315 365 o 408 500

SUnited nglogas ........ 8108 8326 7508 7720° 7302 .
teel Ingots tings :

United States ............ 47897 60765 75148 78066 Bob624 81,160
Canada .......ccevvvnenn. 1,407 2046 2,451 2832 2725 2,744
Brazil ....ccvvvvvinvannn. 114 141 155 160 184 220
Mexico ...cvivarnnaroanes 77 95 95 95 .
Union of S. Africa ....... 314 . . . .

United Kingdom ......... 13433 13,183 12500 12968 13,230

a Preliminary data.

In England the production of steel has been better maintained than
that of pig-iron; a growing proportion of the former has apparently
been derived from scrap. On the European Continent, when the war
is over, large supplies of scrap iron and steel are expected to be forth-
coming from the battlefields. Another addition to post-war iron and
steel supplies will come from Latin America, where iron and steel
productive capacity is being rapidly expanded by the establishment
of modern plants in several countries. The new Volta Redonda Steel
Works which are under construction in Brazil are being built for an
annual capacity of 1 million tons.! In 1944 Brazil produced 220,000
tons of steel and 291,000 tons of pig-iron and ferro-alloys.

The output since 1939 of the base metals and of various light met-
als essential for ferro-alloys and other special purposes is shown in
Table 8, which covers all the major producing countries for which
production data are available for any part of the war period. The out-
put of nearly all of these metals within the orbit of the United Na-
tions has been greatly increased. The expansion was particularly

1 Bulletin of the Pon-American Union, September 1044, page 538.
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Table 8

Recorded Production of Non-Ferrous Metals
in Principal Producing Countries

Metric tons {000's)

1939 1540 1941 1042 1943 1944%

Copper
United States ......... 608 922 1,015 I,IlI 1,104 o75*
United States, secondary 453 483 659 842 085 .
Canada ............... 229 256 254 245 - 233 230*
Mexico .....cvvnnnenn. 41 33 42 . . .
Chile .......ooevinen.. 326 347 456 478 489 500*
Peru ................. 34 34 28 30 28 27
Belgian Cengo ........ 123 150* 162* 176* 157* .
Northern Rhodesia .... 215 243* . . .
Union of South Africa . 10 14 19 21 23
Oceania® ,............ 23 23 36 30 30
Spain (black, blister &

electrolytic) ........ I0 9 0 15 19

Sweden .............. 11 13 18% . .
Turkey ....%......... 7 9 1I 8 10

Lead
United States ......... 430 484 518 514 408 4o0*
United States, secondary 219 236 361 293 310 .
Canada ............... 173 200 207 221 204 130
Mexico ....oovinvnnnn. 160 172 128 . . .
Argentine ............ 14 13 18 21 .
Peru ........cvvverens 21 32 33 a8 44
Oceaniab ............. 237 254 242 250 223
Spain ......vvevnnnn.. 26 46 43 a9 41

Zinc
United States ......... 460 613 247 809 855 786
United States, secondary iz 201 258 300 334 .
Canada ............... 150 168 194 196 187 154
Mexico ...cvvvinnnnene 36 34 32 . . .
Oceania® ............. 71 74 77 77 78
Spain ....ieiiiienaia. 13 12 19 19 17

Tin
Bolivia ............... 27.6 385 42.7 389 410  30.5*
Belgian Congo ........ 9.8 12.6 16.5 16. 18.0 .
Nigeria ............... 9.6 10.4 160* 170 .
Oceania ,............. 3.7 4.2* 3.5* 2.9* .
Portugal ............. 14 16 1§ 30 34
Asia ............0n0e. 120.5 167.0 ~ I170.0*% . .

Aluminium
United States ......... 148 187 280 473 835 704
Canada ........c0un.e. 75 99 194 300 450 .
United Kingdom ...... 25 19 23 48 57
USSR, ..coccvinnee 45 55 6o . .
Japan ................ 23 35 50 . g
Germany ............. 200 240 310 350 325
Hungary .........c.... 2 3 6 7 10
Italy .....covvvunnnt. a4 40 48 45 46
Norway .....cocvvenn. 31 25 3o 40 35
Switzerland ........... 27 28 26 24 19

Nickel
Canada ............... 103 1 334 128 129 131 125
Oceania ,......0c000n. 11 10 . .

2 Year's production estimated from monthly data available.
b Twelve months ending with June of each year shown.
* Preliminary or partly estimated.
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Recorded Production of Non-Ferrous M etals
in Principal Producing Countnies
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Metric tons
1939 1940 1941
359 448 1,101
530 1,177 1,445
7873 123067 11,131
. 120 114 538
10,060 11,753 14,872
847 26 1,560
350 5 400
189 260 50
1,000* 1,200% 1,900
4,500 5800% .
2173 2886 3281
426 412 568
175 175 195
3039 5680 14783
. . 1,580
— —_ 5
5,000 6,000 11,000
13755 15564 18,308
1 5 47
523 309 521
30 267 229
115 176 147

36 18 22

2333 2805 3,574
810 843 1,071
2,002 2,510 2,2;3
632 700
2,370 2641 3,007
149 161 327
6.2;2 7.35:‘ 9,000*
4400%  5400% .
533 4n
900 081 1140
e D 10
i 1,1 1,000
388 . .
515 428 269
642 1302 1,540
— 70 243
254 402 708
2 118 158%
1238 1800 2.934

1942
1,379

45
17,643

1,454
8o0*

135

3400*

.521
166

44,418
5,700
%7
18,000
25,828

1,095
194

5,080
1,317
2031

10,000*

2014
1,024
1,753

470

236*
2,402

1043
508

17.973
2,379

€357

166,544
10,345

23,000

27,072
150

6,496
4:14:
3,636
2,600

2,534

1,790
767

1944’

.879

152,800
13
4,835

18,000*
400%

5,700*

2,080

1,23
334

i or partly estimated.
‘,meu'A‘r cu Statistical Yeorbook and Monthly Bulletin of Statistics of the League
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rapid in the United States, Canada, Bolivia, Chile and Peru. The
most spectacular increases have taken place in the output of mag-
nesium, aluminium (chiefly for aircraft production, but partly, also,
to replace tin® in certain uses), quicksilver, antimony and molybde-
num. Among the base metals, zinc has shown the most rapid ex-
pansion.

The supplies of many metals became so plentiful that it was pos-
sible to slacken the rate of output, at least in the United States and
Canada in 1944, or for some items (for example, lead and antimony)
in 1943 or even 1942. According to the relevant group index of
the Federal Reserve Board's general production index, non-ferrous
metal smelting and refining in the United States reached a peak late
in 1943, as is shown below:

‘ Non-Ferrous Metal Smelting and Refining in the United States
(1935/39 = 100)

Asnual Quarterly
Averages Averages
(1% 7 A 125 1943, T ...voiunes 249
1038 .......... II ..........
1039 .ovennnnn 113 ImI .......... 284
} [+ 1o R 139 IV il 306
1 {75 SN 163 1944, I .......... 208
1042 «..nnn.... 205 II .......... 272
1043 vevvnunnn. 277 mImr .......... 226
1044 convnnnnnn 247 IV ..ol 192

By the end of 1943, the stocks that had been accumulated in the
United States out of the rapidly rising domestic production and the
substantial imports, had grown so large in the case of most base and
light metals that they were considered to be in excess of requirements.
The United States Government therefore began to curtail the pro-
duction of certain minerals by stopping the premia paid to some
marginal mines. A number of aluminium reduction plants were also
closed down late in 1943 and in 1944 ; aluminium stocks had risen
from 1.8 million short tons at the end of 1942 to 4.9 million at the
end of 1943. Action intended to reduce copper production in North-
ern Rhodesta was taken by the British Government in January 1944,
when it announced that it would cut copper purchases by stages until
a total reduction of 20 to 2§% was reached.

INDUSTRIAL ACTIVITY
Continental Europe

It appears that German war production was, on the whole, ex-
panding up to the end of 1942 or the beginning of 1943. This ex-
1 The main sources of tin production became inaccessible early in 1942, The Allies

had at their disposal, however, substantial strategic reserves of this metal for pur-
poses of munitions production.
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pansion was based partly on incisive cuts in production for civilian
use and partly on the raw materials, labour and machinery obtained
from the occupied areas, the productive activity of which had for the
most part been geared to the needs of the German war economy.

From the summer of 1943 onwards, however, the losses of man-
power and of sources of raw material supplies due to the military
reverses in the East, South and West, and more especially the havoc
wrought by the stepped-up aerial bombardment of industrial areas,
caused a marked deterioration in German armaments production.

The output of civilian goods was subjected to further heavy re-
ductions from the beginning of 1943 onwards. Indeed, the increase
in the scope and strictness of ‘“total mobilization,” which occurred
after the defeat at Stalingrad and again, in the summer of 1944,
after the landing of Allied armies in France, led to the curtailment
of all activities serving the purposes of civilian consumption to what
appears to be the barest minimum. In the latter part of 1944 prac-
tically nothing but food was being produced for civilign use in Ger-
many.

All possible measures were taken to release additional labour for
war work. All “luxury” shops were closed, and other retail shops
were eliminated in varying degree according to their nature. A much
smaller number of bank offices than previously was allowed. Domestic
servants were ruthlessly reduced in number and were altogether
denied to childless couples. Also, the personnel of the central and
local government administration, of postal and communications serv-
ices, of the police, and finally, of the Nazi party itself, was included
in the combing-out process.

In contrast to the situation in, for instance, the United States,
there was no longer much possibility of extending working hours. At
the outbreak of the war they were already about 60 hours per week,
and possibly exceeded the limit consistent with maximum output.
In order to maintain production, recourse was had to the employ-
ment of an ever-increasing number of foreign workers. Their num-
ber is variously estimated. According to an estimate made by the
International Labour Office, the number in “Greater Germany” at
the beginning of 1944 was nearly g million, of which 614 million
were civilian workers and over 2 million were employed prisoners
of war. A substantial proportion, especially of the latter, were doing
agricultural work. Most of the civilian workers were compulsorily
drafted from the occupied countries, and their productivity was
. Y Experiments carried out in a sample factory in Germany have shown that the
S, e decreased gt per herst bein. Goe Tareuly 16 8 Righer sremectimn nt e
and shoddy work. (See The Ecomomist, July 22151, 3;944') I: ;;r?{(:g:; ﬁp%k::s?nc:;

of the German Labour Front is reported to have warned against further extensions
o the working week. (See Intermational Labowr Review, August 1043.)
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lower, on the whole, than that of the German labour which they were
meant to replace.

In the effort to economize both raw materials and labour, the
process of rationalization of industry was intensified, especially as it
became necessary to rely increasingly on the employment of unskiiled
labour.! The exchange of technical and other information between
different undertakings was organized on an industry basis with the
aim of increasing output in the less efficient plants. In conjunction
with these measures, there was an increased standardization of tools
and designs.? Special measures were also taken to save scarce raw
materials and fuel; building was curtailed, and a special commissioner
was appointed to further the substitution of light metals for steel and
other metals.

In order to render the industrial apparatus less vulnerable to bomb-
ing, which was concentrated particularly on the industrial centres in
the West, industry was increasingly decentralized by dispersion to
the countryside or removal to supposedly less exposed places in the
East.® In addition, increasing numbers of assembly shops and other
plants were placed underground.

In the occupied countries of western Europe, which were deprived
of a large part of their manpower, and suffered an even greater
shortage of raw materials that were normally imported, there was
during the occupation a severe decline in the level of industrial pro-
duction as a whole, and especially in those branches of industry which
did not serve the requirements of the occupying power. Authorita-
tive estimates are available for France,* and they are believed to be
fairly representative of the situation in western occupied Europe as
a whole. According to these estimates, the index of France’s indus-
trial output averaged 58 in 1942 and 55 in 1943, taking 1938 = 100
as the base. In September 1943 the index was only 50, and the de-
cline continued in 1944.° Moreover, the raw materials shortage, en-
hanced after November 1942 by the temporary loss to the mother
country of the North African resources, and the dearth of skilled

1 Great efforts have been made in the field of vocational training. In 1943 there
were some 185 communal (inter-firm) training centres in operation containing
places for some 25,000 apprentices, in addition to 308 centres run by the Labour
Front (“The German War Economy,” Economic Journal, June-September 1943).
Although training has been speeded up as far as possible, there are complaints of a
lack of skilled labour, and it has become necessary to change the wage structure in
favour of the skilled groups.

2 By way of example, the reduction in types produced ranges from 96% for axes
to 62% for pistons (Vierjahresplan, July 1043) . . )

® This was facilitated by the standardization of tools and designs and prefabrica-
tion by factory shops. Cf. The Economist, June 1oth, 1044.

% Revue de I'Economie Contemporaine, No. 21, January 1044.

5 The increase in sabotage and the disruption of transport prior to and during the
liberation are bound to have accelerated the decline for some time.
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labour, had caused a general deterioration in quality of the goods pro-
duced.

By January 1944 over 2 million Frenchmen of productive age were
in Germany. Roughly one million were prisoners of war, of whom
some 870,000 were employed in production; and about 1,100,000
were civilian workers, of whom some 250,000 were former prison-
ers of war, whose status had been changed to that of “free workers.”
Of the 850,000 civilian workers imported from France, about one-
half consisted of skilled workers. The average quality of the labour
force left in France was thus reduced. Productive efficiency was fur-
ther reduced by malnutrition, cold and other privations. To make up
for the manpower shortage, working hours were increased from a
weekly average of 38 hours in 1938 to between 40 and 41 hours in
1942 and to 435 hours in 1943. The volume of output is reported to
have declined most in industries primarily serving domestic needs;
output of the kind that was of direct use to the German war economy
was better maintained. Thus, it is reported that mining production,
which was only 65% of the 1938 volume in 1941, had recovered
to 75% in 1942 and had surpassed the 1938 level in 1943.

For Denmark the official index of industrial production is avail-
able for the whole period of the war (see Diagram 1). Denmark is
less highty industrialized than the other occupied countries of western
Europe. Between the beginning of the war and the middle of 1940
her industrial output fell to about 22% below the 1939 average.’
As she was allowed to keep her labour force almost intact,® she was
able to prevent her industrial output from falling further. Since the
summer of 1942 there has even been a slow upward tendency.

In those predominantly agricultural countries of southeastern Eu-
rope which were satellites of Germany during the war, industrial pro-
duction expanded considerably, at any rate during the early war
years. At least, this is the conclusion to be drawn from the index
data that are available for three of these countries—Hungary, Slo-
vakia and Bulgaria. The Hungarian general index rose by 8% be-
tween 1939 and 1941, the last year for which complete data have
been published. The rise took place almost exclusively in the produc-
ers’ goods industries, including iron and steel, engineering and chemi-
cal industries; the group index for these industries increased by over
21%, while the index for consumers’ goods industries hardly in-
creased at all, or, according to the data for the last quarter of 1041,
even decli.ncd slightly. The expansion in producers’ goods seems to
have continued during 1942. In 1943, however, a decline is reported’

1 Most of this fall took place before the invasion in April 1940.

? The number of Danish civilian workers in Germany was no larger in January

;mmimgmg of 1 13_” about 25,000. The largest recorded number was 48,000

3 Dm:cthranzasgzhe Wirtschafts-Zeitschrift, March and, 1944.
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to have taken place. The decline was especially marked in the latter
part of the year, and was due to transport difficulties and the growing
shortage of coal and raw materials. In Slovakia and Bulgaria likewise,
the contraction in the output of consumers’ goods was more than off-
set at first by an expansion in the output of producers’ goods, particu-
larly of metals and lumber in Slovakia, and of mining products in Bul-
garia. The general index of industrial production in Slovakia, as
computed by the Slovakian Institute of Business Research, rose by
20% between 1939 and 1942.' In Bulgaria, according to the pub-
lished indices {cf. Diagram 1), industrial production rose up to 1941,
when the general index was 18% higher on the average than in
1939, and declined during 1942 and 1943. By the middle of 1943
the Bulgarian mining index was still 65 to 70% above the 1939
average, while the textile index was about 30% below that average.
In Finland, production of paper, pulp, and sawn timber for export
was drastically reduced during the winter war of 1939/40. It re-
mained low tlereafter, owing to the country’s isolation from oversea
markets. In consequence of the increased German demand after Fin-
land had become a partner in the war against Russia, there was some
recovery, particularly in sawmill production, after the middle of
1041. The index of production for export was, however, still almost
50% below the 1939 average (c¢f. Diagram 1) in March 1944.%
Since the summer of 1940, neutral Sweden’s industrial production
(cf. Diagram 1) has as a whole been well maintained at, or a little
above, the level to which it dropped precipitously when her westward
seaborne export traffic was cut off by the German invasion of Den-
mark and Norway. Her pulp and paper production fell abruptly by
more than one-half; it recovered only temporarily in 1942. Her ex-
ports of timber (to Continental Europe) declined more slowly: from
1043 to the middle of 1944 (the latest date for which this group in-
dex is available) they were fairly stable at a level about two-thirds of
the 1939 average. The output of her textile manufacturing industry,
which came increasingly to rely on synthetic fibres, was almost stable,
1 Sidost-Economist, August 21st, 1943. X . .
2 A value index of industrial output for the home market is available covering
chiefly the meta), textile, building-material and food processing industries. In order

to eliminate the influence of the rise in prices, this index may be “adjusted” in the
manner shown below : 1939 1940 1041 1042 1043
a) Value of output ........ 100 120 s 120 132

b) Price index (mean of do-
mestic wholesale price and

cost-of-living indices) .. 100 131 159 191 217
¢) Quantum of output (a di-
vided by &) ........... 100 oI 72 62- 6o

Since prices of domestic manufacturers are reported to have risen more than the
composite index shown under b, though not as much as general wholesale prices,
the contraction of output may well have been sharper than series ¢ suggests.
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Diagram I
Index Numbers of Industrial Production (1939 = 100}
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Diagram 1 (continued)

Index Numbers of Industrial Production (1939 = r1o0)
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at about go% of the 1939 average, from the latter part of 1942 to
the middle of 1944, but has since tended to decline. In the iron and
steel and engineering industries, supported largely by orders for the
armed forces, output rose steadily up to the beginning of 1944, when
it was nearly one-fifth above the 1939 average. The aggregate vol-
ume of industrial production has been comparatively stable since
1942 at 12 to 13% below the immediate pre-war level, but showed
signs of falling off during the second half of 1944. The decline in
employment has been smaller than the fall in production, probably
largely on account of the new demand for labour to produce substi-
tutes for formerly imported raw materials. The main reason for the
decline in aggregate production is no doubt the keeping throughout
the war of large numbers of men under arms for preparedness.
Hence, the percentage of unemployed is low, and has been falling
year by year since 1940.

The same general picture is presented by the indices for employ-
ment and unemployment in Switzerland, whose industrial activity
is reported to have recovered during the early war years from a rela-
tively low pre-war level. It appears that production began to fall off
in 1942 and that the fall continued at an increasing rate in 1943."
This is mainly due to the more severe shortages of raw materials.

Soviet Union

The recovery of industry in the previously invaded Russian areas
that were reconquered after the German defeat at Stalingrad has
been rapid. By May 1944 petroleum production was “ahead of planned
quotas,” and the coal, and iron and steel industries of the Donets
region were again operating, though not yet on anything like the
former scale. Before the invasion, the Donbas accounted for nearly
half of the Soviet Union’s total output of coal and iron. Between
May 1943 and May 1944 the Union’s pig-iron production increased
by 27%, steel production by 26.5%, rolling-mill production by 23%,
and coke production by 39%.? These increases reflected not only the
restoration of productive capacity in the liberated areas, but also the
continued expansion of production in the new industrial areas in the
Urals and further east. Economies in production are reported to have
been achieved in the various industries, especially by means of raw-
material-saving devices.

1 Banque Nationale Suisse, Bulletin Mensuel, February 18th, 1944. No production
i proper is available, but a statistical record is made of employers’ current ap-
preciation of the state of activity in the various branches. According to this record,
industrizl activity as a whole in the last quarter of 1043 was nearly 20% below the

level of the last quarter of 1929, and conditions did not improve in 1944.
? Information Bulletin, Embassy of the U.S.S.R,, Washington, June 24th, 1944
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United Kingdom

In the United Kingdom, between June 1939 and June 1944, the
total number of men aged 14 to 64 and of women aged 14 to 59 in
the services or in occupational employment rose by 34 million, as is
shown below.*

Armed
forces ' Total Restof ‘Total
and service popula- popula-
whole- Occupational employment and occu- tionof tionof
time pational pro- pro-
civil Group Group Group Total employ- Un- ductive  ductive
defence In IIv II1e I-III ment employed aged age
{In millions)
Mid-year 1939:
en 0.6 2.6 4.7 58 13.1 13.7 1.0 1.3 16.0
Women —_ 0.5 0.8 3.5 4.8 4.8 0.3 109 16.0
Total 0.6 3.1 5.5 0.3 17.0 i85 1.3 122 32.0
Mid-year 1944 : -
Men 4.7 3.2 4.1 2.9 10,2 14.9 0.07 0.9 15.9
Women 0.5 1.9 1.6 3.1 6.6t 7.1f 0.03 89 16.0
Total 5.2¢ 5.1 5.7 6.0 16.8¢ 22.0 0.1 0.8 31.9°

a Munitions industries, i.e., iron and steel, non-ferrous metals, shipbuilding, engineering aircraft and
vehicles, instruments, chemicals, explosives, etc.

b Agriculture, mining, national and local Government, transport, shipping (including merchant navy),
public utilities, food manufacture.

¢ Building, textiles, clothing, distribution, professional services, etc.

4 Housewives, servants, school children, students, invalids {including war invalids), retired, etc.

¢ Excluding war prisoners and missing.

T Each woman working part-time is counted as equivalent to half a whole-time worker,

The total number of men in the armed forces, in whole-time civil
defence or employed in the munitions industries (employment group
1) rose by almost 434 million; 312 million of these were drawn from
other employment, almost 1 million from the pre-war unemployed,
and over ¥4 million from the rest of the male population of productive
age.? About 2 million women not previously occupied outside their
homes (that is, chiefly housewives), and nearly 300,000 women pre-
viously unemployed, were added to the industrial labour force or en-
listed in the Women'’s Auxiliary Services, mostly following the en-
actment in 1941 of compulsory enlistment in these services and of
compulsory registration for employment. As a net result, in spite
of the integration into active occupation of virtually all of the 114
million previously unemployed and of nearly 2}% million women and

1 When not otherwise stated, the data for the United Kingdom given in this
section are taken from Statistics relating to the War Effort of the United Kingdom,

November 1044, Cmd. 6564. .
3 The last-mentioned group fell by some 600,000 during the first two years of the
war, but rose again in the subsequent years, mainly as the result of the addition of

men invalided out of the Services and unfit to take up industrial employment,
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men from the “inactive” population of productive age, the total num-
ber in occupational employment dropped by over a million in the five-
year period considered.

In the middle of 1944, 7.6 million persons were engaged in manu-
facturing industries. Of these, 76% were engaged on Government
work, 20% on work for the home market and 4% in producing
goods for export. In 1938 about 15% of the larger labour force then
employed in manufacturing had been engaged in production for ex-
port. The large-scale diversion of manpower and industrial capacity
from the export trades and civilian production to direct war pur-
poses which these figures reflect, was made possible partly by the
lend-lease supplies and mutual aid furnished by the United States
and Canada.

Detailed production data have been disclosed for some of the

individual munitions industries. Those for shipbuilding are shown
below.

Nazval and Merchant Shipbuilding in the Unifed Kingdom
{Vessels completed)

Mer-

Naval chant

Major war Mosquito Other Naval vessels vesselse

vessels craft vesselst Total Gross

Number Tons® Number Tons® Number Tons® Tons? Tons

(o00's) (000's) (000's) (000's) (000's)

1030, Sept.-Dec. 17 23 2 0.1 9 3 26 243
1040 106 222 121 6 200 20 257 816
1941 170 346 395 34 314 55 435 1,158
1942 173 300 405 41 6os 82 423 1,302
1943 168 292 337 39 1,601 166 497 1,204

1944, Jan.-June 88 150 120 12 907 105 267 .

® Including landing craft and miscellaneous craft.
b Standarg displacement in tons,
€ Tankers and non-tankers of 100 gross tons and over,

These statistics of ship construction take no account of refitting
and repair work, which in the course of the war has necessarily ab-
sorbed a large part of the manpower available for shipbuilding. For
merchant vessels the proportion was more than half. Increased work
of this kind, in preparation for the invasion of Europe and the war
in the Far East, caused the rate of new construction of certain types
of naval vessel to fall off in 1944. At one period during the war the
amount of merchant shipping in hand for repair was over 2. 5 million
gross tons. In spite of this, the tonnage of merchant vessels con-
structed in the years 1940/43 averaged nearly one-fifth more than
in the years 1915/18.

In 1943 the average rate of monthly deliveries of new aircraft was
three times the delivery-rate in the autumn of 1939, and, measured



in terms of structure weight, the increase was nearly six-fold. The
difference between these figures reflects the shift to larger and more
powerful types of aircraft, particularly heavy bombers. In the first
half of 1944 the output of the latter was at the rate of 5,800 a year.
In the production of combat vehicles, also, there was a marked shift
during the course of the war towards heavier and higher-powered
types. Considerably more rapid rates of increase than those attained
in aircraft and vehicle production were achieved in the production of
most types of weapons, artillery equipment, and ammunition.

Production of Aircraft, Tanks and Service Vehicles
in the United Kingdom

1939 1940 1941 1042 1943 1944 Sept.1939-

Sept.-Dec. Jan.-June June 1944
Asrcraft
Heavy bombers — 41 498 1976 4614 2880 10018
Medium and light
bombers . 1072 3679 4170 4277 3113 1391 17702
Fighters 447 4283 7063 o8s0 10727 5655 38023
Other kinds 1405 7046 8262 7568 7800 4674 36864

Total new aircraft 2024 15040 20003 23671 20263 14600 102609
Structure-weight of
new aircraft

{million 1bs.) 131 50 87 133 185 112 588
Armoured Vehicles
Tanks 314 1307 4844  861r 7476 2474 25116
Carriers, armoured
cars, etc. 633 6044 10481 10312 24375 13957 74802

Wheeled Vehicles for
all Services (o00's)

Heavy type vehicles 11 13 11o 109 104 47 494
Light cars and vans 2 21 17 16 17 8 81
Motorcycles 12 69 7 75 79 39 345

The increase in arms production was made possible by a rapid
expansion of the machine-tool industry. While certain special tools
still have to be brought from the United States, domestic supplies
of most types now outstrip the demand.*

The various difficulties of dovetailing one industry into another
which arose in the early stages of the development of the war indus-
tries were largely overcome by the end of 1942.* From that time on,
there was a great improvement in labour efficiency. An increase in
per capita output of some 25% was apparently achieved in the in-
dustries controlled by the Government Supply Services.

One of the vital problems of the war effort of the United Kingdom
has been to procure the necessary raw materials and, in view of the

1 The Times (London), September 12th, 1944: “British War Production” (Ar-

ticle by a Special Correspondent).
2 Ibid.
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shortage of shipping space, to economize in the use of imported raw
andr;?;ni-ﬁnishgg pgodp;cts. This was particularly important for the
iron and steel industry which normally relies on large imports o_f
high-grade iron ore. The home production of iron ore, which is
generally of low grade, has been increased by more than one-half
since 1939, and this has enabled the industry to maintain its output
of pig-iron, and, with the increased supplies of scrap, to raise steel
production appreciably above the average level of 1935-38. An in-

crease in the effective supply of steel going to the munitions indus-

Production of Certain Row Materials in the United Kingdom

Long Tons (000’s)
1935-38
Average 1939 1940 1041 19042 1$
Iron ores 12417 14486 17702 18074 19540 18487
Pig-iron 7350 7980 8205 7302 7604 7187

Scrap for steelmaking® sBoot 6379 6537  66za 7688 7782
Steel ingots and castings uzsg 13221 12975 12312 12764 13031
1

Aluminiwm a5 xg 23 g zg
Magnesiom 2 5 1§}
Timberd 450° 8ot 2467 2797 360 3821
Newsprint 857% . 204 150 140 129
Other paper and board 14138 . 1523 1240 1147 1031
Cotton yarn 503 487 529 367 327 312

s Average ferrous content about 30%.

b Supply.

¢ Esttmate.

4 Hardwood.

¢ Production in 1930. .
f Annual rate of estimated production at the beginning of the war.
& Production in 1935.

tries was made possible by heavy cuts in the production of articles
for export or for civilian use at home. Thus, the production of motor
cars which had totalled 280,000 cars in 1935, had been entirely stopped
by 1943 ; the output of motorcycles had been reduced from 47,000 to
2,000, and that of bicycles and tricycles from 1,600,000 to 540,000.
By 1943/44, barely 20% of the total steel supply, including imports
(from the United States) was being devoted to purposes other than
direct war production. The same was true of non-ferrous metals and
timber,' the domestic production of which had been increased many-
fold. The output of other items in 1943 as a percentage of the 1935
output was as follows: newsprint, 15% ; cotton yarn, about 60% ;
socks and stockings for civilian use, 62% ; knitted undergarments,
61% ; boots and shoes, 56%.

A notable exception to the success of the war effort in most essen-
tial activities has been the coal industry. In spite of the almost com-

1The Times (London), September 12th, 1944.
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plete cessation of coal exports, offset only in part by increased in-
dustrial consumption, supplies for other purposes have been scarce.
The output of “saleable coal” fell from 231 million tons in 1939 to
194 million in 1943. The number of wage-earners engaged in coal
mining fell from 766,000 to 708,000, and the yearly output per wage-
earner fell from 302 tons to 275 tons.' The decline in productivity
was due partly to the increased average age of the miners and
partly to labour troubles and transport difficulties. Technical improve-
ments in production were introduced in the summer of 1943 and spe-
cial measures were taken to recruit young labourers. Young workers
have the option of working in the mines instead of joining the armed
forces, and miners previously mobilized have in some instances been
released.

United States

An even more spectacular expansion in armaments production
than that which occurred in Great Britain has taken place in the
United States. Industrial production as a whole continued to expand
during 1943, though at a slower rate than previously. In 1944 there
was a slight decline. By the end of 1944 the general index of the
Federal Reserve Board had fallen by 7% from the peak level of
October and November 1943, when it was 128% above the 1939
average (cf. Diagram 1). This reduction was largely the consequence
of the contraction in the labour supply owing to the demand of the
armed forces. Indeed, the total number of employed workers declined
by 109% between November 1943 and November 1944.

For munitions production, which accounts for the greater part of
total industrial production, a separate index is available and is shown
below. The index includes aircraft, ships, combat and motor vehiclg.s,
communication and electronic equipment, guns, fire control equip-
ment, ammunition and various other supplies.

Munitions Production in the United States

Monthly average 1041 = 100

1942 1943 1944
Ist qUATtEr ... .....euenes 213 560 753
2nd quarter ..........000.- 320 640 72y
ard quarter ...........00n- 433 603 713
4th quarter ............... 520 773 707

After a nearly eight-fold increase in two years, total munitions
production fell off slowly in the course of 1944 from the peak at-
tained in the last quarter of 1943. In absolute figures, the production
of aircraft rose from 48,000 planes in 1942 to 86,000 in 1943, and

1 Ministry of Fuel and Power, Statistical Digest, Cmd. 6538, London 1944.
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the production of ships rose from 8 million to 19 million dead-weight
tons. Aircraft and ships, however, constitute only a minor part (about
one-fifth in 1943) of total munitions production. This can be seen
from Diagram 2, which shows the composition of total industrial
production year by year since 1939.

Diagram 2
Composition of
Industrial Production i o
in the %
United States* ey i

1935-39 average of total
production = 100

2 Diagram reproduced from
Federal Reserve Bulletin, Jan-
pary 1044, page 3. The figures
on physical volume of production
for war and civilian purposes are
based on estimates for the vari-
ous stages of manufacturing and
mining. Plane and ship produc-
tion is based on the [Federal Re-
serve] Board's indexes of activ-
ity in the aircraft and shipbuild-
ing industries—for the latter
both in private and Government
yards. Part of the production of
the components for planes and
ships, such as aircraft engines, is
included in “other munitions and (L]
war supplies.”

The output of civilian goods rose by 20% between 1939 and 1941 ;
in that year it accounted for four-fifths of total production. Between
1941 and 1943 it shrank by almost 40%, and its share in total pro-
duction declined to only one-third. The decline fell predominantly on
consumers’ durable goods, such as automobiles, bicycles and various
household appliances. The output of other consumption goods was
maintained at a high level. The manufacture of non-durable goods,
mostly for civilian consumption, continued to increase up to Novem-
ber 1943, when the output was two-thirds above the 1939 average
(¢f. Diagram 1), but by September 1944 it had fallen off by some
7%. Part of the additional output of goods in this category is now,
however, in fact destined for war use, and by January 1945 the group
index had again recovered to the point where it stood twelve months
earlier. :

Once the additional plant and equipment required for the war in-
dustries had been set up, the most critical problem of war production
was the insufficiency of certain strategic materials. By the end of
1943, however, this problem had largely been solved. Synthetic rub-
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ber production, which started almost from scratch in 1941, supplied
243,000 short tons in 1943, and is estimated to have yielded some
850,000 tons in 1944. The production of aviation gasoline is reported
to have increased ten-fold since 1941. Aluminium output in the au-
tumn of 1943 was eight times larger than the 1935/39 average, but
was deliberately reduced in 1944 by some 15% of the 1943 output.
Similar developments have taken place in regard to other metals; by
December 1944 total non-ferrous metal production (smelting and re-
fining) was 40% below the peak level reached in the autumn of 1943.
Steel production, which in 1939 amounted to 3.9 million metric tons
per month, reached a peak of just over 7 million metric tons in Octo-
ber 1943. By September 1944 it had fallen to 6% million metric tons,
but by December it had recovered part of this decline; output in 1944
as a whole was, in fact, over half a million tons larger than in 1943.

As the war progressed the manpower situation became more diffi-
cult. The armed forces, which in April 1940 counted about half a mil-
lion persons, had by April 1944 reached 11 million. Meanwhile, how-
ever, civilian employment had increased from 45.5 to about §1 mil-
lion persons. This made an increase in civilian employment and the
armed forces together of more than 16 million. About 7 million of
these were drawn from the unemployed, whose number fell from 8
million to 1 million. The remaining ¢ million represented new addi-
tions to the total labour force. About 2.5 million of these are ac-
counted for by the natural increase of population, and the remaining
6.5 million consist of persons who would ordinarily be students,
housewives, self-employed and retired persons. The number of women
in civilian employment, including the “natural” increase, rose by al-
most 6 million; the number of males remained practically constant.®

Meanwhile, weekly hours of work were increased. In manufactur-
ing industry as a whole, the average was 36.7 in 1939, 39.0 in 1941
and 45.2 in 1944. There has thus been an increase since 1939 of al-
most 25%. Hours in the durable goods industries rose from 36.4 to
46.7, and in the non-durable goods industries from 37.0 to 42.9, that
is, by 28% and 16%, respectively.?

The total number of people employed in manufacturing industry
increased from about 10 million in 1939 to 13 million in 1941. It
reached a maximum of 17.2 million in November 1943, and had
fallen off again by over 14 million by December 1944. The figures
below show the movement of production, employment and produe-
tivity in manufacturing industry from 1939 to 1944.°

According to these figures the output per man has risen steadily

1 Monthly Labor Review, August 1044

2 Monthly Labor Review, March and May 1944.
8 Federal Reserve Bulletin, September 1944.



Annual Averages

(1939 = 100}
1940 1941 1942 10943 1944
Prodoction .....cconeveene 116 153 104 237 232
Employment: Workers .... 108 132 152 169 159
Hours ...... 109 142 173 201 192
Output per worker ........ 107 117 I 140 146
Qutput per hour .......... 100 109 12 118 121

since 1939, and by 1944 it was 46% above the 1939 average. Over
the same period output per man-hour rose by over 20%.

Production for civilian needs reached its lowest point in the second
and third quarters of 1943; since then it has risen slightly. Since
productivity in the munitions industries is likely to go on rising, it
will probably be possible to release resources increasingly for other
uses. In fact, certain industries were already beginning to face the
problem of reconversion to a post-war economy early in 1944.

It has been officially estimated that the “‘cut-backs” in military
programmes that would result from the termination’of the war in
Europe would be about 40%. A law has been passed to guide the
procurement agencies of the armed forces in the termination of war
contracts, and the War Production Board has organized a special
committee to plan for the placing of termination orders in respect of
war contracts and for the use of freed.resources. Gradually more
raw materials were made available for civilian use. In July 1944,
some restrictions on the use of aluminium and magnesium were
lifted; the manufacture of some models of post-war products was
authorized, and the placing of orders for machine tools and equip-
ment for the manufacture of civilian goods was permitted. After
August 15th regional directors of the War Production Board were
authorized to permit limited production of scarce civilian goods, pro-
vided that such production did not interfere with the war effort.
Quotas had already been allocated for the making of electric irons,
commercial laundry equipment, electric household ranges, etc. With
the increasing manpower shortages towards the end of 1944, how-
ever, the restrictions on the output of civilian goods were tightened
up again.

Canada

Broadly speaking, developments in Canada have been similar to
those in the United States. The general index of industrial produc-
tion (cf. Diagram 1) reached its highest point in October 1943,
when it was 169% above the 1939 average. By December 1944 it
had fallen off by about 10%. At its peak, mining production was
more than double and manufacturing output nearly treble the pre-
war level. This rapid expansion, which was particularly marked in
the iron and steel industry where output increased more than six-



— 91 —

fold, was rendered possible by a rapid expansion of the industrial
apparatus in consequence of which a great many more new plants
were added during the three years between 1939 and 1942 than had
been added during the whole of the preceding two decades.* The
need for new plant was in large part satisfied by 1942; since 1943
the movement of the manufacturing index has mainly reflected the
trend of direct military demand. The peak in shipbuilding was reached
in the fiscal year 1943/44, and it was anticipated that there would be
a decline of some 15% in 1944/45. Aircraft production is expected
to reach its peak in 1944/45. The output of mechanical transport and
armoured fighting vehicles will be practically unchanged. “Cut-backs”
of various magnitudes are contemplated, or have already begun to
take effect, for various types of guns, small arms, miscellaneous
equipment, clothing and many other items.*

The output of the forestry industries (manufactured timber and
paper) which is mainly destined for civilian consumption and export,
rose by 50% during the first two years of the war and then declined
sharply in 1942. Thereafter, output was kept at a level between 15
and 20% and, during the last three months of 1944, between 20 and
25% above the 1939 figure. Textile production, which had expanded
in about the same proportions during the early war years, began to
fall off late in 1942 in the autumn of 1944 the relevant group index
was about 20% above the 1939 average.

The number of workers employed in manufacturing industry in-
creased by 113% between 1939 and the late autumn of 1943; since
then it has declined slightly. The output per worker seems to have
risen by 35 to 40%. In the absence of statistics of hours worked, it
is not possible to calculate the increase in productivity per man-hour
in manufacturing industry as a whole.

Australia and India

In his budget speech of September 2gth, 1943, the Treasurer of the
Commonwealth of Australia revealed that more than 40% of Aus-
tralia’s working population, or 1,370,000 persons, were in the armed
forces or engaged in war production. The total labour force rose
from 2.8 million in 1939 to 3.4 million in September 1943. The index
number of persons engaged in manufacturing industry rose from the
base figure of 100 in 1939 to 137 in the middle of 1943. By October
1944 it had fallen slightly (to 131). No over-all index of industrial
production is available. Production for civilian needs, however, is
said® to have been reduced to only 40% of its pre-war volume. As-

1 Monthly Commercial Letter of the Canadian Bank of Commerce, July 1944.

2 War Production Conference held at the 73rd annual meeting of the Canadian

Manufacturers’ Association, Industrial Canada, July 1944.
3 Budget Speech by the Treasurer of the Commonwealth, September 2nd, 1942.



—92 —

suming that the same or, with rising labour productivity, a somewhat
greater reduction has taken place in the number of workers engaged
in producing goods for civilian use, it may be concluded that, by
1943, production for war needs alone occupied as many workers as
were employed in industry as a whole before the war. It appears
that there has been a substantial décrease in the number of workers
employed in non-manufacturing activities, more especially in the dis-
tributive trades. The general employment index, which covers trans-
port, commerce and mining, as well as manufacturing, fell from an
average of 111 for the latter half of 1941 (1939 = 100) to 103 in
late 1943 and early 1944.

In India war production was greatly expanded in the first two
and a half years of the war in an endeavour to furnish the bulk of
the war material supplies for the Middle East. By 1943 production
of arms and munitions had increased many-fold, and a start had been
made in the manufacture of combat vehicles, ships and even aircraft.
Total textile manufacture was nearly 30% greater in 1943 than in
1939. It appears, however, that Indian industry as a2 whole has not
expanded much since 1942. Output of steel and paper even decreased

slightly in 1943, owing to shortages of coal, manpower, and trans-
portation facilities.

Free China

The industrial areas of pre-war China were located in the coastal
districts which were occupted by the Japanese. During 1943 and 1944
the interior of China was cut off from imports from the outside
world except for some airborne supplies. Industrial activity was con-
sequently limited to meeting the most pressing needs. Most of the
equipment used had been transferred from Shanghai and Hangkow
to the interior. Nearly 500 factories thus transported were operating
in 1943, constituting about one-fourth of all privately-owned enter-
prises in Free China.

Although considerable progress was made up to 1942, usually from
extremely small beginnings, the quantities produced were still in-
significant in comparison with requirements. This is especially true
of the heavy industries. In 1942, only 30,000 tons of iron and 10,000
tons of steel were produced in Free China. Coal production amounted
to 5 million tons in 1941 and 6 million tons in 1942. Greater head-
way was made in the production of industrial aleohol, diesel oil and
various kinds of motor spirit, partly derived from vegetable ma-
terials. The total output of these motor fuels is reported to have ex-
ceeded g million gallons in 1942. A small chemical industry has been
developed, and there are also some machine-tool factories whose out-
put is, however, still on a small scale.

There are obvious limits to the production of modern implements



of war on such a slender industrial basis. The development of the
manufacture of consumers’ goods proved less difficult. According to
an index published by the Ministry for Economic Affairs in Chung-
king, industrial production in Free China developed as follows:

Production Indices

(1938 = 100)
1040 1042
Producers’ goods .............. 187 272
Consumers’ goods .............. 306 659
Exportable minerals ............ 115 120
Total production ............... 186 302

It should be borne in mind that the quantities produced in the base
year, 1938, in the territory covered by the index were very small.
The group index for textiles, which constitute the main item under
consumers’ goods, was 719 for 1942. It is reported* that in that year
the output of gotton fabrics amounted to 170,000 bales produced
from about 45,000 tons of domestically-grown cotton.

After 1942 the development of manufacturing was retarded. This
is said to be due to the rapid price inflation which caused raw ma-
terials to be withheld for speculative purposes. Moreover, as wage
adjustments failed to keep pace with the rapid rise in the cost of liv-
ing, a marked shortage of industrial manpower developed.

Latin America

Most of the Latin-American countries have experienced consider-
able difficulty during the war in obtaining the imports of equipment
and various raw materials which they need for developing their in-
dustries. Nonetheless, some progress in industrialization has been
achieved, though it has been uneven. _

In Chile (cf. Diagram 1) the general index of production was
fairly stable from 1941 to 1943 at a level some 13% above the 1939
average. The greatest expansion took place in mining. Manufacturing
output rose considerably less,* despite a marked increase in the num-
ber of workers employed, as is shown by the following indices:

Production and Employment Indices

(1939 = 100)

Manufacturing industry: 1041 1042 1043 1944
(a) Production ...........c..00ns 114 112 108 110
(b) Workers employed ........... 120 123 119 117%
{c) Ratio of (a) to (b) ......... 95 00 o1 94

8 March-July 1044.

! Far Eastern Survey, August 11th, 1043, . )
2 Textile manufacture is a notable exception. The index rose from 100 in 1939 to
127 in 1943 and 136 for the first eight months of 1944.
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The fall since 1939 in the ratio shown under (c) above points to an
appreciable decline in output per worker. This may have been due to
wartime difficulties and the lack of machinery and raw materials.

In Argentina, employment in mining and manufacturing industry
rose between 1939 and 1944 as follows:

Index
(1939 = 100)
) {71 102
I041  s.iinenincas 100
(47 115
1043 -cucncensns 117
) (17 7 S 1222

8 Average for first 10 months.

It is estimated® that by 1942, the last year for which complete data
are available, production had risen by about 17%, or slightly more
than the number of workers employed.

In Brazil the industrialization process has made rapid strides dur-
ing the war. Industrial employment increased from a million workers
in 1938 to about a million and a half in 1943. The output of cotton
textiles, based on an abundant domestic raw material supply, has
increased by 50% since before the war. Various other manufacturing
industries have also been expanded, or started, in order to furnish
an increasing variety of both consumers’ and producers’ goods for
the home market and for neighbouring countries. Exports of manu-
factured goods rose from $2.4 million in 1939 to $85.5 million in
1943. The articles exported included textiles, tyres and other rubber
manufactures, iron and steel, machine tools, china and glassware.
There has been a significant expansion in iron and steel production.
The output of pig-iron reached 291,000 tons in 1944, and the output
of steel ingots 220,000 tons—a doubling since 1939. The rubber
tyre factories, besides supplying domestic needs, have turned out over
5,000 tons for export. The value of mineral production (including
mica, quartz and industrial diamonds) has doubled since 1939. Coal
production rose from 1 million tons in 1939 to 2 million tons in 1943.
The production of hydro-electric power has also been expanded.

In Mexico industrial production was almost constant up to the
middle of 1941 (cf. Diagram 1). Subsequently, manufacturing out-
put, as represented by the base metal and petroleum refining and tex-
tile industries, rose in the aggregate by about 25% up to the third
quarter of 1943, the latest date for which data are available. Over
the same period mineral production {including gold, silver, and crude
petroleum extraction) continued to fall. Efforts to diversify indus-

1 Memoria Annal, 1042, Banco Central de la Republica Argentina,



trial production are said to have been hindered by raw material short-
ages and difficulties in securing sufficient imports of tools and equip-
ment.

Foop SuprLy

The present review of the food supply situation in the various
parts of the world refers mainly to 1943 and 1944. During the three
preceding years there had been a steady deterioration in the food
supply on the Continent of Europe as a result both of the war itself,
and of weather conditions, which were generally unfavourable. In
North America and in the British Isles, on the other hand, food
production had increased rapidly during these years; it had increased
substantially, also, in Latin America and was on the whole well
maintained in Oceania and Africa, and fairly well maintained up to
1941 in Asia outside the war-stricken regions of China. A rapid ex-
pansion in production took place in the U.S.S.R. prior to the German
invasion of its grincipal food surplus areas.’

In a study published recently by the United States Department of
Agriculture,? an attempt has been made to determine how far food
production in 1942 and 1943, measured in terms of calories, differed
from the pre-war normal in certain selected groups of countries.
The main results of these calculations are reproduced below:

Indices of Food Production by Major Geographical Groups

Average of 1942 and 1943 as % of pre-war averages
Bulgaria, India,

Argentine, Australia, Western Greece, Unoccu-

Canada, Brazil, N. Zealand, Europe Turkey, pied

US.A,, Chile, Unionof and North  Palestine, China,

Mexico Uruguay S. Africa  Africab Egypt Japan
Crops® 129 18 o6 100 96 103

Livestack

productst 132 17 113 75 86 o4
Total 130 117 101 94 05 103

® “The pre-war average differs slightly by countries because of lack of compar-
able data or in order to obtain a normal period of pre-war production. For most
countries the pre-war average was 1933-37, 1934-38 or 1935-30.” (Op. cit.)

bIncluding 12 countries: United Kingdom, Ireland, Sweden, Norway, Den-
mark, Germany, France, Italy, Spain, Tunisia, Algeria and French Morocco.

¢ Including cereals, fruit and vegetables, edible oils and sugar.

4 Inciuding meat, poultry, eggs and dairy products,

1 Production developments in the first three years of the war are reviewed in some
detail in the two preceding editions of the World Economic Survey (1939/41 and
I941/42). Food production in 1943 was similarly reviewed in Food Rationing and
Supply 1943/44 (League of Nations 1944), to which reference should be made for
a somewhat fuller account of that year than is to be found in the present review.

2 Office of Foreign Agricultural Relations, Wartime Changes in World Food
Production, by C. M. Purves, Washington, December 1944.
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The indices do not include most of central and eastern Europe,
large parts of Africa and the Middle East, the U.S.S.R., occupied
China or southeastern Asia. They are not, therefore, representative
of food production in the world as a whole. Moreover, the index for
western Europe covers up the opposite trends which characterized
the British Isles on the one hand and Continental Europe on the
other. The British Isles expanded domestic production, while Con-
tinental Europe in the years shown had poor crops. Moreover, the
western continental countries reduced their livestock production much
more than the British Isles, where indeed the number of cattle was
increased. But the indices do bring out the contrast between the food
surplus areas comprising the Americas, Australia and South Africa,
and the main deficit area, consisting of western Europe and the Medi-
terranean Basin, and thus afford a useful general background for
the regional review given below.

Continental Europe

During the war the grain harvests in Europe havetheen constantly
below the 1933-37 average. Grain crops were very poor in 1940; a
little better in 1941, and again very poor in 1942. The area under
potatoes, sugar beet and garden vegetables was extended, and larger
quantities of these products were grown, though insufficient to make
good the deficiency in grains. A considerable effort was also made to
expand the cultivation of oil-bearing plants to compensate for the
heavy reduction in imports from overseas. The yields were, however,
generally disappointing. At the same time the number of livestock,
especially of pigs and poultry, was reduced; livestock products were
reduced still more owing to restrictions on the use of fodder.

By 1942, the production of both vegetable and animal foods had
dropped very considerably below the pre-war level, reserve stocks
had been largely depleted, and imports of foodstuffs from overseas
were reduced to a mere trickle. Food supplies were, however, not
reduced proportionately. Livestock production in Europe absorbs, it
is estimated, on an average about 7 vegetable calories per animal
calorie produced. Thus, the restrictions on the use of cereals, pota-
toes, etc. for feed, and the reduction in animal food production, re-
sulted on balance in a substantial gain in the total supply of calories
available for human consumption.® Though the total grain supply
(production plus net imports) in the year 1942/43 was probably
some 15% short of the average for 1938 and 1939, and animal food
production had shrunk very much more, the Continent’s total food
consumption in terms of “per capita intake of energy,’ may not
have been more than 10 to 15% below the pre-war normal.?

1 -

See Chapter III, ;_wl 32, below,

2 See article entitled in Continental Europe and the Soviet Union,” pub-



In 1943 the crop of bread grains was better than in 1942 though—
according to revised estimates—not up to early expectations and de-
cidedly below the pre-war normal; the feed grain harvest was poor,
and the total grain supply for the year 1943/44 is believed to have
been of the same order as in 1942/43 (some 10-15% below the pre-
war average) though its composition was somewhat better. A pro-
tracted drought, especially in the central and eastern regions of the
Continent, caused the potato crop to fail, and the crops of both sugar
and fodder beet and vegetables were lower than in the previous year.
Though bread rations were increased in most countries, the gain on
this account was partly offset on the Continent as a whole by cuts
in potato rations. Meat supplies in German-controlled Europe re-
mained low, although inroads were made on the cattle reserves in
order to help maintain rations. The supply of animal fats is believed
to have declined slightly on balance, although there was some re-
covery in milk production at the beginning of the 1943/44 season.
The shortage gf vegetable fats was in part relieved by a larger pro-
duction of rape-seed in central and western Europe and of olive oil
in the Mediterranean areas. This improvement offset whatever fur-
ther deterioration occurred in the animal-fat situation. In short, the
over-all food supply situation in 1943/44 seems to have been about
the same as in 1942/43.

The general description of conditions in 1943/44 given above also
applies in large part to Germany taken alone, although, owing to the
failure of the German potato crop,* the total calorie value of the avail-
able food supplies may have been slightly smaller than in 1942/43.
It is possible, also, that the loss to Germany through military reverses
of a very large part of the outside resources she controlled at the be-
ginning of the year 1943/44, may have considerably increased the
dependence of her armies upon the domestic food supply.? Further-
more, it has to be borne in mind that some 10,000,000 foreign work-
ers and prisoners of war, far exceeding the number of German sol-
diers killed and captured up to the spring of 1944, had also to be
fed out of this supply and the reduced imports.

Conditions similar to those in Germany proper obtained also in
1943/44 in Austria and Czechoslovakia. In the Danubian Basin
(Hungary, Roumania, Bulgaria and Yugoslavia) food production

lished in Foreign Agriculture, June 1944, Office of Foreign Agricaltural Relations,
U.S. Department of Agriculture, -

1 The 1943 potato crop is reported to have been some z5 million tons smaller
than the 1942 crops, and the smallest in twenty years. '

2 In terms of calories, Germany’s takings in 1943 (calendar year) from occupied
countries amounted to 1o to 12% of her total intake. This was sufficient to supply
nearly the whole German army, so that indigenous food supplies could be kept
almost entirely for civilian consumption. Source: (British) Parliamentary
Debates (Hansard), 31st October, 1044, Statement on Germany's Food Situation
by the Parliamentary Secretary to the Ministry of Economic Warfare.



was definitely larger in 1943 than in 1942, owing mainly to good
wheat and rye crops. In northern Italy the crops of bread grains are
said to have been satisfactory, the sugar beet crop about normal, the
maize crop unsatisfactory and the potato crop poor. In those parts of
Italy which had been liberated by the late autumn of_ 1943—areas
which are normally deficient in bread cereals—the grain crops were
very disappointing. The wheat crop was 35% lower than in 1940,
the barley crop 16% lower, and the maize crop 62% lower. The
olive oil production was, however, relatn_'ely good. . .

Food production in France was larger in 1943 than in 1942, mainly
owing to a better wheat harvest. On the other hand, imports from
North Africa were cut off, while forced deliveries to Germany con-
tinued. In the Low Countries, livestock production has been greatly
reduced during the war,® and the acreage under bread grains con-
siderably expanded, mainly through the conversion of grassland.
Yields were reported to be appreciably better in 1943 than in 1942,
particularly in Belgium. .

In Denmark there has been little change during the war in the
total area under grain and root crops, but a certain shift from wheat
to rye and from feed-beets to potatoes has taken place. This shift
is also reflected in the harvest figures. An almost complete crop
failure in wheat occurred in 1942. The yield of grain per acre har-
vested, as distinct from acre sown, was higher in 1942 and 1943
than before the war, while the yield of beets for feed was lower. The
lack of imported feed stuffs on which Danish husbandry largely
depended before the war caused dairy and meat production to de-
cline much more than livestock numbers. Some recovery from the
low levels reached in 1942 took place in 1943, both in livestock popu-
lation (especially pigs) and in animal food production (apart from
beef and veal).

_ Sweden also increased her livestock herds and animal food produc-

tion in 1943. The shortage of fats was further relieved by imports
of a certain quantity of oil-bearing materials covered by the *safe
conduct” arrangements concluded with the Allies and Germany. The
bread-grain harvest in 1943 was about the same as in 1942 (some
15% short of the ‘1930/39 average).

In Norway and Finland, which normally depend to a great extent
g:tt‘mp,o"ts of wheat, the bread-grain crop is reported to have been
F: le" In 1943 than in 1942, but it was still far below requirements.

inland’s meat and butter production, greatly reduced by 1942, also
began to recover in 1943. The area under potatoes has been extended

! Indicative of that reduction is the reported decline 1
, in the Netherlands, between
1931/40 and 1943/44, in the number of milk cows from 1.§ to :.:c:n?lll‘io’n. of pigs

from 1. ilti o
mrk:;ﬁufﬁgf"s million, and of poultry from 349 to 3.9 million. Source: Berg-



in both Norway and Finland during the war, and it is reported that
in 1943 the crop was above the pre-war average.

In 1943/44 food supplies in Switzerland were generally lower
than in 1942/43 and considerably lower than before the war. Severe
droughts on the Iberian Peninsula in 1943 caused heavy reductions
of the Portuguese harvest and further strained the precarious supply
situation in Spain, where food production had been recovering but
slowly from the low level to which it had fallen during the Civil War
of 1936-309.

Agricultural conditions on the European Continent deteriorated in
1944 under the impact of increasing shortages of labour, fertilizers,
draught power and machinery. They were adversely affected in Ger-
many and elsewhere also by local droughts and by the breakdown of
transportation. In spite of all these difficulties the bread-grain crop
was probably only some 5% less than in the preceding year; some
of it went to waste, however, in the fields. The hay, feed-grain and
olive oil returns were considerably lower and those of oil seeds not
much, if any, Yarger than in 1943, although the acreage under oil
seeds had been greatly expanded. The potato harvest was again poor.
In Germany the 1944 grain and potato harvest as a whole, measured
in terms of grain units, was apparently some 5% below that of the
preceding year, and the oil seed crop was no greater than in 1943, in
spite of the fact that the area under oil-bearing plants had been in-
creased by 25%. Hence the fat supply position remained very pre-
carious. It is anticipated that during the current consumption year
(1944/45) the pig population will be still further reduced, and that
there will be emergency slaughterings also of cattle, and a substantial
decline in milk and dairy production. On top of the reduction in total
food supplies, the catastrophic deterioration of the transport situa-
tion seriously aggravated the problem of making food available, par-
ticularly to the urban populations and to the large numbers of refugees
surging in from the eastern areas over-run by the Russian armies,
and from the western frontier regions. The eastern areas, it should
be remembered, normally have a surplus of food which they sell to
Berlin and the highly urbanized western parts of Germany. War
developments at the moment of writing are reported to have seriously
upset spring sowings and hence greatly worsened the prospects for
1945/46 supplies. During the current consumption year outright
starvation has been inflicted upon the population of the German-con-
trolled part of the Netherlands. Considerable hardships in respect of
food have had to be endured also by town dwellers in liberated Bel-
gium and France—in the latter country mainly on account of the
disruption of its transport system. The 1944 harvest in France is
estimated to have nearly equalled that of 1943, part of which, .how—
ever, was requisitioned by the enemy. Hence total retained supplies at
the farms in 1944/45 have presumably been larger than in 1943/44.
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Soziet Union

By the spring of 1944 the Soviet Union had regained control of
all its principal agricultural regions. But the whole of the territory
recovered since July 1943, was liberated after the grain crops were
harvested and much of the grain appears to have been withdrawn or
destroyed by the retreating Germans.

The 1943 crop harvested east of the battle front of July 1st of that
year may have been a little larger than the 1942 crop In the cor-
responding area.” It was still, however, insufficient to cover the nor-
mal requirements of the population east of that line, much less to
make up for grave deficiencies of food in the territories liberated
since the middle of 1943. The over-all supply situation in the Soviet
Union continued, therefore, to be very tight, particularly in urban
districts, throughout the year 1943/44, although it was relieved to
some extent by additional food supplies coming in from abroad, espe-
cially in the form of lend-lease shipments.

Meanwhile, the area on which domestic supplies for the year
1944745 could be raised was substantially increased. The agricul-
tural rehabilitation of the regions that were liberated by the middle
of 1943 was proceeding satisfactorily. Moreover, at least half the
grain and oil-seed producing areas that were still held by the Germans
at that date were recovered in time to be sown to winter crops, and
most of the rest were recovered in time for spring sowing. At the
same time, certain of the central and eastern regions continued to
extend their cultivated area. Altogether, about seventeen million more
acres were sown to spring crops in 1944 than in 1943.* But the res-
toration of production where the scorched-earth policy has been ap-
plied is necessarily an arduous process, and the experience of this
work in the regions that were liberated earlier suggests that those
that have been recovered since the summer of 1943 could scarcely be
expected to yield more in 1944 than would be required to meet local
needs ; before the invasion they were in large part surplus areas. Fa-
vourable growing conditions have been reported from the regions
untouched by invasion, and, although considerable harvesting losses
may have occurred, the total grain harvest of the Union probably was
considerably larger in 1944 than in 1943.* The production of sugar
beet, potatoes and vegetables—particularly in factory-workers’ gar-
dens—of fruit, medicinal plants and various industrial crops is also

1 The development of the U.S.S.R. food supply situation during the war prior to
tll'(;::;hte is sustgnéfmd in Food Rationing and Supply 1943/44 (League of Nations
’ pagCS -
y 2The decline in 1043 yields, caused by serious drought in certain areas, may
ave been outweighed by the additional crops gained from the extension of grain
cult:va_non in the regions which had not been touched by the German invasion.
It is reported that the area sown to winter wheat and rye was 12 million acres
more in the autumn of 1044 than in the autumn of 1043.

' Foreign Agriculture, January 1945, U.S. Department of Agriculture,
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reported to have increased, and is being further encouraged. Accord-
ing to the agricultural programme for 1944, great efforts were to
be made to replenish the livestock population, particularly in the
Ukraine. By the end of 1943, the liberated areas had received from
the eastern regions 1.2 million head of livestock, and more than a
million additional head were to be delivered in the summer of 1944.
In the Soviet Union as a whole, the most severe shortages are in
animal products. Reports that the general food situation has con-
tinued to be tight since the last harvest indicate, however, that vege-
table produce, too, is still in short supply. The position of the western
regions may be relieved in part by the acquisition of surpluses from
the Danubian countries.

Large quantities of tractors, ploughs, and other equipment have
been moved into the destitute regions to help in their agricultural
rehabilitation. But, as was indicated in Chapter I, the reconstruction
of the highly mechanized system of farming in the Ukraine is an
€enormous tasl<, and is bound to take consid_grable time.

British Isles

The recently published official statistics for the United Kingdom?
testify to the remarkable wartime achievements of British agri-
culture.

The tillage area was enlarged by two-thirds in five years through
the conversion of permanent grassland. The most striking increase
took place in the acreage under grain, which is now greater than it
has been at any time in the past 75 years, or, indeed, in the history
of British agricultural statistics. The increase in production, which
was so vital for saving shipping space, slightly exceeded the increase
in acreage. Indeed the yield of wheat per acre rose by about 8% be-
tween 1939 and 1943. The 1944 wheat crop, according to preliminary
figures, was not quite as good as that in 1943, though the yield per
acre was still above the average. The estimates for barley and oats,
sugar beets and potatoes are, however, above the 1943 returns,

In addition to the expansion which has taken place in the recorded
farm area under vegetables, there has been an increase in allotments
and private vegetable gardens not covered by the agricultural statis-
tics. The number of allotments rose from 830,000 to 1,675,000, and
the number of private vegetable gardens from 3 million to 5 million
during the first three years of the war. The number of tractors nearly
trebled during the same period, rising from 55,000 to 150,000, and
the number of tractor implements increased nearly six-fold. British
agriculture thus became the most highly mechanized in Europe.

Before the war between 8 and ¢ million tons of feed stuffs were

1 Agricultural Statistics, 1939/44, Ministry of Agriculture and Fisheries, Statis-
tics Branch, London 1944.
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Acreage and Production of Principal Crops
e sn the United Kingdom

i Estimated Production
Caucllt-::‘:l goa';? long tons (000's) .
1039 1943  1944% 1936/38 1939 194;l 1043 1944
Ji42
Wheat ....... 766 3401 3230 1651 1645 201 3449
Barf:y and cats 3440 5462 5604 2705 2835 4342 % 4800
Other grains .. 102 635 532 86 3

442
Total grain ... 5308 9558 o446 4442 4623 6872 8638 ggg-;
9859

417 434 2741 359 3aa6 3760
ls’mm . %i 1391 1421 4873 5216 8or0 9822
Tornigs, 2026 1001 11627

for fodder .. 727 830 827 100G4 10100 I 1199
Manorgo!ds vee. 216 286 300 4082 4069 (30 /] s8o05 5459
Vegetables for

hwman con-

sumption (excl.
potatoes)! .. 280 ars 466
All other crops 859 1405 1483

Bare fallow ... 374 240 231 - —_ - - -—
Total of crops

and fallow

(Tillage area) 8813 14502 14617
Temporary

grass ....... 4003 4217 4752
Total arable

land ....... 12006 18719 19360
Permanent

Brass ....... 18773 12319 11698
Total cultivated

area (excl

rough

grazings) ... 31679 31038 31068
Rough .

grazings .... 165390 Irir1 17172

* Preliminary data.

1 Commercially cultivated areas only, excluding allotments and home gardens.

imported as such or produced from imported materials. These im-
ports have been reduced to small dimensions in order to save shipping
space, and the effects on husbandry have necessarily been profound.
The situation has been met in part by a reduction in livestock num-
bers (see table below) and in part by increased domestic produc-
tion of feed stuffs. The total acreage under crops other than grain
grown specifically for feeding stock, i.c., beans, roots, green crops,
etc., has increased by nearly 600,000 acres, or over 40%.

The necessary economy in the use of feeding stuffs has been ef-
fected largely through the reduction in the number of pigs and fowls,
and the ploughing up of grassland has led to a reduction in the num-
ber of sheep. The cattle population, on the other hand, has risen
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Livestock Population in the United Kingdom

According to June returns (000’s)

1939 1941 1943 1944*
Cows and heifers inmilk ...... 2841 2878 2910 2031
Cows and heifers in calf ...... 1044 1110 1414 1440
Total ..oveeeevirvennnn, 3885 3088 4324 4377
Other cattle ................, 4987 4952 4035 5169
Total cattle ....covvnnnnn.... 8872 Bog40 9259 9546
Total sheep and lambs ........ 26887 22257 20383 20340
Total pigs «ovevvvniivnninnnn 4394 2558 1829 1875
Fowls ......oovviiicinianntn. 60530 58083 46371 50301
Ducks, geese and turkeys ..... 4897 3976 4358 4906
Total poultry ............ 74357 62059 50729 55206
Horses for agricultural purposes 724 747 693 658
Other horses . % .............. 355 307 264 260
Total horses ............. 1079 1054 957 18

* Preliminary data.

appreciably since 1939, and is now higher than it ever has been.
Milk herds have grown most, in accordance with the Government’s
policy of promoting milk production. It has, however, been difficult
to maintain yields. While it is estimated that the total supply of milk
used in various forms for human consumption is greater than before
the war, and the amount going into consumption as fresh milk under
milk-marketing schemes increased by 37% between 1938/39 and
1943/44 (June to May years), the quantity manufactured or used
for feeding livestock has been reduced. The scarcity of feed stuffs
has reduced the production of beef, in spite of the increase in cattle.

Owing mainly to the requisitioning of fishing craft for naval pur-
poses, total landings of fish have been much lower than before the
war, as is shown below:

Landings of Wet Fish of British Taking"
cwts. {(000's)
1938 ...... 20,907 1040 ...n.s 6,268 I42 ..nns 6,001

1030 ...... 15,587 19041 ...... 4,004 1043 <o .un 6,173
& Statistics relating to the Wor Efort of the United Kingdom.

In Eire, also, there has been a large extension of the cultivated
area. Farmers were obliged, after the outbreak of the war, to kf:e_p
a minimum proportion of their land under the plough, and the mini-
mum has been gradually increased. The area under wheat rose from



— 104 —

255,000 acres in 1939 to 578,000 acres in 1942. In 1943 it fell back
by some 12% and the harvest declined by roughly 25%. The Gov-
ernment, however, took measures® which resulted in the area under
wheat being raised in 1944 to 642,000 acres, on which it is reported
crops of good average yield were harvested.

There has been no lack of meat nor any general shortage of most
other animal products in Eire, though scarcity of fodder has caused
a decline in butter production of some 10% and a reduction in pig
and sheep numbers by 58% and 17% respectively, since 1940. By
1943 exports of pork had ceased and those of mutton and lamb were
insignificant. Cattle herds, on the other hand, have slightly increased
since 1940. Shipments, in 1943, of slaughter cattle to the United
Kingdom amounted, in terms of meat, to about twice the estimated
domestic consumption of beef and veal. Total agricultural exports
have, however, shrunk sharply, as is shown by the following official
figures of the disposal of Eire’s agricultural output:

¢

Percentage Value of Total Output

1938/39 1942/43
Consumedonfarms ..........c...... 330 40.8
ther home consumption ............ 29.2 37.0
Exported ........cocvvvinininnnnn.. 378 223
Total .. 100.0 100.0

Far East

~ Food supplies during the war are said to have been less inadequate
in Free China than in occupied China.? Before the outbreak of the
war with Japan more than half of China’s crop production was
derived from the territories constituting the Free China of 1943.
The gross tonnage of total food crops in Free China was up to
the pre-war average in 1943. As will be noticed from the table, cer-
tain changes in the composition of that total and hence in consump-
tion have taken place in recent years: sweet potatoes and also wheat
have been substituted to some extent for rice. Though there have
been serious local shortages in some areas, Free China now produces
a quantity of cereals “more than equivalent to its needs. It lacks
?ﬁutely, !}?wevcr, certain foods, some of which were imported before
e war. .
_ Occupieq China, on the other hand, has suffered 2 heavy decline
In per capita food consumption, owing to a series of floods and
droughts. The situation was aggravated by Japanese requisitions, by
L Cf. Food Rationing and Suppl i
* See Owen L. Dawson, “China's Faoa Probiom in Hoions, 944 page 86,

1944, U,S: Department of Agriculture. '
2 0p. cit., page 102,
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" Production of Specified Crops

Short tons (000,000's)

All China Free China as of 1943

. Average 1931-37 %o® 1040 1041 1042 1043
Rice ......covvvvvein... 55.4 43.5 (78) 36.5 37.7 37.3 39.6b
Wheat ................. 238 0.3 (39) 1.1 9.1 109 10.6
Bar_ley ................. 8.6 4.6 (54) 4.7 4.1 4.9 4.5
Maize ............. cea. 7.1 33 (46) 3.7 3.7 3.2 a8
Other Cereals .......... 17.8 3.0 (22) 3.5 3.5 2.8 3.5?

Total cereals ......... 1127 64.6 (57) 50.5 580 50.2  620b
Sweet potatoes ......... 19.8 1.9 (6o) 14.1 15.3 13.4 15.5
Peas and broad beans ... 6.8 47 (69) 5.0 4.4 4.9 .
Soya beans ............. 6.7 2.2 (32) 2.1 1.9 1.6 1.9

Total food crops ...... 1460 834 (57) 808 796 792 8400
Ground nuts ............ 3.0 1.1 {36) 1.3 1.3 1.2 .
Oilseeds ............... 3.6 2.4 (67) 3.1 2.9 28
Cotton ........ FETRRI 0.7 02 (30) 0.3 0.3 0.3
Tobacco ......70........ 0.7 0.5 (72) 0.6 0.5 0.5

Grand Total .......... 1540 876 (57) 86.1 845 840

& Percentage of “All-China” crop.
b Preliminary figure.

the virtual cessation of imports and by the stopping, in large part,
of the normal movement of foodstuffs from the regions now con-
stituting Free China into the occupied areas.

Good prospects for the 1944 crop in the fifteen provinces of Free
China were reported in July. For both winter and spring crops a
total production somewhat above the pre-war average was expected.
At the moment of writing final returns were not yet available.

The available information about Japan’s food supply is scanty.
The rice crop in 1942 was apparently good, perhaps some 20% larger
than in the previous year, and, though the wheat crop was only moder-
ately good, food conditions during the 1942/43 season were probably
not unsatisfactory. The 1943 rice crop seems to have been slightly
below normal. The wheat crop, according to the latest (unofficial)
estimate available,' which contrasts sharply with higher estimates
given previously, was some 20% below the 1935/39 average. The
supply of fish, one of the main items in the national diet, is also be-
lieved to have been substantially reduced.

In India, the famine which broke out in 1943 and had particularly
serious effects on the urban districts of Bengal during the summer
and early autumn, was brought under control towards the end of the

1 Foreign Crops and Markets, U.S. Department of Agriculture, September 18th,
1044.
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year or in the first months of 1944." The large imports of wheat,
mainly from Australia, arranged by the Central Government, and
the exceptionally heavy rice crop harvested in the late autumn and
winter months both contributed to this result. The 1943/44 rice crop,
which was estimated at 2,287 million bushels, or 23% above the
small crop of 1,861 million bushels harvested in 1942/43, was, in
fact, the largest realized in two decades. On the other hand, the new
wheat crop, amounting to 362 million bushels according to the latest
official estimate, was barely average and was considerably smaller
than the 412 million-bushel record crop of 1943. Thus, in view of the
large annual increase in population (about 6 million at present) and
of the tendency which has been apparent in recent years for increas-
ing amounts of grain to be consumed on the farms or hoarded, it ap-
pears that the food situation in India will continue to be tight in
1944/45. A recurrence of the tragic famine conditions experienced
in 1943 is not, however, to be expected, for the power of the Central
Government to take preventive measures has been strepgthened, and
the provincial and state Government controls have been made more
effective than they were a year ago. The acreage under both rice and
wheat in 1944/45 is estimated to be somewhat larger than 1943/44.

No early resumption of rice imports from Burma on anything like
the pre-war scale 1s to be expected after the liberation of that coun-
try. While prior to the Japanese invasion Burma usually exported
over half her rice crop, she is now believed to produce less than her
normal consumption requirements because of the break-down of in-
ternal transport, requisitioning of men and cattle for engineering
works for the invading army, and slaughtering of cattle for food.
The great majority of the farmers use cattle or buffaloes for plough-
ing. It is estimated that by 1944 one-third of the pre-war number of
working cattle and buffaloes had been slaughtered, worked to death
in strenuous transport and construction undertakings or had perished
from disease. Normal rice production in Burma cannot be expected
again without a restoration of the cattle population—a process which
1s estimated to require at least three to five years—or equivalent im-
port of tractors which, however, are less suitable than draught animals

fpr ploughing the flooded areas of lower Burma, where most of the
rice is grown.

Middle East and French North Africa

During the war the countries of the Middle East (Irag, Iran, Tur-
key, Syria and Lebanon, Palestine, Transjordania and Egypt) have
tended to put more land under cereals and vegetables, and in certain

1 A fairly full account and analysis of the circumstances which upset India’s pre-

carious food balance and b h SO b nd1g
Supbly, 1943/44, pages Bogar o 2o the famine is given in Food Rationing and
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cases to reduce industrial crops. In Egypt, for instance, the Govern-
ment adopted measures which resulted in a substantial shift from
cotton to food crops.

Unfavourable weather conditions and other factors, such as lack
of fertilizers, caused yields to fall, however, and the crops in 1941
and 1942 were below average. Indeed, the 1942 wheat crop in the
Middle East as a whole was the lowest in more than a decade, and
had to be supplemented in the course of the year 1942/43 by sub-
stantial imports from overseas arranged by the Middle East Supply
Centre. The situation was further aggravated by inflation, which led
to hoarding by the farmers. In order to make the short supplies of
bread cereals go round, recourse was had to higher extraction rates
and the admixture of feed grains or bean flour. Rationing, also, had
to be imposed (primarily in urban areas) or, where it was already in
force (as in Turkey), to be tightened. The 1943 wheat crop was,
however, gopd. It is estimated that the combined wheat harvests of
all the countries here considered, with the exception of Transjordania,
probably exceeded 300 million bushels. This figure is one-third larger
than in 1942 when this crop was estimated at 22§ million bushels,
and is above the pre-war average for the area. Hence, the Middle
East bread grain situation improved considerably in the year 1943/44.
The improvement was particularly marked in Iraq and Iran, where
conditions in 1942/43 had been the most difficult. The 1944 crop in
Turkey, Syria, Lebanon, Palestine and Iraq combined was almost as
large as the 1943 crop. In Iran the area under wheat is reported to
have exceeded the already enlarged acreage harvested in 1943. In
Egypt a subnormal wheat crop was offset, at least in part, by a large
rice crop.

In French North Africa, which normally exports grain to the
mother country, wheat crops during the war have been persistently
lower than in 1939, and in every yéar but one (1941) they have been
below the 1934/38 average. A serious food shortage was encoun-
tered in the larger cities when the liberating forces landed in Moroc-
co and Algeria. It was due, in large part, to the fact that a substan-
tial part of the small crop of 1942 had previously been exported to
France to bridge over a season-end deficiency of wheat. The shortage
in the North African area was relieved in the course of 1943 with
the help of comparatively small shipments, mainly of grain, arranged
by the Allies. The 1943 wheat crop, though not large enough to pro-
vide a surplus for export, should have sufficed for normal local re-
quirements. The 1944 crop, however, as a result mainly of protracted
and widespread drought, turned out to be the poorest of the war
period—so poor, in fact, as to call for supplementary imports.
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W heat Surplus Position in the Chief Exporting Countries

The main food reserve for the early relief of impoverished areas
in Europe and other deficit regions. re_vicwed above is to be founq in
the wheat surpluses of the four pnnc:_pal wheat exporting countries,
Canada, the United States, the Argentine gnd Australia. The develop-
ment during the war of the supply situation of these four countries
taken together is summarized in the following table.

W heat Acreage and Supplies
Totals for Canada, U.S.A., Argentine and Australia®
m : Surplus
Wheatt Supplies Domestic for Net  Season-
Crop- (Millions  Initial Utili- Exportor Ex- end

Year of acres) Stocks  Crop? Total zation Carry-over ports Stocks

Millions of Bushels

1937-38 141 206 1449 1655 961 6c4 393
1938-39 140 301 1814 ans 996 119 485
1039-40 121 634 1603 2237 953 1284 504
1940-41 121 780 1734 2514 047 1567 454
1041-42 114 g 1663 2776 982 1704 a7
1942-43 100 1417 1922 33% 1302 2037 352
1943-44 97 1685 1485 3170 1665¢ 1505° 4307
1944-45 T4 1075¢ 1720 2795

* Sources : Dominion Bureau of Statistics, Canada : Month
U.S. Department of Agriculture: The Wheat Situation, Crop P

Markets; Food Research Institute, Stanford University, i heat Siudics.
2 Area planted to the 1937 crop, 1938 crop, etc.
b Harvest of 1937, of 1938, etc.
¢ Provisional esttmate subject to revision.
41n 194344, for the first time during the war, the United States was a net importer of wheat.
These net imports, amounting to 77 million bushels, were used entirely for feed and are deducted

here.

Owing 10 a series of large harvests, the estimated carry-over rose
from a little more than 600 million bushels just before the outbreak
of the war in 1939 to nearly 1,700 million by the end of the 1942/43
season. The harvests were larger owing to high yields. The total
acreage was reduced by nearly one-third in six years. The four gov-
ernments in fact endeavoured to check the rapid increase in supplies
and to dwelrt resources to the production of more immediately needed
foodstuffs. But the average yield of wheat rose from 1 3 bushels per
acre in 1938 to over 19 bushels in 1942, and at the same time exports
declined, as continental Europe was unable to purchase. Supplies (i.¢.,
production plus carry-over) in 1942/43 thus reached a total more
. lmgmﬂgcmdivﬂwdminlymhedmimandoil-bu‘ lants, Thus.
in the United States, where excluding
coion and obuce (sl tree subgected o ] LT g whes:

acres or some 127 between 1930 and 1943, the whole of this expansion was 8¢-
counted for by crops destined primarily to support livestock and \.z:mble-fatpm'

301
034
780

1113

1417

168s

1075¢

Iy Review of the W heat Situation;
roduction, Foreign Crops and
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than three times as large as the normal domestic ““disappearance” of
wheat in the four countries. From that year onwards, however, wheat
was used much more extensively for purposes other than food, par-
ticularly in the United States. Increasing amounts were fed to live-
stock, or were turned into alcohol for the production of synthetic rub-
ber, or for other war purposes. In the Argentine, wheat was even
used as fuel in place of coal.?

In 1943/44 there was a sharp fall in the aggregate crop,’ a con-
tinued rapid expansion in the use of wheat for non-food purposes,®
and some rise in net exports.* As a result, the combined carry-over
declined to roughly 1,100 million bushels. In anticipation of relief
shipments and increased requirements for purposes other than bread,
acreage restrictions were removed or relaxed in 1943, and the area
planted under wheat for harvesting in 1944 was substantially in-
creased both in the United States and in Canada. Good yields re-
sulted in a record crop in the United States—in fact, the largest in
the nation’s history-——and an average crop in Canada. The crops of
the Argentine and Australia were both very small, owing to drought.
The Argentine crop was two-thirds and the Australian crop less than
one-third of normal. But the aggregate harvest of all four countries
was the second largest of the war period. Including the estimated car-
ry-over, the total supply of 1944/45 amounts to about 2,800 million
bushels.

At the end of August 1944 the International Wheat Council, re-
viewing the prospective wheat situation in 1944/45, suggested that,
out of the supply which was expected then to amount to approxi-
mately 3,000 million bushels, allowance should be made for domestic
requirements in the four countries of some 1,400 million bushels—
about 700 million for food and 700 million for seed and other non-
food purposes. It will be noticed that the latter figure implies a sub-

1 50 million bushels of old wheat were so used in 1943/44.

2 Most of the drop took place in Canada, whose wheat harvest shrank from 557
million bushels in 1042 to 285 million in 1943. But also in the United States and
Australia the harvests declined, from 974 to 841 and from 1356 to 168 million bushels,
respectively.

81n the United States, domestic “disappearance” of wheat in 1943/44 compared
with past years and with the forecast for the current consumption was as follows :

Industrial Net
Food Feed Seed Alcohol Total Exports
Average 1932/41 479 117 81 — 677 33
1941/42 529 303 65 55 052 33
1943/44 543 503 79 108 1,233 —77
1044/45 :
(forecast) 535 230 8 . 70 o015 65

The 1943/44 net imports of 77 million bushels included in the domestic ‘‘disappear-
ance” for that year were all for feed use.

¢ Exports, including the 77 million bushels net [¢f. (2) above] imported by the
United States from Canada, approached 500 million bushels, according to the pre-
liminary data available,
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stantial reduction from the quantity which was actually allocated to
non-food uses in 1943/44. From the total supply now estimated at
roughly 2,840 million bushels there would then remain some 1,400
million bushels for export and carry-over. The Wheat Council as-
sumes that net exports in 1944/45 may amount to about 600 mil-
lion bushels,® which is nearly 200 million bushels in excess of the net
exports in 1943/44; this would give a carry-over at the end of July
1945 of about 800 million bushels, including 200 million bushels for
minimum working stocks in the four countries, and an exportable
balance of approximately 600 million bushels.

It is relevant to note that in the three harvest years prior to the
outbreak of the war, an average of 160 million bushels of wheat per
year were imported® into Continental Europe; of these, 138 million
bushels came from the Argentine, Australia, Canada, and the United
States. Continental Europe’s own crop averaged 1,626 million bush-
els per annum in that period. The British Isles produced about 85
million bushels per annum and imported some 200 million bushels,
of which 172 million bushels came from the four countries men-
tioned. The aggregate of 310 million bushels imported by Europe
from those countries represented about three-fourths of their total
net exports. At present, and presumably for some time to come, little
wheat, if any, is or will be obtainable from other extra-European
sources. After five to six years of war, which have led to a decline in
production and a depletion of stocks, the Continent’s import require-
ments have greatly increased. The 1944 wheat crop of Continental
Europe was probably not more than 1,300 million bushels, and it
may have been even smaller. In order to bring current supplies from
production and imports combined up to the pre-war average (1,626
plus 160 = 1,786 million bushels), net imports of nearly soo million
bushels would thus be required by Continental Europe alone, An even
larger amount would be necessary if stocks were to be restored to their
pre-war. level. In the British Isles, on the other hand, where wheat
production in 1944 seems to have been about 75 million bushels
above the pre-war average, net imports of 125 million bushels would
suffice to bring supplies in 1944/45 up to the pre-war average. The
total of these purely hypothetical import figures for Europe (600 to
625 million bushels) is equal to well over one-half of the estimated
carry-over,

United States

Total crop production in 1942 was the largest in the history of the
United States. The 1943 harvest was smaller, but still well argove the

1 See the 1044-45 forecast for the United States, 100, footnote
';“l;:; exports from the United States of some 65 bushels are oﬁcial!ysforecast for
% Net imports of wheat and wheat flour in terms of grain,



—111 —

average for most crops. In 1944, greater yields from larger acreages!
again raised total crop production almost to the record level of 1942.
The production of vegetables, even disregarding victory-garden crops
which are not covered by the statistics, shows the most rapid advance
since 1939, as may be seen from the official index of production by
main categories of crops, which is reproduced below :

Crop Production in the United States

1623-32 (pre-drought) average = 100

Field . Vegetables for: All

crops Fruits Processing Market Crops
1930 99.3 125.4 124.4 141.2 102.7
1940 104.3 126.2 153.9 139.4 107.3
1641 106.5 130.2 188.1 137.6 100.8
1042 121.3 136.0 225.1 144.4 123.9
1943 114.1 126.0 202.9 154.1 116.8
1044 120.2 137.8 207.8 175.6 123.7
1944 as % of 1939 121,0 109.9 167.0 124.4 120.4

Source: Crop Production, Annual Summary, 1944, U.S. Department of Agri-
culture. .

The meat prodyction in 1944 was more than 26 million pounds:
almost 10% above the 1943 figure and nearly two-thirds above the
average for 1935-39. The production of milk for human consump-
tion in 1944 was about the same as in 1943, when it was 14% above
the pre-war average. Butter production was 8% less than in 1943.
The output of lard, margarine and other fatty substances, however,
has been rapidly expanded with the result that, by 1944, total pro-
duction of food oils and fats, including butter, was about 30% above
the 1935-39 average.

The rapid increase in over-all food production during the war has
been accompanied by large increases in food requirements, especially
in the demand for animal food products. Men in the armed forces
consume much more and better food than they did in civilian life.
In addition, lend-lease operations® have absorbed an increasing pro-

1 The total harvest-area under §2 crops increased by §%4 million acres from 346.6
million in 1943 to 352.1 million in 1944, compared with an average for 1933-42 of
327.7 million acres.

2 The lend-lease aid furnished up to December 31st, 1044, is valued at 35,400 mil-
lion dollars, of which shipping and other services accounted for 11%, munitions for
§1%, industrial items 24%, and foodstuffs and other agricultural products for 14%.
The size of the last item and its relative share in the total has been as follows:

Cumulative
Total
1041 1942 1943 1944 1041/44
Total Lend-Lease ......... $1,244 $7000 $11,733  $15.400  $35,386
Of which foodstuffs, ete. ... a7l 808 1,321 2,365 4,955
Percent .................. 208 128 11.3 15.4 14.0

Of total lend-lease exports of foodstuffs up to the end of December 1944, 61.3%
by value, went to the United Kingdom, 28.9% to the U.S.S.R.,, 57% to Africa,
Middle East and the Mediterranean Area, and 4.1% to China, India, Australia, New



— 112 —

portion of total production: it was estimated that between their in-
ception and the middle of 1944 they accounted for nearly 10% of
total food production over the same period. But n spite of these war
demands the response of the farming community to the needs of the
times has been such that domestic civilian consumption has risen,
especially among the lower-income groups, with the rise in average
income. During 1944 civilians ate 140-145 pounds of meat per capita,
or 12-16% more than in 1935-39. Civilian butter consumption, on
the other hand, had fallen from 16.7 to 10.5 pounds per capita, and
the per capita consumption of food fats as a whole was down by some
13%. Sugar consumption in various forms had fallen by 9%, and
consumption of fruits and fruit-products by 5%. Since, however,
civilian consumption of flour and grain products and of vegetables,
not counting city garden produce, had increased by some 8%, over-
all civilian food consumption per capita in 1944 was, according to
official estimates,' at least 7-8% above the average for 1935-39.

L]

British Dominions

In Canada agricultural conditions during the last few years have
been broadly similar to those in the United States. The decline in
crop production in 1943 from the record volume of 1942 was, how-
ever, heavier, and the recovery in 1944 was less spectacular. The
1944 wheat crop was about average, while exceptionally good yields
from a reduced acreage under other cereals resulted in a large harvest
of feed grain. Meat production in 1944 was tentatively estimated at
about 2,500 million pounds. Total milk production in 1944 is esti-
mated to have been slightly higher than in 1943 and much above the
pre-war level. The heavy demand for fluid milk, however, has made
it difficult to maintain the production of butter.

The rapid over-all increase in Canada’s agricultural output since
1939 has made it possible to increase domestic civilian supplies of
most food products very substantially, despite the fact that heavy
military requirements have had to be satisfied and that food exports
;o tll1e United Kingdom and other United Nations have been at high
evels.

In Australia, whose agricultural exports, owing to the long dis-
tances involved, have been particularly affected by the shortage of
shipping space during the war, expansion of food production as a
whole was not encouraged in the early years of the war. Since 1942,
however, the armed forces of the United States in the southwest
Pacific have made increasing demands on Australian food produc-

Zealand and some other countries. These ex i

, A jexports were offset in some t -
verse lend-lease of local food products delivered to the United States arpr::d larrcr:’
stationed in certain of the countries concerned.

1 A shift in acreage from coarse grains back to wheat was noticeable in 1044.
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Indices of Per Capita Supplies of Food Moving into
Ciuvtlian Consumption in Canada

1935-30 average = 100

) 1943 1044 1943 1944
Beef ........... Peveans 125 129 Butter .........c00venn 90 88
Veal .. ooiiviviinnennns 97 108 Lard ................. 262 262
Mutton and lamb .., ., .. 84 71 Other fats and oils ..... 8s 84
Pork (excl. lard) ..... 144 150 Fats, all kinds ......... 105 104
Meat, all kinds ........ 129 132 Grain products ........ 109 107
Poultry, game, fish ..... 121 106 Pulsesand nuts ........ 0z 126
Eggs et 116 121 Potatoes .............. 105 97
Fluid milk ............ 113 117 Tomatoes ............. 05 107
Dairy products, all Other vegetables ...... 85 109

kinds (excl. butter) .. 116 119 Fruit and fruit products . 112 122

Source: Dominion Bureau of Statistics, Quarterly Bulletin of Agricultural
Statistics.

tion. In the latter part of 1943, it became necessary to release farm
workers from the Australian army to relieve the labour shortage in
agriculture, particularly in the dairy industry. Taking account of
domestic consumption, exports to Britain, and deliveries to the
United States forces, it was estimated that in 1944 Australia, a coun-
try with 7,000,000 inhabitants, was feeding some 12,000,000 people.

The wheat acreage in Australia has been reduced by over one-
third since 1939; hence, the wheat crop, while varying a great deal
from year to year, has been smaller on the average than before the
war. The 1944 crop, in consequence of a serious drought, turned out
to be a complete failure. Estimated at 50 million bushels, it is far
below domestic requirements, and the exportable surplus of old wheat
may well be wiped out in the year 1944/45. According to a statement
made by the Minister of Agriculture for Victoria, “it might become
necessary to import wheat from overseas to ensure adequate supplies
in 1945 for the Australian population and forces in the southwest
Pacific and to feed stock.”

The effect of the 1944 drought on the livestock industry was par-
ticularly marked in the case of sheep, and was reflected in the wool
clip of the 1944/45 season. Millions of sheep perished and, although
the cattle population as a whole suffered less, “it is the consensus of
informed opinion that the peak of Australia’s beef production has
been passed, and that output will decline until herds throughout the
southern part of the continent can be restored. Tt is expected that
this will take six to eight years to accomplish.”*

In New Zealand and the Union of South Africa agricultural con-
ditions during the war have been similar to the pre-drought condi-

1 “Australian Cable” in Monthly Review of the Wheat Situation, December 1944,

Dominion Bureau of Statistics, Agricultural Branch, Ottawa.
2 Cf, The Times (London), November 24th, 1944.
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tions in Australia, except in one respect. Since before the war neither
South Africa nor New Zealand grew enough wheat to satisfy domes-
tic requirements, some extension of the acreage under wheat has been
encouraged during the war in both countries. A notable increase in
livestock numbers, with the exception of sheep, has taken Hlace in
South Africa; the upward trend (since 1937) has been particularly
marked in the case of cattle. In New Zealand the sheep population
at the end of April 1944 was the largest on record: cattle numbers
have remained approximately at the 1934/38 average.

Latin America

The Argentine wheat crop of 1944/45 is officially estimated at
156 million bushels. This is the poorest harvest since 1939, and is
only 65% of the 1932/41 average of 240 million bushels. Since the
balance of unsold old wheat is still large, however, some 200 million
bushels in excess of anticipated domestic requirements will be avail-
able for export during the new crop year, or for carry-over at the
end of November 1945. The new maize crop to be harvested in March
and April 1945 is reported to have suffered considerable damage
from drought. It is consequently expected to be substantially smaller
than last year’s good crop of 344 million bushels, though not as small
as the 76 million-bushel crop which was harvested after the excep-
tionally severe drought that prevailed late in 1942 and in the early
part of 1943. In 1944, livestock production, both in the Argentine
and in Uruguay, is reported to have recovered satisfactorily from
the effects of the 1942/43 drought, which caused huge losses of
cattle. In Brazil, the production of beef and veal, representing some
77% of the commercial meat supply, has declined considerably since
1942, the peak year of war-time exports. In 1944 production was
barely adequate to meet the domestic demand, which has increased
with the rise in incomes resulting from the all-round economic ex-
pansion during the war.

For the other Latin-American countries only incomplete and scat-
tered statistics are available for recent years. Most of these countries
have in the past specialized in the export of one or two food products
and have imported others, and there seems to have been a fairly gen-
eral tendency during the war towards increased diversification of

crop production and the encouragement, also, of livestock produc-
tion.



CHAPTER II1
CONSUMPTION AND RATIONING

The object of this chapter is to show the changes in consumption
during the fourth and fifth years of the war. A first section, based
largely on information contained in the League’s study on Food
Rationing and Supply, 1943/44 surveys the food situation up to the
summer of 1944. A second section deals with consumption other than
food, and a concluding section shows, but more summarily, changes
in the food situation during the second half of 1944.

CONSUMPTION AND RATIONING IN THE SUMMER OF 1944

The supply of foodstuffs during the fourth year of war was on
the whole as large as, or larger than, during the preceding year,
though in the chief belligerent countries in Europe and Asia it was
far below peace-time levels. In Europe the situation was improved
by the relatively favourable 1943 crop, but in India dislocations in
the system of distribution led to serious local famine.

It is difficult, and often impossible, to give more than general in-
dications of levels of food consumption. The bulk of the available
information is contained in rationing regulations. It comes through
with unavoidable delays and is not always complete or trustworthy.
Moreover, rations are differentiated both according to consumer cate-
gories and according to localities, and it is generally impossible to
calculate national averages or to determine what are truly ‘“typical”
rations. The rationing period is frequently changed as a means of
varying rations, and such changes are not always easy to trace.

But even if the rationing data were in all respects complete and
trustworthy, they would relate to legal rations only. In North Amer-
ica, the United Kingdom, Sweden, and Switzerland, and probably
also, during this period, in Germany, rations were honoured in full,
but in the occupied areas animal foods, in particular, were wholly
or partially unobtainable for shorter or longer periods. In some cases
wages were increased less than food prices, and the poorer sections
of the population may have been unable to buy the full official rations.
On the other hand, rationing is almost invariably accompanied by a
“black market.” Available reports indicate that the quantity of goods
handled on the black market has been increased all through the war,
and that it has played a by-no-means negligible role over the greater
part of Europe. The actual extent of black-market operations depends
on a number of circumstances—the efficiency of the administration,
the extent to which governments succeed in controlling the sources

1 The reader is referred to Wartime Rationing and Consumption, League of Na-
tions, 1043, for a discussion of the technical problems of rationing.
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of supply, monetary and fiscal policy, and so on, Inflation generally
makes it more difficult to obtain deliveries from the farmers, despite
threats of punishment for non—comphance_w:th offictal regulations,
and special incentive payments in cash or kmd._ In general, the lower
the official rations are, the greater is the incentive both to sell and to
buy on the black market. In certain parts of eastern Europe and the
Balkans supplies were so scarce that even sky—rocketn_ng black-market
prices could not bring forth substantial extra quantities of food. It
is not possible to determine to what extent these different factors
balance each other, for conditions differ from one country to another
and from time to time. It would seem reasonable to assume, however,
that in most countries actual rations tended to exceed the maxi-
mum permitted by the legal rations of the classes subject to rationing.

It is necessary to recall, moreover, that rationing relates, on the
whole, to the non-agricultural population. Experience has shown that
it is difficult, if not impossible, to ration farmers as strictly as non-
farmers, and in most areas farmers are living on a nutritional level
which, if not always satisfactory, is not much lower than it was before
the war. Legal rations, therefore, are more representative of actual
levels of national consumption in highly industrialized countries than
in more agricultural countries.

During the war quality of food has, by official regulation or other-
wise, been modified. Bread contains admixtures of barley, oats, pota-
toes, etc., and is made of flour of higher extraction than was usual
before the war. In the case of meat the proportion of bone and waste
has increased ; cheese and milk contain less fat. In the rationing tables,
however, one pound of bread or meat is necessarily considered as the
equivalent of another pound of bread or meat, and for this reason the
figures tend to understate the deterioration in diets which has actually
taken place.

Finally, rations differ according to categories of consumers. Dur-
ing the last war most rationing was based on the principle of equality,
but populations are now divided into categories by sex, age and occu-
pation, and special regulations are often in force for the sick and the
old, and for expectant and nursing mothers. In Sweden, for instance,
official statistics show some 50 different consumer categories. The rel-
ative rations of different consumer categories, while generally adapted
to physiological requirements, show considerable variation from coun-
try to country. ’1;\5 a first step, 1t 1s useful to consider rations of “nor-
mal consumers” who constitute thg largest and most representative
single consumer category. Such rations are shown in Table 1 for the
per:od.1941 up to date.

While the rations in the table generally relate to January of each
year, lack'o.f information has in Some cases necessitated the use of
data pertaining to a somewhat earlier or later period ; for some coun-
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tries it has even been necessary to piece together information pertain-
ing to different rationing periods. While the information is thus in
some cases approximate and subject to revision, it is believed to give
a fairly accurate picture of conditions as a whole.

It is convenient to consider countries under the following groups:
(a) Germany and German-dominated Europe; (b) the U.S.S.R.;
(c) the United Kingdom and the European neutrals; (d) the rest of
the world.

A. Germany and German-occupied Europe
Rations of Normal Consumers

In order to express rations of various foods in a single unit of
measurement, it is a common practice to convert them into calories.
These are a convenient yardstick, but they do not reflect the nutri-
tional value of the diet except as a source of energy.!

The effects of rationing on national diets differ according to
whether the rationing is total or partial. If all the staple foods (which
normally account for g5% or more of the calories in the diet) are
rationed, the average consumer cannot legally obtain any substantial
addition to his ration, and the rationing determines in practice the
total amount of calories in the diet. On the other hand, if one or more
of the staple foods (bread, potatoes, or milk) are free, rationing in-
fluences the composition of the diet, but leaves it to the individual
consumer to determine how large his total intake of calories shall be.
Hence, for purposes of comparison, a distinction should be made be-
tween countries where rationing is total and countries where one or
more of the important staple foods are free.

Diagram 1a shows the composition and calorie value of legal ra-
tions in those countries where total rationing was in force in the
summer of 1944. Normal consumers were entitled to about 2000 calo-
ries a day in Germany, and between 1500 and about 1800 calories in
Bulgaria, the Protectorate of Bohemia and Moravia, Finland, the
Netherlands, and Belgium. Rations were between about 1000 and
1500 calories in Norway, the Baltic States, Slovakia, Poland, France
and Italy.

Diagram 1b shows rations in countries where rationing was partial.
In Roumania rationing was not rigidly applied outside Bucharest, and
rations of fats and cereals were ample. It is reported also that during
some periods most commodities were free. In Denmark, milk and
potatoes were free and meat was only locally rationed, and in Hun-
gary—also a preponderantly agricultural country——there were no
signs of any over-all calorie deficiency. The situation in Serbia and
Croatia were different : rations were low and the supply of unrationed

1 For a discussion of this method of measurement see Food Rationing and Supply,
1943/44, page 20.



Tab

Food Rations of Normal Consumer*

(Grammes per week®
Explanation: r: rationed; lr.: locally rationed;

Bread®
and
Couniry Year Flowr Cereals®  Potatoes Sugar
Canada 1941 Free Free Free Free
!g:.z Free Free Free Free
1043 Free Free Free 225
1044 Free Free Free 225
United States 1041 Free Free Free Free
19042 Free Free Free Free
1043 Free Free Free 225
1044 Free Free Free 225
United Kingdom 1941 Free Free Free 225
1042 Free Free Free 223
1943 Free Free Free 225
1944 Free Free Free 235
Italy 1041 Free 470-570 140
1942 1050 470-570 250 115
1043 1050 500-625 500 125
1944 1400 500 250 125
Summer 1044 1400 750 250 125
Germany 1041 2250 150 Free 225
1042 2000 150 r 225
1043 2250 150 4500 2325
1044 2425 150 3500 225
Summer 1044 2425 150 Lr. 225
Belgium 1941 1570 45 3500 235
1042 1570 45 3500 225
1043 1570 60 3500 225
1944 2100 6o 3500 225
Summer 1944 1750 2100 225
Bulgaria 1941 Free Free
1042 2100 250
1043 2100 100 250
1044 3865 100 375
Summer 1944 3515 50 Free 125
Czechoslovakia 1041 1900 150 Fm 300
(Protectorate) 1942 2240 150 2000 250
1943 2250 150 4000 300
1044 2425 150 2500 250
Summer 1044 2425 150 2500 250
Czechoslovakia 1041 Free
Slovakia 1942 1540 Free 235
1943 1548 3000 175-230
1944 1670 3000 175-230
Summer 1044 1540 3000 175-230



le 1

about Januory of each Year 1041-1044
I ounce = 28.4 grammes)

pr.: point rotioning; blank: no information.

Jam, Meat® ‘ Liquid
Honey, Meot Milk Coffeey
efe. Prod. Fatst (whole) Cheese Eggs & Tea
Free Free Free Free Free Free
Free Free Free Free Free Free
Free Free 150 Free Free Free 115
118 455-1135 170 Free Free Free 150
Free Free Free Free Free Free
Free Free Free Free Free Free
p.r. p.r. p.r. Free Free Free 150
prI. p.r. p.t. Free pr. Free Free
Free 1/10 225 Free 55
55 1/2 225 r 55 1/2-2/3 5%
s 1/2 225 r 85 55
11§ 1/2 225 r 55 .55
" 100 nil
100-200 100 Lr. 6o 1 nil
100-150 100 Lr. 100 Lr. nil
30-80 75 Lr. 100 Lr. nil
3o0-80 35 Lr. 100 Lr, nil
" 178 500 270 nil 50 r 1008
175 Joo 205 nil 50 r 8o
175 350 205 nil 6o r 6o
175 250 185 nil 6o r 6o
175 250 235 nil 6o 1 6o
10§ 245 10§ nil nil oof
120 245 108 nil nil 30
105 210 70 lu} ng 10
140 140 108 ni 50 ni 20
140 140 95 nil 25 nil 20
Free 200 200
200 200 100
400 250 ' 100 5
400 200 nil 75 5
400 200 free 50 s
00 155 nil r
20§ goo lgo ’ nil 1258
20§ 350 165 nil 75
205 a50 175 nil 75
208 50 175 nil 75
50 Free 10
400 & 700 3 .
200 6o 700 X 10
200 6o %00 Free 3



Table 1
Food Rations of Normal Consumert

(Grammes per week®

Explanation: r: rationed; lr.: locally rationed;

Breade
and
Country Year Flour Cerealsd  Potatoes Sugar
Denmark 1041 228 235 Free 465
1042 2280 235 Free 465
1043 2320 250 Free 375
1944 2350 310 Free 300
Summer 1944 2350 310 Free 3s0
Finland 1041 2275 175
1042 1810 Ir. 250
1043 2275 6o 2500 175
1044 2275 6o 3750 120
Summer 1944 2275 40 3750 120°
France 1941 2350 135 lr. 11§
1942 1925 60 Lr. 115
1043 1025 60 Lr. 115
1944 2100 55 ir. 11§
Summer 1944 2100 Lr. 25
Hungary 1041 70-230
1042 2350 l.r. 80-240
1043 1605 Lr. 8o0-260
1044 2660 l.r, 8o0-260
Summer 1944 2400 Lr. 80260
Baltic States 1941
1942 1700 150 150
1943 1700 150 2000 150
1944 2000 150 2000 150
Netherlapds 1941 2323 150 280
1942 I 160 3500 250
5
1043 1890 150 4000 250
1944 1890 150 3000 250
Summer 1944 1890 150 3000 250
Norway 1941 2080 200
;gg 1645 100 2800 200
I 40 000
S 1044 1820 60 gooo x
ummer 1944 1820 3s 3000 200
Poland 1041 1750 r r 125
1942 1750 r 2500 100
R S O
2250
Summer 1944 2“5,0 SS: 2000 ;-55
Roumania 1941
1942 1500 6oo F
:gﬁ 1750 1000 F::: igﬁ
2100 1200 Free 250
Summer 1944 2100 Free 3(5)0



(Continued)
about January of each Year 1041-1944

I ounce = 28.4 grammes)

pr.. point rationing; blank: no information.

Jam, Megi® Ligqued
Honey, Meat Milk Coffee?
ele. Prod. Fats? {whole) Cheese Eggs & Tea
Free 3so Free Free Free 30
Free 315 Free Free Free 30
Free 300 Free Free Free nil
Lr. 300 Free Free Free nil
Free ir. 300 Free Free Free nil
nil 5.58 F.Mks. 175 2160 35
120 1.40 F.Mks. 70 700 6os
120 1.86 F . Mks. 125 1400 6o
120 4.19 F Mks, 125 2100 60
120 27 F.Mks. 125 2100 60
r 360 100 nil 50 6o%
6o 180 100 nil 50 6o
6o 160 70 nil 50 Lr. 33
60 120 70 nil 50 l.r. 35
Lr. Lr. 3s nil 50 lr. 3s
140 nil Free
Lr. 140 nil Free r. Lr.
lr. 140 nil Free r. l.r.
Lr. 140 nil Free r. lLr.
1.r. 250 180 nil Lr. Lr. 8os
Lr. 250 180 nit Lr. Lr. 8o
Lr. 250 180 nil Lr, l.r, 8o
320 250 1750 100 r 40
125 175 200 nil 125 r Gox
125 200 145 nil 75 r 60
125 125 145 nil 50 r 30
125 125 145 nil 50 r 40
Free 315 Free Free Free 40
Lr. 150 nil 95 nil
Lr. a10 nil 50 nil 40
70 Lr. 210 nil 45 nil nil
Lr, 210 nil 20 nil nil
70-250 6o r nil Gox
130 30 nil nil . 45
95 nil nil nil nil 3o
125 100 nil nil nil nil 60
125 100 nil nil nil nil 30
Free Free Free
Free 250 350 Free Free Free
Free %00 125 Free Free Free
Free 500 375 Free Free Free
Free 500 195 Free Free Free



Table r
Food Rations of Normal Consumer*

(Grammes per week®
Explanation: r: rationed; l.r.: locally rationed;

Bread®
and
Cowsntry Year Flour Cereals® Potatoes Sugar
via 1941
¥ l:n 1042 1400 70 125
1043 1050 115 2100 78
1044 1375 11§ 2000 75
Sommer 1944 1375 115 1500 75
ugoslavia 1041
YSerbia 1042 1800 75
1943 1850 150
1044 2000 125
Summer 1044 2000 75
reland 1041 Free
! 1043 Free Free Free 340
1943 Free Free 340
1044 Free Free Free 340
Spat 1041 560-1225
e 1942 560-1050 r r 250
1943 630-1400 35-60 1000 45
1044 1050-1750 r r 45
Sweden 1941 1845 30 Free 500
1042 1518 150 Free 430
1043 1515 33 Free 465
1944 1625 430 Free 465
Summer 1944 1625 18s Free 390
Switzerland 1041 Free 465 Free 238
1942 Free 200 Free 140
1943 1700 350 Free 11§
1944 1755 400 Free 115

Note: Several countries not given in the table above ration one or morecommod:tm (in gramme
per week) : Bread: Tumis (3500); Turkey (3150) ; Portugal (Mr,oo) Rice: Japan (2 m;
Sugoar: Australia (455) ; New (340) ; Ja% (170) ; Meat: Austrahia (680-1815
Fats:; Australia (225) ; Tea: Australia (55); New Zealand (ss ; Newfoundland, persons over
10 yrs. (55), undu 10 yr& (15).

Lacat Raﬁomg A partial list of locally rationed commodities not mentioned in the table above

as follows :
Fﬂu’t and Vegetables: Gcrmz.niy Protectorate, Italy, Norway, Belglum, France, Finland.
Fish: Gmmn; Protectontc, taly, Norway, Belgium, France, Finland.
Poultry : Belgium, France.
In United States and Camda all consumers.
Woeekly rations : calculated on basis of 4.3 weeks per month,
100 grammes of flour—130 grammes of soft bread.
Generally including dried beans and peas.
including bone a.nd waste, unless otherwise indicated.

Fm all ts including butter, mar lard and vegetable oil.
Substitute or nm::mre.g garine, b €

!lr'-!' fp TP



(Continued)
about January of each Year 1941-1944

I ounce = 28.4 grammes)

é.r.: point rationing; blank: no information.

Jam, Meate Liquid

Honey, Meat Milk Coffeer
etc. Prod. Faist (whole) Cheese Eggs & Tea
300 128 :
150 100 nil 100 1
250 110 nil 100 1
250 60 nil 100 1
200
125 205
100 245
100 245
Free Free Free Free Free Free 15
Free Free 225 Free Free Free 3o
Free Free 170 Free Free Free 20
as 250 Free Free Free T
r 200 Free Free Free r
r Free Free Free r
r Free Free Free r
r Free 235 Free [1] Free 85
r 400 a50 Free 30 ) % 20
r 230 250 Free 30 14 30
r 400 320 Free 65 ¥ 55
r 400 310 Free 65 2% 30
Free 245 Free Free Free
465 100 Free 150 3/4 75
165 390 200 3255 115 1/32 115
11§ 335 130 2008 70 1/2 340

For further details see:
Food Rationing and Swpply, 1943/44, pp. 16-18.

Wartime Rationing Consumption, 1942, pp. 24-36.



Diagram I
Rations in Calories of “Normal Consumers” in the Summer of 1944

A. Countries with Total Rationing
(95% or more of pre-war consumption)
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1 Figures used are for the spring of 1944. August food rations showed a total
reduction of about 385 calories.

B. Countries with Partial Rationing
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food to the non-agricultural population is understood to have been
very restricted. In parts of Yugoslavia the situation seems to have
been as serious as anywhere in Europe. :

Owing to changes in rationing, and the inclusion or exclusion of
commodities in the rationing system, it is exceedingly difficult to cal-
culate comparable figures of calorie-rations over a period of years.
One of the chief difficulties relates to potatoes, which were generally
free during the first years of war and only gradually came under ra-
tioning later. In the table below, showing the calorie values of the
rations of normal consumers since 1941, the figures in parentheses
indicate the calorie content of the foodstuffs that were rationed in
the respective years plus the calorie value of the 1944 rations of the
foods that were rationed later. Naturally, these values are only ap-
proximate, for consumption is likely to have been somewhat higher
before the commodity in question was rationed, and actual consump-
tion is likely to have been higher than the figures indicate.

Table 2

Calorie Value of Normal Consumers’ Rations about January of
each Year 1941-1944

Couniry 1041 1942 1943 1944
Germany (19g90)1 (1750)1 1980 1930
Italy {1010)2 950 000 10658
Belgium 1360 1365 1320 1555
Czechoslovakia: Protectorate

of Bohemia and Moravia  (1000)4 1785 1920 1740
Finland {1940)3 (1495)% 1630 1780
France (1365)8 (1115)8 1080% 1115
Baltic States . (1308)7 1305 1420
Netherlands (2050)8 1825 1765 1580
Norway (1620)* 1385 1430 1480
Poland: Government (General 845 1070 855 1200

1 Including 400 calories of potatoes.

2 Including 390 calories bread, 55 potatoes and 45 cheese.

3 Northern Italy. .

¢ Including 165 calories milk and 230 potatoes (1942 ration).

5 Including 430 calories potatoes.

8 Including 100 calories potatoes.

7 Including 230 calories potatoes.

8 Including 340 calories potatoes. . i .

? Including 340 calories potatoes, 20 calories cheese and 40 calories milk.

Except during 1942' the total calorie value of German consumption
has been kept fairly constant at about, or slightly below, 2000 calories
a day—a level which may be considered as quantitatively satisfactory.
A slight increase was registered in 1944 for nort}}ern Italy: It was
largely due to the fact that this part is the chief grain producing area

1 Actual consumption in that year is likely to have been somewhat higher than is
indicated by the figure in Table 2.
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of Italy, and that, after the occupation of southern Italy, surpluses
became available for local distribution. In Belgium rations remalqed
almost constant at between 1300 and 1400 calories a dqy, but were in-
creased in 1944 to over 1500 calories. E;ven the Polish rations, al-
though they were still low, showed a considerable percentage increase
in 1944. On the other hand, rations in the ordinarily “high consump-
tion' countries such as France, the Netherlands, the Protectorate of
Bohemia and Moravia, and Norway, remained almost stationary or
even decreased. To a certain extent, however, it may be assumed that
the decreases in legal rations were compensated for by a more active
trade in the “black market.”

There is no way of making similar estimates for countries where
rationing was only partial. Except in areas like parts of the Balkans,
where the scarcities were so great as to prevent regular rationing, the
total calorie rations can be assumed to have been maintained more or
less at peace-time levels. This seems to have been the case in Denmark,
Hungary and Roumania.

Rations of Different Consumer Categories

As was mentioned above, rations have tended to become more and
more differentiated, for, as the scope of rationing is expanded, the
individual has less freedom of choice, and special provisions have to
be made to meet special needs. Differentiation has been both quanti-
tative and qualitative. Persons employed in work requiring great
physical activity received larger quantities of energy-producing foods,
while children, sick persons, nursing and expectant mothers receive
larger quantities of quality foods such as milk, fruit juice and eggs.

Workers doing heavy work received extra rations of bread and
flour, meat and fats. The following figures show the total calorie ra-
tions, as they were in the summer of 1944, for different categories of
workers as a percentage of the normal consumers’ rations:

Protec-

Italy Germany Belgium® torate Denmark Finland France
Light Worker 119 119 18 121 123

Heavy Worker 148 141 135 146 156 143 120
Very Heavy Worker 183 181 153 188 150 155 . 129
Hungary Baltic States Netherlands Norway
%_I.ight thvorlner 123
eavy Worker 136 149 130 156
Very Heavy Worker 175 198 176 191
1 May 1944.

_ Children’s energy requirements are lower than those of adults;
just how much lower has been variously estimated. In Food Rationing
and Supply, 1943/44* children’s rations were calculated on the basis

1 League of Nations, 1944.
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of the scale of energy requirements laid down by the Health Organiza-
tion of the League of Nations. It appears that the ratio between re-
quirements and rations was everywhere high for the lowest age-group.
Infants under one year had a ration of 264 in Germany and the ration
was above 200 in all the countries except France, Italy and Poland;
in the last mentioned country the ration was only 111 and it was
probably even lower in parts of Yugoslavia and occupied Russia. The
ratio between rations and needs declined uniformly with age until
ultimately the rations fell below standard requirements; this critical
level was reached first in countries where the general level of food
consumption was low. In Germany children up to 10-12 years of age
enjoyed a surplus; the corresponding age limit in the Baltic States was
g-10, in the Protectorate of Bohemia-Moravia, Finland, the Nether-
lands and Norway 8-9, in Belgium 7-8, in France 5-6, in Italy 2-3,
in Poland o-1. Maximum deficiencies occurred in the age-group 14-
20. The rations of this group represented the following percentages
of requirements (3000 calories a day) in the various countries: Ger-
many 71, Finland 79, the Netherlands 66, Norway 65, Belgium 53,
France 49, the Baltic States 64 and Italy 42.

Children’s rations were not only more generous in quantity as com-
pared with requirements than those of adult and above all adolescent
normal consumers, but they contained more of the protective foods.
The main addition to children’s diets was milk which was reserved in
most countries for children, nursing and expectant mothers. Table 3
below shows children’s milk rations in continental Europe as they were
in the summer of 1944.

By way of comparison it may be mentioned that the British milk
ration was 570 grammes a day for children under six, and half that
quantity for the age group 6-14 years. Over most of the Continent
legal rations were as large or larger than this with the notable excep-
tions of the low-consumption areas in eastern Europe and the Balkans.

Family Consumption

In view of the different rations allotted to consumers of different
categories, average consumption may diverge considerably from the
level indicated by the rations of any special category. In order to give
an approximate idea of average conditions it is of interest to calculate
for the various countries the consumption per family—which is the
most common consuming unit in practice. _ o .

In peace-time most countries compute cost of living indices which
represent changes in the cost of living of a “typical” working class
family. The “basket” of foods, and other goods priced in the com-
putation of these indices is obtained by means of family budget en-
quiries. In order to link up ration figures with peace-time statistics of
consumption, it is necessary to use a unit of comparison as nearly as
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Table 3

Milk Rations for Children in Certain Countries in the Summer of
1944. (Grammes per diem)

Under 3 yrs. 3-6 yrs. 6-10 yrs. 10~14 yrs.

Germany 750 500 250 250
Belgium 750 500 250 250
Bulgaria 500! 500? s ...
Czechoslovakia

(The Protectorate) 500 500 250 250
Slovakia 7501 s500% ggg 500
Finland 6002-1000% 600 6oo
France 750 750 ;& ;gg
Hungary 750 500
Baltic States 750 500 250 250
Netherlands 750 500 500 500

Norway 750 750 500% 250t
Yugoslavia (Croatia) 500t 500? cen ees
Bulgaria : 1 Children under 1 year,
2 Children 1-2 years
Slovakia: 1 Children under 1 year,
2 Children 1-6 years.
Finland : 1 Children under 1 year.
2 Children 1-3 years.
Norway: 1 Children 0-2 years.
2 Children 2-5 years.
2 Children 5-12 years.
4 Persons 12-20 years.
Yugoslavia: 1 Children 0-2 years.
2 Children 2-5 years.

possible identical to the “typical” family of the budget enquiries. A
typical family in this sense (which is not necessarily an average fam-
ily) is composed of husband, wife and two or three children. The
standard family used here is composed of husband, wife and three
children, aged three, six and nine. In order to make the figures com-
parable with standards of physiological requirements as well as with
- pre-war consumption figures, family consumption figures are given
per consumption unit (adult male), calculated according to the League
of Nations scale. The typical or standard family thus contains 3.32
adult male units.

Diagram 2 shows the rations in the summer of 1944 as a percentage
of pre-war working-class consumption as revealed by family budget
studies. According to this necessarily approximate estimate, rations
ranged from less than half the pre-war consumption in Poland to
almost the normal level in Bulgaria and Denmark. The rations of
heavy and very heavy workers’ families were higher, and as the pre-
war levels were quite different in the various countries, it is more
useful to compare rations with a uniform rate of physiological re-
quirements. Diagram 3 shows rations as a percentage of the normal
requirements of 3000 calories a day per consumption unit.
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Diagram 2

Workers’ Diets in the Summer of 1944 as percentage of Pre-War
Consumption. (Calories per consumption unit per diem)
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In Poland official rations represented about half of requirements.
These rations may actually have been available to Poles in the incor-
porated provinces (Germans received the German rations), but con-
ditions in the “Government General” do not permit of easy generaliza-
tion. Rations (except possibly of bread) were not generally avail-
able; and the German authorities found it necessary to feed workers
in armament factories by means of special canteens. The insufficiency
and irregularity of rationing obliged the population to resort to the
black market. Prices, however, soared and were out of proportion to
the general level of wages. It is reported that the typical working-class
income was between 150 and 3350 zloties a month, and that a litre of
milk in the black market cost 24 zloties, an egg 12 zloties and a simple
meal in a popular restaurant 60 zloties. The rations of Jews used to
be half of those of the Poles, but after the extermination of the Jews
was apparently regarded as completed, no special cards for Jews were
issued. It should be remembered, however, that Poland is a predomi-
nantly agricultural country, and that in spite of drastic measures of
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Diagram 3

Workers’ Diets in the Summer of 1944 as a‘percentage of Normal
Requirements (3000 calories)

(Calories per consumption unit per diem)
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requisitioning, quotas, etc., the diet of farmers was not reduced in a
degree corresponding to that of the city population.

It is hardly possible to evaluate statistically the level of consumption
in Greece. In September 1942 a relief plan came into force under
which the Allied Governments consented to lend food to occupied
Greece under the supervision of a commission composed of representa-
tives of the International and Swedish Red Cross. The famine con-
ditions prevailing in the winter of 1941/42 were relieved by the dis-
tribution of wheat, pulses and certain other foods. The amount of
relief wheat was 24,000 tons a month, and of pulses, dried milk, rice,
fish, sugar, soup, spaghetti, etc. 7,200 tons a2 month. The situation,
though critical, would not appear to have been worse than in certain
other occupied areas. Information is almost completely lacking for
formerly occupied Russia and Serbia, but conditions are likely to have
been critical.

In France and northern Italy rations probably represented some
60% of normal requirements; it should be remembered, however,
that the black market supplied certain additions to the legal rations for



— 131 —

persons able to afford the ruling prices ; those who were worst off were
the lower income groups in the big towns, for they could not, of
course, afford to use the black markets to any significant extent. In
the Baltic countries, Norway and the Netherlands, rations represented
between 75 and 85% of requirements, although rations were not al-
ways available. In the rest of the countries on the European Continent
calorie rations reached 9o% or more of requirements for normal con-
sumers and there seem to have been no general or critical calorie de-
ficiencies in so far as rations were actually obtainable in the shops.
In Germany and Denmark, available rations may even have added up
to a little more than normal requirements. As was pointed out above,
however, such general averages do not preclude the existence of quite
serious deficiencies in particular groups or areas.

Although the first question which presents itself in the analysis of
war-time diets naturally concerns their adequacy in respect of calories,
it is essential to consider also their nutritional composition. It is use-
ful first to consider the fundamental relationship between vegetable
and animal food.

The Antmal-Vegetable Ratio

The great staple foods—bread, potatoes and also sugar which,
though nutritionally less valuable than cereals and potatoes, may for
the sake of convenience be included with the starch group—are of
vegetable origin. They are the cheapest source of calories as well as of
many proteins, vitamins and mineral salts. In the poor countries of
eastern Asia diets are almost exclusively composed of vegetable foods;
as we proceed towards the richer countries the proportion of animal
calories in the total increases, and in the United States and some coun-
tries of northwestern Europe it reaches as much as 40% on the aver-
age.! Hence the richer countries could in case of need divert part of
their primary crops to human consumption by decreasing animal pro-
duction; and a further reserve is constituted by the livestock itself.
In countries with low animal production, crop failures result in a
direct decrease in the supply of human food, and if additional imports
fail to come forth, in famine.

According to estimates made by J. H. Richter,® the Continent of
Europe produced, before the war, roughly go% of its calorie food

1 Suppose that the diet in each of two countries A and B contains 3000 calories
a day, but that in A it is composed of vegetable calories only, and in B of 60%
vegetable and 409 animal calories. Then, if it requires on an average 7 vegetable
calories to produce one animal calorie (as was apparently true in Europe before
the war), the number of primary calories in A is 3000 and in B 10,200 (1800/
1200)<7). In other words, the basic crop production has to be about three times

as large in country B as in country A, in order to permit the inclusion of 40%

animal food in the human diet. .
2 “Continental Europe’s Pre-War Food Balance,” U.S. Department of Agri-

culture, Foreign Agriculture, August 1942
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requirements; 78% of these requirements were met by calories of
vegetable origin and 22% by calories of animal origin. These averages
cover large differences between countries: in Germany the ratio was
about 2 to 1, and in Scandinavia it was about 3 to 2. The total yearly
supply of primary calories amounted to 995,000,000 millions (of
which 10% were imported either directly or indirectly in the form of
animal products) ; of this total 230,000,000 millions wex.'e_taken up
by draft animals, seed, losses and waste; 270,000,000 millions were
consumed by human beings in vegetable form, and the rest (495,000,-
000 millions ) were used to produce 75,500,000 million animal calories
for human consumption.

The first effect of the war was to cut off imports, thus decreasing
the supply of primary calories by some 10%. Stocks of cereals exist-
ing at the outbreak of the war cushioned for some time the effects of
this decrease, but later the Continent came to depend on its own cur-
rent production. Taken by itself, however, this loss is less serious than
is generally realized. On the assumption that 7 feed calories are re-
quired to produce 1 calorie of animal products for human consump-
tion, an increase of the vegetable ratio in human consumption from
78% to 84% would have secured *‘self-sufficiency” at the old calorie
level. In fact, the necessary change in the ratio could have been made
even smaller if there had been an increase in the relative production
of milk, and a decrease in that of eggs, beef and other calorie-intensive
products.

Domestic crop production, however, has decreased, and the shift to-
wards a vegetarian diet has had to be much more radical than the
figures given above would indicate. Diagram 4 below shows the ratio
of vegetable calories in the diet of a typical working-class family be-
fore the war, and in the rations of a typical family in 1944.

The increase of the vegetable portion in the diet was almost univer-
sal, although uneven. In Germany the ratio in the summer of 1944
corresponded roughly to the pre-war ratio for the Continent as a
whole, and the total was adequate in calories. In the occupied areas,
the total number of calories allowed for human consumption was
smaller and the proportion of vegetable calories was higher.

Composition of Diets

The cheapest and most abundant source of energy is represented by
the carbohydrates. The lower the diet, the greater is the proportion of
carbohydrates, and although, as may be seen above, the number of
calories in the diet was short in many countries, there was in no case

1For the purpose of these calculations it was necessary to make certain simpli-
fying assumptions. Vegetable foods are taken to include: bread, cereals, potatoes,
sugar and half the fat ration; animal foods include: meat, milk, cheese, eggs and
half the fat ration. The exclusion of fruits and vegetables does not, in view of
their low calorie content, materially affect the results, .
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Diagram 4

Percentage of Vegetable Calories in the Diet of a Pre-War W orking-
Class Family and of a Typical Family in the Summer of 1944.
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a relative lack of carbohydrates. Together with the latter, fat is the
main energy-giving constituent in the diet. Although it is impossible
to lay down either the relative or the absolute amounts of fat needed,
when fat consumption decreases much below the usual levels (400-700
calories a day), morale and efficiency are adversely affected and a gen-
eral feeling of hidden hunger is produced.

Fat, purchased as such, however, represents only a part of total fat
consumption—much is consumed in the form of milk, cheese, cream,
meat, bacon, nuts, etc. Most of these indirect sources of fat have
been rationed, and their fat content reduced, and the figures for ra-
tions of fat “purchased as such” understate the actual decrease in
consumption.

The highest wartime consumption was to be found in Denmark,
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Germany, Norway and Bulgaria, with rations of “fat purchased as
such” of about 300 or more calories a day. Rations consisted of be-
tween 230 and 300 in the Netherlands, Finland, the Protectorate and
the Baltic States. Though these rations were below peace-time levels,
there is no direct evidence that they were physiologicaily insufficient,
though they were, no doubt, below the comfort level. Rations in Italy,
France and Belgium were between 80 and 165 calories, and were so
low that they must have given rise to very considerable discomfort.
Indeed, it was reported from many of the occupied areas that the lack
of fat was more keenly felt than any other single food shortage.

The question of the body-building proteins is complicated by several
circumstances. According to generally accepted standards, an adult
male needs about 10% of his total calorie consumption in the form of
proteins for optimum health, while actually demonstrated need is
about 5%. Moreover, a part of the proteins should be of animal
origin.

Cereals, peas, beans and nuts are good sources of protein, partic-
*ularly in combination with milk, and as a general rule, when rations
of whole bread are adequate, the minimum need {for total proteins is
also met. There seems to be no evidence that there was any lack of
proteins as a whole in Germany, the Protectorate, Bulgaria, Hungary,
Roumania, the Netherlands and Norway. In other cases protein de-
ficiency was due to an over-all calorie deficiency and could have been
remedied only by an increase in rations in general.

The question of the proportion of animal proteins needed is even
more difficult. Given an adequate milk supply, it is possible to com-
pose diets of whole bread, fruits and vegetables that meet all known
nutritional requirements. On the whole it is remarkable how well milk
consumption has been maintained (and in some cases increased). The
consumption of meat and eggs has been drastically cut, and a larger
proportion of animal proteins is now obtained from milk. While the
available figures do not permit us to draw general or hard and fast
conclusions, they suggest that except in the very low consumption
areas the diet contained sufficient milk to permit the healthy growth
of children, so long as rations were available and were not greatly de-
ficient in calories.

The position with respect to vitamins and minerals was probably
less critical than is generally assumed, and such deficiencies as existed
were connected more with the insufficiency of the diet as a whole,
than with its composition. In fact, where the total calorie level was
fairly adequate and the consumption of milk was maintained, it seems
that the situation was in many cases less unsatisfactory than before
the war. The consumption of vegetables and potatoes as well as the
milling percentage of cereals increased. Hence, phosphorus—of which
whole bread is a rich source—was not usually scarce where bread ra-
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tions were sufficient. Calcium is supplied by milk, cheese and green
vegetables. Iron is found in a great number of foods, and there is
therefore little danger of a deficiency. The vitamin C supply was, in
countries where total rations were not clearly insufficient, probably as
abundant as, or in some cases more abundant than, before the war, be-
cause of the increased consumption of potatoes and green vegetables,
In northern countries, like Norway, however, the scarcity of vegeta-
bles, particularly in winter, is reported to have caused serious deficien-
cies. The same probably holds true of the low-consumption areas, and
of some of the towns, not only in Poland, but also in Belgium, the
Netherlands and France. To some extent such shortages were counter-
acted by the distribution of ascorbic acid to children.

Vitamins of the B complex are common in many animal and vege-
table foods ; and whole bread and cereals, beans and peas are relatively
rich sources. The increased use of whole bread should have increased
the intake of these vitamins, and where the diet was adequate in calo-
ries the situation was probably not worse, at any rate, than before
the war. Vitamin A and its precursors are contained in milk, butter,
eggs and fish-liver oil and also in green and yellow vegetables. In
countries where vegetable consumption has been maintained or in-
creased, as in Germany, and where milk consumption was fairly ade-
quate, there is little reason to assume that deficiencies were greater
than before the war. Vitamin D, contained in milk and fish-liver oil, is
also formed in the body under the influence of the ultraviolet rays in
sunshine. In countries where the diet is low in calories, or where there
are long, sunless winters, a D deficiency is likely to have occurred, par-
ticularly in the urban centers. Margarine, however, is generally forti-
fied with vitamins A and D, and in Germany vitamin D was supplied
free to infants.

Summary of Conclusions

Farmers are as a class little affected by rationing, and the situation
was critical chiefly in the urban districts. Here the average level of
consumption depended on (a) the size of the official ration; (b) the
extent to which rations were made available in the shops; (c) the
purchasing power of wages; and (d) additions from the black mar-
ket. Except for (a) no numerical estimates are possible, but on the
basis of the official rations it is possible to reach some broad conclu-
sions as to the relative position of various countries.

The theoretical calorie intake seems on the whole to have been main-
tained at pre-war levels in Denmark, Germany, Bulgaria, Roumania
and Hungary; in most cases the level did not fall much below the
standard of 3000 calories per consumption unit (adult male) a day.
In the Protectorate of Bohemia-Moravia, and in Belgium, Finland,
the Netherlands and Norway, rations apparently represented some
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2500 to 2800 calories a day per adult male. While they were lower
than before the war, and below accepted standards of requirements,
the official rations were not critically short in calories, though more
or less severe shortages occurred among special groups. In the Baltic
States, Slovakia, France and Italy rations represented between 2400
and 1500 calories. These averages were too low to permit of full wor_k-
ing efficiency and health. In Poland, Greece and parts of Yugoslavia,
levels of consumption were so low that many people, particularly in
the towns, must have lived in a state of semi-starvation.

The absence of statistically measurable starvation does not imply,
however, that the diet is adequate to maintain health and efficiency,
even if in wartime the immediate problem of calorie deficiency tends
to overshadow the problem of adequacy in other respects. In the first
group of countries, the war diet contained more vegetable foods than
before the war, but since milk consumption was fairly well maintained,
this change does not necessarily mean that the quality of the diet de-
teriorated. Thus, the German diet contained less meat products, and
certainly much less than is consistent with a varied and palatable diet;
it contained also less fat. These shortages constitute a serious social
problem, but there seems no reason to believe that the diet was neces-
sarily poorer in essential vitamins and minerals than before the war.
In the second group of countries the composition of the diet was not
significantly different from that inh Germany. Owing, however, to the
lower calorie intake (and less regular distribution of rations) defi-
ciencies in particular elements in the diet were likely to be aggravated.
In the third group the qualitative problem was increasingly over-
shadowed by the quantitative. Even if the groportion in the diet of
the various nutritive elements was satisfactory on paper, absolute
scarcities occurred in practically all the important elements. In the
fourth and lowest consumption group the diet was deficient in almost
all respects. Until calorie requirements are again more fully met, the
question of the composition of the diet will be of relatively minor im-
portance, -

B. The US.S.R.

Comparable statistics are not available for the U.S.S.R. Rationing
covers all staple foods, and rations are sold at fixed maximum prices,
but a legal open market exists in which consumers who are able to
pay the very high prices may supplement their rations. According to
a recent estimate, the average Russian diet based on rationed and free
foods adds up te the following quantities per head per week:!

' Cf. Food Rationing and Supply, 1943/44 (League of Nations, 1944), page 2I.
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Grammes per week Calories per day
Bread 3175 1180
Cereals 590 205
Meat ’ 400 150
Potatoes 1050 120
Sugar 85 45
Vegetables 8o0 40
Cheese Irregular ‘e
Total 183

The calorie intake per capita would thus have amounted to about
1800 calories a day : it was higher for workers and lower for children
and dependents. Qualitatively these rations were not seriously defi-
cient, but they were poor in animal foods and fats.

C. The United Kingdom and the European Neutrals

The situation in these countries with the exception of Spain has
been more favourable than in Germany and German-dominated Eu-
rope. The war has naturally brought about a tightening of supplies,
but not so much as to render impossible more flexible systems of ra-
tioning.

The system in force in the United Kingdom was described in the
last edition of this Swurvey, and the reader is referred to this publica-
tion for a detailed description. In Britain there has never been ra-
tioning of the total calories consumed, for consumers have been free
at all times to buy as much bread and potatoes as they wished. The
basic individual rations (of sugar, meats, fats and cheese) have re-
mained practically stable throughout the war and they have supplied
the average family with the elements of a sound diet. Gradually, how-
ever, actual consumption was increased above this minimum by means
of point rationing, communal feeding and special distribution schemes.

Point rationing is generally employed in the case of commodities
the supply of which is too small or too erratic to permit of specific in-
dividual rationing. Tinned meat, fish and beans, for instance are under
point rationing. Communal feeding in addition to individual rationing
has also been greatly extended with the purpose of supplying the extra
needs of workers and school children. Employers who employ 2350
persons or more are required to operate industrial canteens, but even
smaller employers can be required to set up canteens where circum-
stances make it desirable. School canteens have been greatly extended
and aim at supplying all school children with one well-balanced meal
a day. About one-third of the school children in England and about
one-quarter of those in Scotland receive cheap or free school lunches.
In addition, a great number of “British restaurants,” which serve a
hot, nutritious meal at about one shilling a head, have been established.
They are open to the public, but priority is in many cases given to
workers,

2 Cf. also Food Rationing and Supply, 1943/44, pages 54-59.
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Children of pre-school age, as well as nursing and pregnant moth-
ers, do not generally benefit from the addition to rations supplied by
the communal feeding schemes, and their extra needs are met through
special schemes for the distribution of protective foods, such as milk,
eggs and certain fruits and fruit juices. Children under one year of
age have a priority right to two pints of milk a day, and nursing and
expectant mothers and children 2-5 years of age to one pint a day,
at 2 d. a pint, or free, if the parents’ income falls below a stated mini-
mum. Children of school age receive milk under the “milk-in-schools”
scheme. Cheap “national’”’ milk cocoa has been provided to meet the
extra protein needs of post-school adolescents in factories and offices.
In the United Kingdom it is not possible to estimate consumption
per family as it is in countries where rationing is total. Figures are,
however, available showing the food supply per head of the civilian
population.®

Estimated Supplies Moving into Civilian Consumption
in the United Kingdom

(In grammes per week)

p Pecr}::cntage
re-war 1943 )
Milk and milk-products ane
{excluding butter) 334.1 429.2 428
Meat 11808 036.0 —21
Poultry 266.9 164.0 —390
Eggs 2128 100.8 — 6
Qils and fats 397.8 3350 —16
Sugar, etc. 824.3 567.0 —31
Potatoes 1544.0 2231.3 +45
Pulses and nuts 8209 488 —yqt
Tomatoes and citrus fruits 408.2 202.4 —50
Other fruits 815.6 453.6 —~44
Vegetables 1290.1 1710.6 +34
Grain products 1840.6 2303.6 +10

The following figures (Hansard, August 3rd, 1944) give estimates
of total national expenditure on food, at the retail level, by main food

groups: (£ million)

Commodity Group 1938 1943

Household expenditure :
Bread and cereals, etc. 165 225
Meat, bacon, etc. 273 273 .
Fish, fresh and canned 4 as
Qils and fats 93 57
Sugar, preserves, confectionery 108 10§
Dairy products 189 203
Fruit, fresh, canned and dried -0 3
Potatoes and vegetables lzg
Beverages 54 46
Other manufactured foods a3 37

Meals outside the home 70 122

Total 1,198 1,264

18ee, Food Consumption Levels in the United States, Canada and the United
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The average consumption of potatoes, vegetables, milk and cereals
has increased, while the consumption of sugar, animal products, fats
and imported fruits has declined. The effect of these changes on the
nutritive composition of the diet is shown in the table below.

Estimated Supply per C apita per Day of Nutrition available for
Crvilian Consumption in the United Kingdom

Percentage

] Pre-war 1943 change
Calories 2084 2827 — 5
Proteins, animal grammes 43 40 — 7
Proteins, vegetable grammes 38 47 +23
Fats, grammes 130 113 —13
Carbohydrates, grammes 373 366 —2
Calcium, milligrammes 694 1054 +52
Iron, milligrammes 13 10 +27
Vitamin A, International units 3868 3882 .-
Vitamin C, milligrammes 112 127 +13
Thiamin, milligrammes 1.2 1.0 +60
Riboflavin, milligrammes 1.6 2.1 +30
Niacin, milligrammes 18 19 + 3

It would appear from the table that calorie consumption has de-
creased by 5%. This decrease, however, is no doubt more apparent
than real, for the entry into the armed forces of a large number of
men in their best years necessarily decreased the average requirements
of the remainder. The food supply of some 2800 calories per head a
day, even allowing for a high proportion of waste in storage and dis-
tribution, is enough to bring consumption per consumption unit well
above the 3000-a-day standard of normal requirements. There was a
moderate decrease in fat and animal protein consumption, but the
intake of minerals and vitamins increased throughout, owing mainly
to the increased consumption of potatoes and vegetables and the in-
creased milling extraction of cereals.

In general, therefore, the level of nutrition enjoyed by the civilian
population has, on the average, been as good as, or better than, before
the war. With the probable exception of vitamins A and C, the diet
is adequate to meet intake requirements based on the full “recom-
mended dietary allowances” of the National Research Council {United
States), and it meets in all respects the Council’s “‘average restricted
dietary allowances.” The chief shortcoming of the British wartime
diet has been monotony and lack of palatability, rendering it, in many
cases, difficult to maintain sufficient individual appetite ; but the gen-
eral improvement in public health, in spite of all wartime stresses,
testifies to the success of the British food distribution system.

In Sweden unrationed cream, milk, potatoes and certain meats,
Kingdom, Report of a Special Joint Committee set up by the Combined Food

Board, issued by United States Department of Agriculture and War Food Ad-
ministration, April 1944.
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permitted the population to satisfy their additional needs for calories
in a nutritionally favourable manner. The ratio between animal and
vegetable foods of roughly 40:60 has not been greatly modified, and,
as 2 whole, the diet is quantitatively and qualitatively adequate.

The situation in Switzerland was somewhat tighter than in Sweden.
Bread was rationed, but potatoes remained free. According to all
indications, however, the diet was not seriously inadequate either in
quantity or in quality. In some respects, such as content of vitamin
C, it was even superior to the pre-war diet. Conditions in Ireland have
not necessitated the rationing of more than a few imported foods. In
Portugal the bad wheat crop of 1943 necessitated rationing of bread.
The situation in Spain, though it has improved, is still one of scarcity.
This is a result of the Civil War, rather than of the present war, and
it makes itself felt in widespread malnutrition, and in some areas and
among some classes, in semi-starvation.

D. Consumption in Other Parts of the World

The Americas, New Zealand and Australia have not been con-
fronted with any general food shortage. The need for rationing has
arisen, in spite of maintained or increased production, on account of
fuller employment and higher earnings coupled with the demands of
the armed forces and lend-lease. Rationing of individual foods such
as sugar, meat and fats (bread, milk and vegetables are ration-free)
does not compress ordinary food standards; the rations are mainly
a means of rendering the general controls over production and prices
more effective by limiting the demand for goods of which the con-
sumption usually increases with a rise in income.

Conditions in the Middle East vary from country to country, and it
has proved impractical to adopt a general system of raticning. In most
of the countries, however, bread and cereals are rationed.

During the autumn of 1943 serious famine broke out in parts of
India, particularly in Bengal. This was due not so much to any de-
crease in total supplies, as to a partial breakdown in distribution caused
by inflation and hoarding. The Central Government of India reorgan-
ized procurement on a national basis and introduced rationing in the
large towns. The crisis in distribution was overcome by the beginning
of 1944. ,

Statistics for China are even more difficult to obtain. Conditions
vary widely from place to place. Monetary inflation has adversely af-
fected large sections of the population, particularly in the towns, where
local starvation appears to be not uncommon. A disastrous harvest
failure in Honan Province brought famine conditions to millions of
people in that area in the autumn of 1943.
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- Rationing of the chief foods is enforced in Japan. In January 1944
it was reported that the following rice rations were in force :

Grammes per week
Persons 1-5 years 120
6-10 years 230
11-60 years 330
60~ years 300
Heavy workers, men 300
Heavy workers, women 350
Very heavy workers, men 570
Very heavy workers, wormen 420

In addition, all consumers received 360 grammes of sugar and 675
grammes of miso per month.

RATIONING OF GOODS OTHER THAN Foop

Consumption goods other than food became increasingly scarce in
most parts of the world during 1943 and 1944. The measures adopted
for their distribution in different countries were described at some
length in Wartime Rationing and Consumption.

Rationing of clothes has been almost as generally enforced as
that of food. Owing to the almost complete cessation of imports into
Europe of textile fibres (cotton, wool, jute, etc.) and also hides, the
output of the textile and shoe industries has been greatly reduced. Es-
sential needs are met by the manufacture of clothes from artificial
fibres, re-used wool, shoddy and rags. Wooden soles are frequently
used for shoes, the uppers being made of substitute materials.? The
warmth and durability of clothing have decreased, thus further ac-
centuating the privations of the people, particularly of the poor who
have used up their meagre stocks of pre-war clothing, or have been
forced by “voluntary collections” to surrender part of them.

Owing to the relative durability of clothing and the large number
of different items required by each consumer, the rationing of cloth-
ing, where it was adopted, usually took the form, at least in the be-
ginning, of point rationing. Under this system each consumer re-
ceived a number of “points” to cover a certain period of time (6-18
months), each article being priced in so many points. A certain elas-
ticity and freedom of consumers’ choice was thus maintained, while
total demand was restricted. This system, however, can be main-
tained successfully only when governments are able to supply a rela-
tively wide range of articles and to maintain a sufficient stock to
meet inevitable variations in demand. On the Continent of Europe
supplies have become so scarce that point rationing has broken down
and has had to be supplemented by direct rationing according to

1 Wartime Rationing and Consumption, League of Nations, 1942, Chapter III.

2 In Germany, wooden or plastic soles have been used for a number of years.

Uppers are now made of such materials as rabbit skin, straw or human hair.
Foreign Commerce Weekly, July 10th, 1043. -
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“need.” As early as 1942 the scope of clothes rationing was narrowed
in Germany, and special purchasing permits were required in addition
to points for the purchase of especially scarce g(_)ods, such as shoes
and items containing a high proportion of wool, linen or cotton. This
system was extended in 1943, and special permits are now required
for the purchase of all major articles of clothing. Also, minor articles,
haberdashery and headgear, which were formerly point free, have
been brought under the rationing system. Purchasing permits, which
are issued by the local rationing offices, are granted sparingly. Nobody
is entitled to a perniit for a suit if he has two “serviceable” suits, and
a patched or old-fashioned suit is still considered serviceable. A per-
mit for an overcoat can be obtained only on surrender of the old coat.
It should be observed, however, that even if a person is in possession
of less clothing than indicated, he still has no legal claim to a permit.
Children under 16, however, were allowed two pairs of shoes during
1943. Special cards and priorities are granted to air-raid victirps and
expectant mothers, for whom, indeed, a very large proportion of
available supplies seems to have been reserved.

The conditions of rationing during 1043 in the occupied areas were
in principle the same as in Germany, except that purchasing permits
were more difficult to obtain and that even the possession of a pur-
chasing permit did not guarantee that goods could be obtained in
the shops.' It has been estimated? that the total production of textile
materials in France amounted to about 120,000 tons in 1943 as com-
pared with a consumption of 470,000 tons in 1938, In 1938 the con-
sumption of wool amounted to 200,000 tons and of cotton to 80,000;
in 1943 there was no cotton available and only 4,000 tons of wool.
Production of artificial and paper fibre, on the other hand, increased
from 27,000 tons in 1938 to somewhat more than go,000 tons in
1943. Thus, total textile manufacture was only about 25% in volume
of what it had been in 1938, and, moreover, it was composed of quali-
tatively inferior products. The situation in other occupied countries
and in Italy was as critical as, or worse than in France, and for long
periods shoes and most articles of clothing were almost unobtain-
able. The prices of second-hand articles in the black market soared.
Sweden and Switzerland were better off than the German-dominated
areas, but rationing in 1943 was more severe than in 1g42. In Swed-
en articles made of artificial silk are unrationed. For adults one pair
of shoes is allowed for a period of 18 months (with one resoling for
men’s and 2 for women’s shoes) ; children under 17 receive 75%
higher rations.

In the United Kingdom rationing of clothing was introduced as

*In Belgium, for instance, each inhabitant was required to surrender 1 kp. of

wool per year and %4 kg. of paper per month, the penalty for non-compliance bein
the loss of the clothing card. P 4 P 8

2 Agence économique et financidre belge, May sth, 1944.
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a means of economizing labour and imported raw materials, and the
level of consumption has, as in the case of food, been better main-
tained than on the Continent. According to official estimates personal
expenditure on clothing at 1938 prices was 45% below the level of
1938, while in the case of boots and shoes the reduction amounted
to 27%." There are no records of the quantity of clothing in individ-
ual wardrobes before the war, so that the effect of rationing on actual
clothing standards cannot be calculated. The Board of Trade, how-
ever, conducts periodical sample enquiries into wartime wardrobes
of the civilian population, The results of the latest enquiry, relating to
about 3,000 people of each sex,” indicate that the average person pos-
sesses a wardrobe sufficient to allow for changes and laundering. Men
seem to be rather worse off than women. The following figures, de-
rived from this enquiry, show the actual yearly purchases of certain
important items of clothing per person:

Women Men
Coats, raincoats 0.5 0.8
Suits 0.25 0.66
Dresses 0.66 .
Blouses, jumpers, pullovers, ete. 0.5 .11
Shoes (pairs) 1.5 1.21
Stockings, socks 5.0 271
Nightwear, pyjamas 0.5 0.14

On the whole, consumers’ demand for each type of article is con-
centrated on the more durable and expensive goods. In contrast to
Germany, some articles such as hats, sewing thread, mending wool
and cloth clippings are coupon-free.® Certain extra allowances are
granted to children and to some categories of workers.

In countries outside Europe rationing of clothes has been less com-
mon and less severe. Rationing was introduced in New Zealand and
Australia in 1942. In Australia it reduced consumption below the
previous level by some 40% for men, 33% for women and 30% for
children.* In the U.S.A. clothing is free, except for shoes, the ration
for which, in 1943-44, was three pairs per person a year. Indeed, con-
sumer expenditure on clothing increased from $6,8c0 million in 1939
to $9,400 million in 1943,® or by about 38 %, while prices for cloth-
ing, according to the Bureau of Labor Statistics cost of living index,
had increased by a little less than 30%. Civilian consumption in 1943
would thus appear to have been somewhat higher than in 1939, but
quality has in some cases deteriorated. _

Ordinary residential building has ceased in most belligerent coun-

1 Statistics Relating to the War Effort in the United Kingdom. Cmd. 6564,
London, 1044.

2 The Economist, September 2nd, 1944. . . .

3 Cf. Clothes Rationing in Britain, British Information Services, Washington,
D.C., December 1942. )

¢ Facts and Figures of Australio at War, June 1944.

3 Survey of Current Business, April 1044
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tries; the migration of workers to the centres of war industry, com-
bined with the widespread destruction caused by aerial bombardment
and extended land warfare, has often led to critical housing short-
ages. Direct rationing of housing, however, is for many reasons almost
impossible, and local shortages have been met by rent control, private
or obligatory billeting in schools, private homes, etc.

In Germany, however, the destruction of housing had reached a
point at which more drastic measures became indispensable. Before
the war there was already an acute housing shortage and it was offi-
cially estimated that for adequate housing 2.5 to 4.5 million new flats
were needed. Since then some 400,000 units at most have been
erected, while a very great number have been destroyed. The presence
of foreign workers in Germany has also created a new demand for
housing space. During the first years of war attempts were made to
relieve shortages by the subdivision of the larger flats, and by billet-
ing, which was applied even to single rooms. At the beginning of
1943, however, such measures proved to be insufficient and a “dwelling
space steering order” was promulgated and a Dwelling Commissar
appointed. People were forbidden to take up residence in one big town
after another until most such towns had become closed areas. People
were forbidden to have more than one flat, and later no person was per-
mitted to occupy more than one room. The sharing of available flats
and houses, however, reached its limit some time ago. Many bombed-
out persons have taken refuge in shelters, or in the small summer
houses (Lauben) common in the outskirts of German industrial
towns, or in huts erected from salvaged material. The foreign workers
usually live in large camps.

The situation in the occupied areas was, on the whole, less critical
than in Germany, owing to the lesser destruction of houses and the
absence from home of those people who were workers or war prison-
ers in Germany. Civilian construction in Sweden and Switzerland has
been maintained at a relatively high level.

In the United Kingdom the supply of housing has been seriously
decreased by aerial bombing. Out of some 13 million houses which
existed in the United Kingdom at the outbreak of war, 4.5 millions—
about one in every three—had been damaged by enemy action up to
the end of September 1944. Of these, 202,000 were totally destroved
or damaged beyond repair, 255,000 were damaged and rendered un-
inhabitable, and 4,073,000 were damaged but not rendered uninhabit-
able. A substantial number of the houses in the second category are
still uninhabitable and the great majority have not yet been fully re-
paired.’ In the summer of 1944 it was stated by Lord Woolton?* that
"t YStatistics Relating to the War Effort in the United Kingdom, Cmd. 6564,
London, 1944.

2The Times (London), September 16th, 1044, and The Economist, September
23rd, 1944.
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107,000 houses had been permanently destroyed in the Greater Lon-
don area alone ; 170,000 houses were damaged to the point of needing
extensive repairs, and 700,000, although they had received “first-aid”
repairs, still required further repairs to be reasonably comfortable
1,200 food retail shops were also seriously damaged. Although about
a million people left London in the summer of 1944 as a result of the
“flying-bomb” attacks, the housing shortage had become so serious
that, in order to speed necessary repairs, special measures had to be
taken by the Government. The repair work is now centrally organized
under the Minister of Reconstruction; 10,000 “Portal huts” to pro-
vide emergency shelter have been promised, and unoccupied space in
central London will be requisitioned by the authorities.

In the United States and Canada housing scarcities have developed
in defence areas, but rent control, coupled with a certain amount of
emergency construction, has, so far, proved sufficient to meet the
situation.

Throughout Europe household fuel, light and gas are scarce. The
industrial demand for coal has increased, leaving less for private use
and for the generation of gas and electricity. In many areas lack of
transport has further aggravated the situation, decreasing supplies
particularly in the large towns. In Great Britain, the Ministry of Fuel
limits'the amount of coal which an individual consumer can buy with-
out a special license. The free quantities for the months of November
and December 1943 were 1,120 pounds in southern England, as com-
pared with 1,400 pounds in the same months of 1942. The correspond-
ing figures for the rest of England, Scotland and Wales were 1,456
pounds and 1,680 pounds.® The total consumption of fuel and light
in 1943 was estimated to be 7% below the pre-war figure.* On the
Continent of Europe scarcities were more acute, and cold had become
a cause of acute suffering. In neutral Sweden and Switzerland, the
reduction of coal imports caused scarcities, which were, however, miti-
gated by the relatively abundant supply of hydro-electric power and
wood.

In most countries the consumption of cooking gas and electric
power has been severely restricted, and the supply of hot water cut
off or curtailed to a bare minimum. In France, for instance, electricity
was rationed in January 1943 and its use for heating prohibited. In
Germany a Special Trustee for the Saving of Energy was appointed
in 1943 ; householders were supposed to save 10-20% of their already
restricted 1942 consumption of gas and electricity. In Sweden no hot
water is available in steam heated houses in the summer.

Owing to the scarcity of fat, soap is drastically rationed; the fat

content is also smaller and inferior substitute materials are frequently .

1 New Vork Times, October 27th, 1043.
2 New York Times, October 27th, 1043.

. !
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used. This shortage, together with the restricted supply of hot water,
constitutes a hazard to health; it is reported from Belgium and other
countries that skin diseases in particular have increased. In Great Bri-
tain rations seem adequate. Each person is allowed 1 ration coupon
per week entitling him to 4 oz. (115 grammes) of common household
soap, or 3 oz. (85 grammes) of toilet soap, and double allowances are
granted to mothers of infants under one year of age. In Germany
monthly soap rations were reduced at the end of 1942 from 8o to 70
grammes, and from July 1943 onwards rationing was applied to sub-
stitute and auxiliary washing materials, including soda and soaking,
rinsing and bleaching materials. The rations in the occupied areas were
smaller than in Germany and soap was often unobtainable.

Durable consumers’ goods, including household furnishings, are
scarce. Production in most countries has either been stopped altogether
or been severely restricted ; such output as is still permitted consists
mostly of simplified and standardized articles of an essential nature.
In the United States the manufacture of a long list of items, including
washing machines, vacuum cleaners, irons, etc., which used critical
materials was discontinued after Pearl Harbor. In the United King-
dom the restrictions are far more severe; but standardized “utility”
furniture has been introduced to meet essential needs. In Germany and
German-occupied areas, durable consumers goods have almost com-
pletely disappeared from the market, and no attempts at regular ra-
tioning have been made ; a few essential articles are distributed on the
basis of a direct purchasing permit system.

The scarcity of petroleum and rubber has led almost to the cessation
of private motor traffic on the Continent and in the United Kingdom.
In the United States and the British Dominions petrol and tires are
rationed for the civilian motorist. In German-dominated Europe, even
civilian railway travel for other than the most essential purposes has
been prohibited, and special travel permits are required.

Among luxury (or semi-luxury) items, coffee, tobacco and spirits
are free in the United Kingdom, though the last two are heavily taxed.
On the Continent of Europe substitute coffee has taken the place of
real coffee; tobacco is scarce and rationed.

It is difficult to judge the extent to which goods that are not ab-
solutely indispensable have disappeared in Germany or occupied Eu-
rope. Thus, sales of electric light bulbs were prohibited for some time
in 1943, but special purchasing permits were granted later ; households
having 2 or less rooms may purchase a new lamp if one room is with-
out any lighting. Children can obtain new purchase vouchers for exer-
cise books only if the old book is produced without torn-out pages. In
order to obtain dentures the patient must have a minimum number of
teeth missing and his ability to chew must be seriously impeded. On
the whole, such small supplies of household goods and personal effects
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as are still available are reserved for air-raid victims. The lack of
goods, apart from rationed necessities, has increased the cash balances
in the hands of the consumers. Part of these savings go directly or in-
directly to swell war savings, a part finds its way into the black market,
and another part into such precious articles as stamps, antiques and

works of art which now represent almost the only remnant of a free
market.

Foon CoNsuMPTION SINCE THE SUMMER OF 1044

The first section of this chapter described the food situation up to
the end of the crop year 1943/44. The rapid changes in' the military
situation, the invasion of Europe from the West, and the Russian ad-
vances in the East, have affected the prospects for the present crop
year. These changes relate mainly to the Continent of Europe. The
available information indicates that the situation in the rest of the
world, including the United Kingdom, has not materially changed
since the summer of 1944.

The German food situation was made much worse by the loss of
rich food-producing areas. It is not possible to give reliable estimates
of how much Germany previously imported from these areas, which
also contributed to the feeding of the German armies of occupation,
and thus indirectly relieved pressure on the domestic market. In addi-
tion, the German harvest in 1944 seems to have been lower than in
1943, owing, among other factors, to lack of manpower, machinery
and fertilizers, especially phosphates. The potato crop was originally
reported to be about 70 million tons, or somewhat above the poor 1943
crop, but later reports indicate that this was an overestimate; lack of
manpower is said to have prevented the harvesting of more than some
so million tons.! Production of cereals and oil seeds also decreased.
In consequence the supply of basic foodstuffs available to the German
economy was considerably lower than in 1943.

In order to meet human requirements of calories, and thus prevent
direct starvation, ‘it became necessary to reduce further the already
restricted animal production. A particularly sharp reduction was made
in the numbers of hens and pigs. Eggs are uneconomical in terms of
feed calories, and pigs compete for foodstuffs, such as potatoes, which
are needed for direct human consumption. From 1939 up to the sum-
mer of 1944 the number of pigs had been reduced from 34 to 19 per
hundred inhabitants. During this time it was found possible, however,
to maintain milk herds close to the normal levels; milk represents, in
terms of feed calories, the most economical animal food. During the
autumn of 1944 even milk herds had to be severely reduced, and the
critically short supply of animal fat (particularly butter) thus de-

1 New York Times, January 12th, 1045
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clined still further. Temporarily, however, the emergency slaughter
increased the supply of meat. o _

As a first step to meeting the new situation, bread rations of normal
consumers, heavy and very heavy workers were cut by 200 grammes a
week, and those of children and self-suppliers by 100 grammes a week.
The proportion of rye in the ration was increased in relation to wheat;
it was fixed at 65% and 75% according to district. Milling of flour
with an extraction of less than 88% was discontinued. The rations
of cereals (Nahrmiitel) were reduced from 150 to 140 grammes a
week. Potato rations were slightly increased in the autumn for certain
classes of workers. But owing to transport difficulties, deliveries to the
towns fell behind schedule, with the result that there were local short-
ages. It is reported that from March 1945 rations will be cut by 149

A more drastic reduction had to be made in fat rations. They were
lowered by about 60 grammes a week, corresponding to about 30%
of the ration of a normal consumer. Temporarily, this decrease could
be compensated for by an extra meat allowance of 110 grammes per
week.

Disregarding the cut in the potato ration, the immediate reduction
of the diet corresponds to some 100 calories a day for a normal con-
sumer. While such a decrease is not quantitatively serious, it involves
a considerable qualitative deterioration. The effects of the propor-
tionately more severe fat shortage are bound to be keenly felt, and
the necessary future reduction in meat rations will force the population
to have recourse to a more bulky vegetable diet.

The actual deterioration is probably more severe than is indicated
by the over-all figures. As the war has progressed, war man-power
shortages, the wear and tear of equipment, and the direct destruction
caused by aerial bombardment, have reduced the efficiency of com-
munications and distribution. While the German ration coupons were
said to have been scrupulously honoured earlier, it is now reported
that, in the industrial areas, legal rations are not always available in
the shops. Communal feeding has been adopted on an increasing scale.
Nevertheless, there are no immediate signs of shortages so severe as
to bring diets below subsistence levels.

The situation in countries which are still under German occupation
is serious. In Norway, German deliveries of foodstuffs (cereals, sugar
and fat) have been halted, and fishing has been drastically restricted;
nonetheless deliveries have continued to be made to the occupying
power. The 1944 crop, particularly of potatoes, was poor.® As the
mainstay of the national diet during the occupation was the relatively
abundant supply of fish and potatoes, the situation has become increas-

1 New York Times, January 1zth, 1045.

2 The_potato crop in 1044 is estimated at 800,000 tons i
1.5 million tons duri t%?penod oo 4; , as compared with 1.2 to
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ingly critical, particularly in the towns. A severe shortage of milk
presents a special danger to the children. Whole milk, which was re-
served for children, is now restricted to infants under 2 years of age.
It has been announced that all deliveries of skim milk to the towns
will be stopped, at least temporarily. The population has become in-
creasingly dependent on home-produced food and the black market for
its food requirements, and the official rations are no longer indicative
of the true food standard. In recognition of the increased seriousness
of the situation the Allied powers have agreed to a doubling of the
Swedish food relief. It now amounts to 500 tons of food a month,
and an extra 3,000 tons of sugar were delivered during the autumn of
1944. The number of hot meals served daily by the Swedish relief to
children and needy persons had reached 172,000 in October 1944.

The dangerous situation in the occupied part of the Netherlands
is caused not so much by an over-all shortage of food, as by the break-
down in the systemn of communications and distribution. Actual war-
fare and patriotic strikes, particularly among railway workers, have
rendered the movement of goods from town to country difficult. The
Dutch coal mines are situated in the liberated area, and railways, elec-
tric-power stations, gas-works and the pumps for drainage, are, or are
in danger of being paralyzed by lack of fuel. The flooding of large
fertile areas has led to further grave hardship and disorganization.
The rations, which may or may not be honoured, do not depict the true
situation, which, if prolonged, may prove disastrous.

In liberated Belgium and France, the over-all supply situation seems
to have improved. The German evacuation, occuring as it did at the
beginning of the crop year, was so swift that the Germans were un-
able to carry with them any large quantities of food; it thus left these
countries with considerable domestic supplies, as well as with the
possibility of making up for any deficiencies in domestic supplies by
imports. If improvements in consumption were slower than many had
hoped, this was due largely to the disorganized state of distribution
and transport, and the repercussions of military operations which put
the railways under a heavy strain and prevented immediate large-scale
imports of civilian goods. When the German-controlled administra-
tion collapsed, it became necessary to reorganize price control and ra-
tioning thoroughly. The suppression of the black market increased the
difficulties during the period of transition. During the German occu-
pation it enjoyed a patriotic backing, as a substantial part of the total
food supply was directed to the consumers by way of it. When, as in
Belgium, the energetic deflationary policy of the Government more
or less paralyzed the black market, the movement of goods from the
farmer to the consumer was retarded. As the national governments

1 News from Sweden, October 25th, 1944.
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have had the time to reorganize the services of supply and distribution,

the situation has improved. -
In Belgium, the normal consumer’s weekly rations had by October

1944 increased to 1875 grammes for bread, 135 grammes for fat, 500
grammes for sugar, 260 grammes for meat, 225 grammes for jam and
3750 grammes for potatoes. The bread ration was later increased to
2100 grammes a week. According to a statement by the Minister of
Supply, fat and meat rations will be increased in January and Febru-
ary 1945.' It is stated, however, that because of transport and other
difficulties, it has been impossible in some cases to honour the rations
in full, particularly in urban centres such as Brussels, Antwerp and
Ghent. But the situation has greatly improved in industrial areas such
as Charleroi and Liége.

The supply situation in France is more favourable than in Belgium,
for France is normally almost self-supporting in food, while Belgium
is largely dependent on imports. While severe food shortages persist,
these are due chiefly to difficulties of transport and distribution. Fruit
and vegetables are no longer rationed, and it is hoped to de-ration
bread in the near future.? The Government’s first endeavour was to
honour rations which during the occupation were rarely available in
full. By November, moreover, it was found possible to increase the
monthly meat ration of normal consumers to 250 grammes, as com-
pared with 180 in June, and the monthly fat ration to 250 grammes,
as compared with 135-180 in June. The continued shortage of edible
fats is the most serious deficiency in the French diet, but American
lard and canned meat have been distributed in Paris and other centres.

The situation in that part of Italy which is occupied by the Allies
is, though improving, still uneven. The rich northern part of the coun-
try is in German hands, and the war, as it moved from South to North,
left behind it widespread destruction of the means of communication,
public utilities and the means of production in general. During the pe-
riod preceding Allied liberation, the system of food distribution and
rationing has almost broken down. The Allied Control Commission
took over the administration of a country which was exhausted and
disorganized; it had not only to restore a nucleus of industrial activity
and the essential public services but also entirely to reorganize the sys-
tem of food procurement and distribution. The Commission aimed ini-
tially at providing each person in receipt of a rationing card with im-
ported food corresponding to 1000 calories a day; together with the
domestic supply this was considered enough to secure a diet at or near
the subsistence level. Actual achievement fell short of this goal; but
progress has been achieved both in physical reconstruction, and in

i News from Belgium, January 8th, 1945,
z Free France, December 1st, 1044 945



— 151 —

the curtailment of black markets and the elimination of counterfeit
rationing cards.

Up to the end of 1944 imports of basic foodstuffs from American
and British sources had totalled 1.1 million tons (in addition to 1.2
million tons of other civilian supplies). In the autumn of 1944 it was
agreed that U N.R.R.A. should allocate $50 million for supplemen-
tary relief. As part of this relief it was planned to deliver 15,000 tons
of extra food a month to care for some 1,700,000 children and ex-
pectant or nursing mothers. It is reported that food conditions in
the southern part of the liberated area are now relatively easy; the
situation in the big towns has improved, but is still far from satis-
factory. In southern Italy the bread ration of normal consumers is
2,100 grammes a week, but it remains at 1,400 grammes a week in
the northern parts including the city of Rome. Workers employed
directly by the Army for heavy work receive in addition a mid-day
meal consisting of 150 grammes of bread, 170 grammes of vegetables
and 20 grammes of dried soup. They receive also a weekly issue
of pasta or dried soup. Workers employed on civilian projects of
military importance receive an identical mid-day meal, but no weekly
issues of pasta or soup.

After the Armistice with Russia, Finland was cut off from food
deliveries from Germany. To help fill the gap Sweden undertook the
delivery of 150,000 tons of cereals, 10,000 tons of sugar and 5,500
tons of edible fats.

No reliable information is available concerning the situation in
the areas liberated by Russia. It appears that the situation in the
rest of Europe is on the whole not very different from what it was
in the summer of 1944.

The developments in Europe have put the food supplies in the
Western Hemisphere under a renewed strain both in supplying the
armed forces abroad and for lend-lease. From the autumn of 1944 the
supply of some rationed foods has grown more scarce in the United
States. Meats and fats are rationed under the common “red-point”
system; a great number of new items previously unrationed (includ-
ing nearly all meats, cooking fats and oils, and canned milk, meat and
fish) have been included under this rationing, while the number of
points per person has been slightly reduced. Similarly, a number of
canned fruits and vegetables, previously ration free, have become
subject to the common “blue-point” rationing. The sugar rations
were reduced by 25% in the spring of 1945.

! News from Sweden, November 8th, 1044.



CHAPTER 1V

FINANCE AND BANKING

In a war economy, the role of finance is subordinated to the task
of producing the maximum output of what is required for the con-
duct of war. The limits of Government spending are set by the vol-
ume of productive resources which can be mobilized for war pur-
poses, and not by the ability of Governments to devise appropriate
ways and means of financing expenditure. Although financial and
monetary policies may have less immediate importance than the organ-
ization of physical production and consumption, their ultimate ef-
fects on the post-war situation may prove of crucial importance.
The possibility of effecting an orderly transition from a war to a
peace economy may in large part depend on the fiscal and monetary
policies followed during the war.

The main object of war finance is to release economic resources
for war purposes. In order to obtain command over these resources,
Governments have curtailed civilian consumption, and also invest-
ment to meet civilian needs, in two ways: by directly controlling the
supply of the purchase of goods, and by reducing the spendable in-
come of individuals by taxation and by voluntary or compulsory sav-
ings. The degree to which they have had recourse to one or the other
of these methods has varied in the different countries. Nowhere,
however, have rationing, taxation and the promotion of saving suf-
ficed to solve the problem. In order to obtain a volume of means of
payment commensurate with their requirements, Governments every-
where have had to borrow from the banking systems and to create
new money. The new money supplies have served in part to finance
the additional money incomes corresponding to the additional output
in countries where an increase in production and employment has
taken place. But since production has been increasingly for war pur-
poses and only part of the additional income has been absorbed by
taxes, spendable income has tended to exceed the amount of goods
on which it could be spent. To the extent to which rationing, taxation
and savings have failed to curtail consumption sufficiently, infla-
tionary pressures have developed, and consumption has been curtailed
in a socially much less desirable way, namely by a rise in prices.

Countries can add to the output of materials required for the con-
duct of the war not only by curtailing consumption and increasing
production, but also by acquiring part of the production of other
countries. Thus Germany has drawn on foreign resources by accumu-
lating clearing debts and, in occupied countries, by levying occupation
costs and other contributions. The United Kingdom has obtained
assistance from other countries by liquidating foreign investments
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and cpn_tracting new foreign debts, as well as through lend-lease
and similar arrangements. Foreign spending, whether it takes place
directly through spending by foreign troops stationed abroad, or
through outlays for the construction of military bases, etc., or in-
directly through increased exports, raises problems in the country in
which it takes place similar to those raised by domestic Government
spending.

Whatever the causes underlying the expansion in the volume of
money, Governments everywhere, given the impossibility, for the
duration of the war, of combating inflation by increasing production
or imports of non-war goods, have attempted to counteract infla-
tionary forces primarily by offsetting or sterilizing excess purchasing
power and by taking steps to minimize the effects of unavoidable
monetary expansion on prices and the cost of living. The policies
adopted with a view to reducing the volume of money (by taxation,
the promotion of savings, and the absorption of liquid funds) will
be outlined in the present chapter; those designed to combat the in-
flationary effects of the increase in the volume of money (rationing,
and the control of prices and wages) are dealt with in Chapters III
and V.

The principal aspects of war finance in the various countries up to
the beginning of 1945 will be brought together in this chapter in the
following order: the course of Government expenditures; taxation;
borrowing and its absorption; the growth of gold reserves and for-
eign balances; the expansion in the supply of money; its effects on
interest rates and security prices; and, finally, currency measures in
liberated countries.

GOVERNMENT EXPENDITURE

All over the world Government expenditure reached unprecedented
peaks in 1943/44, and in certain countries continued to increase in
1944/45. The rate of growth slowed down, however, in the course
of 1043 and 1944. Both in the United States and in the United
Kingdom the estimated war expenditure in the budgets for 1944/45
was almost the same as the actual expenditure in 1943/44, and in a
number of countries (Canada, Australia, New Zealand, Sweden,
Switzerland and Turkey), the estimated war expenditure for 1944
or 1944/45 was somewhat lower.

In the United Kingdom, the financial year ended March 31st, 1944,
was the first war year in which the increase in tax revenues exceeded
the increase in Government expenditure, This result, as will be seen
in Table 1, was mainly due to the slowing down in the rate of ex-
penditure, .

In the United States, the national defence programme was in-
augurated in June 1940 when France fell. The President’s Budget
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Table 1
Government Expenditure, Revenue and Borrowing

(For notes see pp. 158 and 150)

Increase or Decrease (—)

Expenditure Revenue in Domestic Debt
Exclud-
Country Of which:| ing Long&  Short
Currency Fiscal Total War Exp. Total Medium  term
Fiscal Year Year (a) (b) (c) (d) (e) ()
UnrTeED 1938/39 1,147 400 1,006 152 74 78
KiNGoom 1939/40 1,904 1,141 1,132 782 213 569
1940/41 | 3,971 3220 1,405 2467 1,143 1,324
£ 1941/42 | 4,888 4,085 2,175 2,566 2,067 499
1942/43 | 5740 4,840 2,922 2,027 1,842 785
Apr.-March | 1943/44 i 5914 4,950 3,149 2,745 1,909 836
1944/45 | 6,190 l| 5,125 3,355 2,830 1,046 1,184
1945/46 5,679E 4,500E 3.379
UNrITED 1938/39 8,765 1,206 5,165 3,876 3,668 208
STATES 1939/40 | 9,127 1,657 5,387 2,605 2,520 8s
1940/41 | 12,775 6,301 7,007 6,849 5,551 1,208
$ 1941/42 | 32,492 26,011 12,799 21,714 17,066 4,648
1942/43 | 78182 | 72109 | 22,282 | 63733 | 30,208 | 24,525
July-June | 1943/44 | 93744 | 87030 | 441490 | 65830 | 44,628 17,202
1944/45 | 98912 | 88,000E | 45,730E
1945/46 | 82,530E | 60,400E | 41,255E
USSR 1938 124,000 27,000 | 127,500
1939 153,100 | 41,000 | 155,900
Roubles 1040 174,300 56,000 | 180,200
1941 216,000E | 70,900E | 216,8c0E
Jan.-Dec. 1042 . 108,400 | 182,800 .
1043 200,700 | 124,700 | 209,700 .
1044 263,000 | 137,000 | 263,000 .
1045 305,300E | 137,000 | 305,300E .
CaNapa 1938/39 533 34 502 86 54 32
cs 1939/40 681 18 62 402 394 8
1940/41 1,250 752 2 873 824 49
Apr.-March | 1941/42 1,885 1,340 1,489 1,787 1,665 122
1942/43 4,387 3.724 2,320 2,104 2,049 145
1943/44 | 5,360 4,625 2,856 3,159 2,911 248
1944/45 5,152E 4,450E 2,772E
1945/46 | *3,020e | *2,000£ .
‘AUSTRALIA 1938/39 o8 14 95 18 14 4
1939/40 140 56 112 47 63 —16
A 1940541 256 171 150 74 62 12
1941/42 3 310 210 208 127 81
July-June | 1942/43 337 562 204 378 197 181
1943/44 720 545 342 3% 259 121
1944/45 686 505E 3508
New 1938/39 47 2 39 1 — I
ZEALAND 1639/ 40 64 8 53 lg 9 ;
£NZ 1940/41 86 27 70 26 21 5
1941/42 108 52 8o 40 32 8
Apr.-March | 1942/43 193 144 122 74 57 17
1943/44 206 153 140 62 62 -
1944/45 1932 133E 135E
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National currencies (000,000's)

(For notes see pp. 158 and 150)

Increase or Decrease {(—)

Expenditure Revenue in Domestic Debt
Exclud-
Country . Of which:| ing Long&  Short
Currency Fiscal Total War Exp.| Loans Total Medium  term
Fiscal Year Year (a) (b) (c) (d) (e) (f)
INDIA 1938/39 1,308 521 1,210 ] ] .
1939/40 1,304 503 1,258 436 152 84
Rupee 1940/41 1,586 748 1,451 957 1,778 2,735
1941/42 1,874 1,054 1,737 1,170 585 585
Apr-March | 1042/43 4,253 2,711 2,354 2,650 1,016 1,634
1943/44 | 4739 3,136 |  3,092E
1044/45 5,721E | 4,560E 3,5608
1045/46 | *5,354E | *4,120E | *3,537E
SouTH 1938/39 65 2 47 6 7 9
AFRICA 1939/40 6o 4 49 7 7 -
1040/41 123 60 67 53 36 17
£SA 1041/42 131 72 84 83 83 —_
1942/43 162 96 99 88 8s 3
Apr.-March | 1943/44 178 103 110 47 44 3
1044/45 183E 101E 110E .
1045/ 46 * 18gE * B2e * 1248 .
GERMANY 1938/30 | *28,550 17,712 11,762 7,463 4,200
1939/40 | *44,858 23,575 21,239 5,722 15,517
Reichsmark 1940/41 | *74,611 *30,500 37,608 17,888 19,720
1941/42 | *90,292 *35,900 52,392 23,075 20,317
Apr.-March | 1942/43 |*124,007 *46,400 55,607 21,267 34,340
1043/44 . . 77,580 | 27,146 50,443
Jaran 1938/30 | * 7.819 | * 4,532E | * 3,025 4,588 4,548 40
1939/40 | * 9,008 | * 4,605E | * 4,353 5,666 5,563 103
Yen 1940/41 | *11,320 | * 54608 | * 7,233 7,435 6,083 452
1941/42 | *19,680 | *I1,555E | * 7,403 10,797 10,638 159
Apr.-March | 1042/43 | *27,318 | *18,000 | *II,404E | 15,321 14,073 348
1043/44 | *40,275E | *27,000E | *16,6058 | 18,0804 | 18,6344 3554
1044/45 | *53,244E | *38,000E | *20,438e . . .
ITALY 1938/39 | 30833 | *15000 | 27576
1939/40 | 60,380 | *27,700 32,350
Lira 1940/41 | 08,223 | *s8,000 34,234 .
1041/42 | 118,560 | *71,318 41,224 } | 242,0148%] 127,754%*| 114,260*
July-June | 1042/43 | 135,158 | *81,000 | 48,884 . . ;
1043/44 |*148,000 |*100,000 | *50,000 | 2400860
Finvanp 1938 5,433 1,234 4,862 102 221 —I19
1939 8,358 3,143 4,709 1,372 671 701
Markka 1040 21,309 12,845 5,183 9,400 483 8917
1941 31,424 | 15160 | 11,067 9,582 4,812 4,770
Jan.-Dec. 1942 27,679 18,070 17,186 8,6525 3,807 4,
1943 33762 | *10,000 22,039 14, 1,209 3,330
1044 *16,138E . *1s 110E | 13,6880 83811h 4,877
1945 *17,554E *14,482E
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Table 1 (continued)

National currencies (000,000's)
{For notes see pp. 158 and 15p)

Increase or Decrease {(—)

Expenditure Revenue in Domestic Debt
i Exclud-
Country Of which:| ing Long&  Short
Currency Fiscal Total War Exp.| Loans Total Medium term
Fiscal Year Year (a) (b) (c) (d) (e) (f)
BELGTUNM 1938 14,481 ns8o | 11,143 1,287 740 547
1939 15,797 3,207 11,536 2,676 297 2,379
Franc 1940 33,202 7,959 10,031 12,579 883 11,296
Jan.-D: :ﬁ; g?g?gn L4 :4,155472 !9.;07 3::23 Yo5o
~LJec. f 4,046E | 20,510 11,050
1943 *62,135¢ | * 1,333: *15,270E | 23,937 13,668 10,
1044 . . *16,738e | 42,913 40,226 2,687
1945 9,665 .
DENMARK 1938/39 553 . gzs —33 —34
1930/40 631 . I 131 —31 162
Kroner 194?;:; 1,855 . Q00 —8480 66 —_rgg
194 797 . 042 1 240
Apr.-March | 19042/43 2,016 . 1,125 538 538 —
1943/44 . . .1,:61 728 228 —_
I 45 . . . .
1945/46 . . * E
FRANCE 1938 63,499 . 54,606 . . .
1939 100,377 . 63,657 | 62412 12,916 | 49,496
Franc 1940 266, . . . . .
1941 000 . *76,000 | 398400¢ | 3r722° | 366,678
Jan.-Dec. 1942 305,439 . 96,057 lss,g;z 16,783 | 168,520
:33 425,012 . ‘1;2:646 206, lh 52,104 zu,yryh
. . 136,048 | 210,01 160 | 168,101
1045 *406,000 |*175,000E |*102,000E 7 449 5
NETHERLANDS | 1938 1,082 . 1,052 —380 —49 —31
:& . !,Ig . - 1,031 232 72 304
2,1 . 042 1111 66
Guiden 1941 * 3,602 * 1,219 1,528 3742 653
1042 * 4,262 * 1,600 1,652 869 783
Jan-Dec. | 1943 * 4,460 . * 1,625 1,704 791 1,00
1044 . . . *1800! | *— 1664 ‘1,9681
PosTUGAL :g 2,431 686 2,565 37 37 -
2 744 2,501 1,390 1 —_
Escudo :g:; 2,883 lgzs 3,;5); 283 "3%'; —_
2!%3 I 3! 115 I; -
Jan-Dec, 1943 4, . 3,329 53; gg; —
1944 3, 1,453E 2,838
1945 3,982 3,978z
Swepex 1938/30 1,578 2 1,442 203
’ 374 106
1939/40 2, 1, 1,840 I 68
Krona 1940/41 | 3,878 2,069 2,037 1,25 x,g;g 339
Jut 1941/42 | 4,085 1,933 2,268 1,757 1,361 396
y-June | 1042/43 | 4.503 2,185 2,704 1,805 1,123 682
1043/44 | 4,618 2,122 3,100 1, 714 328
1944/45 | 4,866 | 2030 3,206 2! 7413 241!

1945/46 | * 3.240% * 32408
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Increase or Decrease (—)

Expenditure Revenue in Domestic Debt
Exclud-
Country . Of which:{ ing Long&  Short
Currency Fiscal Total War Exp, ans Total Medium  term
Fiscal Year Year {a) (b) {c) (d) (e) (f)
SWITZERLAND | 1938 675 . 539 95 —~11 106
1939 1,038 392 603 348 288 60
Franc 1940 1,665 1,127 705 983 725 258
1941 - 1,807 1,300 903 L,o71 735 336
Jan.-Dec. 1942 1,605 1,083 8os 8o 456 434
1043 1,870 1,263 700 1,281 1,228 53
1044 1,880k 1,230E 703E . .
1945 2,407E . 703E
TURKEY 1938/39 315 ol 268 50 2 48
1939/40 390 165 274 3 0 113
iT 1940/41 553 200 316 212 —4 216
1941/42 583 322 384 236 16 220
June-May | 1942/43 914 456 864 74 35 39
1943/44 | * 929 * 558 - 54° 36¢ 18¢
1044/45 952E 518e 850
1945/46% 600E . 530E
ARGENTINE 1039 1,460 1,015 361 300 —29
1040 1,320 967 437 148 289
Peso 1941 1,367 010 603 347 256
1942 1,559 1,041 544 357 187
Jan.-Dec. 1943 1,761 * 1,025 1,004 583 431
1944 1,674E 1351E . . .
1945 . * 1,413E
Brazip 1938 4,144 3,88 960 500 460
1939 4,335 3,795 906 833 73
Milreis 1040 4,630 4,036 1,216 1,131 8s
1941 4,840 4,045 2,202 —241 2,443
Jan.-Dec. 1042 5748 4,377 1,123 —681 1,804
1943 5944 5,443 6,442 564 5878
1044 6,403E 6,430F
1045 8,205E 8,232e
CHILE 1938 1,664 1,635 ~—13 —35 22
1939 1,777 1,793 411 201 210
Peso 1940 2,202 2,052 219 71 148
1041 2,761 2,496 354 —9 263
Jan.-Dec, 1942 3,052 2,954 375 359 lg
1943 3,060 3,326 538 462 7
1944 3.788e 3,788
1945 4,750E 4,750E
MEex1co 1939 501 566 86 —3 8
1040 631 565 —6 9 —15
Peso 1041 682 665 3or 405 —I04
1042 836 745 255 240 Ig
Jan.-Dec. 1943 827 930 —40 —45
1044 1,102E I,102E
1045 1,004E 1,004E
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Notes to Table 1—Government Expenditure, Revenue and Borrowing

g Estimates.  * Provisional figures. 2 July 1939 to March 1943. P March 1943 to
September 1944. © December 1939 to December 1941.  d April 1943 to February 1944
eFirst quarter of 1945. The figure in col. a includes 3,068 extraordinary expeqdltpre
resulting from the war. I June 1943 to April 19044. ¥ June to December 1945; beginning
1946 the fiscal year will correspond to the calendar year. b December 1943 to December
1944. ! December 1943 to July 1944. 3 June 1944 to February 194s. i

General, With the exception of figures marked E, which are budget estimates, ﬁg_ures
shown in Cols. a-¢ are actual amounts of receipts (excluding loans) and expenditure
(including statutory debt redemption). Unless otherwise stated in the notes, they cover all
the receipts and expenditure of the Central Government. The figures shown in Cols, d-f
may be considered in conjunction with those for the amount of debt outstanding (in
Table 7). For more detailed information on budget accountd and public debt ;efereglcc
can be made to the Siatistical Year-Book of the League of Nations I941/42 (including
Addendum 1942/43) ; and for such monthly figures as are available, to the Monthly Bul-
letin of Statistics. . )

United Kingdom: Cols. a-¢ : Excluding Lend-Lease and since 1943/44 Canadian Mutual
Aid, but incleding in 1942/43 224.7 Canadian Government Contribution. Col. d: Changes
in external debt: 1941/42: 108; 1942/43: 153; 1043/44: —8.

United States: Based upon President’s Message of January gth, 1945. Cols. a-b: Includ-
ing Lend-Lease. .

U.5.5.R.: Central budget of the Union. The total of the sixteen budgets of the Republics
amounted to 22,000 in 1940 and to 52,200E in 1945. Col. ¢: Actual revenue in 1941 amounted
to 191,400.

Czuada: Cols. a-b: Including in 1942/43 1,000 for supplies to the United Kingdom, in
1943/44 and in 1944/45 913 and 800E United Nations Mutual Aid. Col. ¢: Including re-
fundable revenue: 1942/43: 70; 1943/44: 155; 1944/45: 153E. Col. d: Changes in external
debt: 1939/40: —82; 1940/41: —8B3; 1941/42: —165; 1042/43: —7; 1043/44:* —116,

Australia: Consolidated Revenue Fund plus the Loan Fund. Coels. a-b: Including Re-
ciprocal Lend-Lease to United States Forces: 1942/43: 50; 1943/44: 110; 1944/45: 1I0E.
Col.}i: Gnnges in external debt: 1939/40: —1; 1940/41: 11; 1941/42: —6; 1042/43: —2;
1943/44: —18.

9;\’3110 Zealand : Ordinary, Capital, Social Security and War budgets after deductions for
duplication resulting from transfers. Col. a: Including Reverse Lend-Lease: 1942/43: 7;
1943/44: 24; 1044/45: 24E. Col. ¢: Including Lend-Lease: 1942/43: 27; 19043/44: 32;
1044/45: 258 Col. d: Changes in external debt: 1939/40: 1; 1940/41: —; 1041/42: —5;
1042/43: 4; 5943/44: 1; 1044/45: None. _ ,

Indw: Cols. a-b: Including capital outlay. Including Reciprocal Aid to U.S.A.: 1942/43:
122; 1043/44: 200E; 1044/45: 430E. Col. d: Changes in external debt: 1930/40: —250;
1940/41: —1,180; 1041/42: —1,342; 1042/43: —1,564. ) i

Sowuth Africa: Revenue Account plus Loan Account, with adjustments for transfers.
Cha:}ges in external debt: 1939/40: 5; 1940/41: —8; 1941/42: —38; 1942/43: —39;
1043/44: —2.

Germany: Col. a: Estimated on the basis of internal revenue {as shown in Col. ¢), net
borrowing (Col. d) and occupation costs paid by occupied countries (1040/41: 6,500;
1941/42: 11,000; 1942/43: 22,000). Col. ¢ : Taxation receipts plus other internal revenue
(war contributions of local authorities, net receipts of public enterprises, etc.) plus in
1042/43 7,700 from rent-tax composition.

Japan: Col. a: The figures for 1938/39-1941/42 are actual results of ordinary and ex-
traordinary budgets plus estimates of the special war budget (as shown in col. b).

Italy: Col. a: Includes ordinary and extraordinary budgets but excludes capital account
(expend:_ture for the latter amounted to: 1938/30: 2,800; 1030/40: 9,100; 1040/41: 7,400).
The ordinary budget deficit was estimated at 180,000 in 1943/44. Col. d: Excluding in-
debtedness incurred by the “Fascist Republican Government” (the occupation costs paid
to Germany amounted alone to 70,000 million up to May 1044).

Finland: Changes in external debt: 1939: 683; 1940: 1,578; 1941: 886; 1042: 635;
1043 : 419.

Belgium: Col. a: Total expenditure, including occupation costs (1940: 4,500; Io41:
16,300; 1042: 18,500; 3943: *20,000) and German deficit on clearing account (1940:
3.200; 1941: 8,500; 1942: 18,500; 1943 : *24,000). According to an official statement, ex-
penditure of the Belgian State from May 1940 to July 1944 amounted to 222,18¢ million
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francs, i.e. national expenditure 85,378 million, occupation costs 71,463 million and deficit
on German clearing account and absorption of German notes 65,348 million. Col. d: The
Government guarantee to the National Bank on account of advances made to the Bank of
Issue, which financed the clearing with Germany, is not included in the debt statements as
shown in the Table. Changes in external debt: 1938: —602; 1039: —I164; 1941: —I1,467;
1042: —27; 1043: —301.

France: Col. a: The figures shown for 1938 and 1939 relate to ordinary expenditure.
The figures given for 1941-1044 are made up of the following (in millions) :

1940 1941 1942 1943 1%;1\4
Ordinary and extraordinary Jan-Av.
expenditure ..................., . 122,000 133,106 134,992 107,320
Qccupation costs (net) ........... 80,000 130,000 124,526 218,641 132,793
German deficit on clearing account . 12,000 33,000 63000 52,000
Treasury advances and miscellaneous
(net) ..., . 2,000 14,807 8,370
Total .................. . 266,000 305,439 425,012

According to an official statement made by the Minister of Finance on November 3oth,
1944, the total expenditure from September 1st, 1939 to September Ist, 1044, amounted to
1,650,000 million francs, including 860,000 million expenditure on German account; normal
revenue covered 535,000 million while 600,000 million were financed by Treasury bends,
and 515,000 million by advances from the Bank of France.

Denmark : Col. a: Ordinary expenditure, occupation costs (1040/41: §I4; 1041/42: 414;
1942/43: 592) plus clearing account (1940/41: 498; 1041/42: 476; 1942/43: 343). Net
change in external debt: 1939/40: —18; 1040/41: —10; 1041/42: —45; 1042/43: —9.
Col. d: The financing of the clearing with Germany and of the costs of occupation was
done directly and in full by the National Bank; however, since the middle of 1942 the
Government issued loans the proceeds of which were transferred to a blocked account
of the Finance Ministry with the Nationa! Bank.

Netherlands: Col. a: Estimated in 1940-1943 on the basis of revenue (Col. ¢), net bor-
rowing {Col. d) and the increase in the clearing items shown in the Netherlandsche Bank’s
returns (1040: 107; 1041: 045; 1942: 1,010; 1043: 1,041). Figures shown refer to total
revenue in 1938-1940 and 1943, and to tax revenue in 1941 and 1g42,

At the end of the fourth year of occupation, occupation costs reached 4,800 million, the
%ont_ribution to the war against Russia, 1,350 million, and the clearing deficit 4,200 million

orins,

Portugal: Changes in external debt: 1939: 84; 1940: —2,145; 1941: —50; 1942: —20,

Sweden: Cols. a-b: Ordinary and capital accounts. Excluding in 1944/45 “General
Emergency Budgets II and III” which authorized additional expenditure of 555 million
on ordinary budget account and 377 million on capital budget account under certain con-
ditions relating to unemployment. The figures for 1945/46 include extraordinary military
expenditure only for June-September 1945. Col. ¢: Ordinary account: receipts of the
capital account consist mainly of proceeds of loans.

Switzerland : Cols. a and ¢: Ordinary and extraordinary accounts. Col. b: National
Defense plus War Economy. The 1945 figures are based on the assumption that the same
degree of military preparedness is maintained for the whole year. Cols. d-f: Excluding
debt of the Federal Railways.

Turkey: Changes in external debt: 1930/40: 110; 1040/41: 12; 1941/42: 12; 1042/43:
5; June 1943-April 1944: 33.

Argentine: Cols. a and ¢: Ordinary and extraordinary budgets. Changes in external
debt: 1939: 157; 1040: —46; 1041: —27; 1942: —65; 1943: —I119,

Brazil: Col. a: Excluding expenditure under the Special Plan for Public Works and
National Defense (1940: 600E; Ig41: OOOE; 1042: . ; 1943: GOOE; 1944: 1,000E) and
the War Budget (4,616 million up to June 1944). Changes in external debt: 1940/41:
—200; 1041/42: —319; 1042/43: —224. )

Chile: Col. a: Excluding expenditure under Special Laws: 1030: 62; 1940: 80; 1041:
5I; 1042: 234; 1943 : 378. Changes in external debt: 1939: —42; 1940: —30; 1041: —2I;
1042: —22; 1043: —I11.

Mexico: Excluding extra-budgetary operations: 1039: 70; 1940: 28; 1041: g6; 1942:
170} 1945: 200E.



— 160 —

Message for the year ending June 3oth, 1946, traces its develop-
ment in the following manner:

Table 2

War Expenditure in the United States
Including net outlays of Government Corporations

Type of Expenditure 1040-41- 1041-42 1042-43 104344 1044-45%
$(000,000,000's)
Munitions, including ships ...... 2.3 12.7 42.3 55.0 53.8
War construction and war plant:
Industrial plant and equipment 0.8 41 6.7 26 - 1.3
Non-industrial and military
construction .........s0c0as 1.4 3.5 6.0 2.0 0.9
Total war construction and
war plant .........c00000 2.2 2.6 12.7 4.6 2.2
Pay, subsistence, and other non-
munitions® . ..........c0c000n 22 8.0 20.1 29.5 33.0

Total war expenditures .... 67 28.3 751 8.7 89.0

a Revised estimate,
b Including agricultura!, lend-lease and other civilian war activities.

The table shows how the various categories of war expenditure
have changed in relative importance during the course of the war.
Expenditure on industrial plant and other war construction purposes
reached its peak in 1942/43, while expenditure for munitions and
ships was expanding up to 1943/44 and that for pay and subsistence
of the armed forces was still increasing in 1944/45.

The figures for the U.S.S.R. in Table 1 are based on two official
statements on war finance issued since 1941. It will be noted that
total expenditure in 1944 was less than double what it had been
in 1939 and that war expenditure was only slightly over three
times as high. These relatively small increases as compared with
other belligerent nations, are of course due partly to the compre-
hensive nature of the Soviet budget and partly, no doubt, to the high
degree of pre-war military preparedness. It is worth noting, also,
that a substantial increase in total expenditure was planned for 1945.
This fact is due to the rapid expansion of expenditure for purposes of
economic reconstruction.’

1 The figures shown in Table 1, col. (a) can be further subdivided as follows
(actual expenditures except the figures marked E, which are budgetary estimates) :

19040 1041 1942 1043%  1044%  T045
{Roubles 000,000,000’s)

Total expenditure .......... 1743 216,08 . 2100 2030  305.3E
O);) t:fhich : 8
eNCE ......iiiiinnns 56.0 700 1084 124.7 137.9 137.0F
National Economy ..... 57.1 73.2E . 3L1 49.0 64.6
Social and cultural
development ......... 43.0 47.9E . 37.7 SL.I 66.1

* Provisional results.
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In Canada the rate of growth of Government expenditure has
been almost as great as in the United States. Canada’s actual ex-
pendltu.re in 1943/44 was, however, slightly below the amount esti-
mated in the budget for that year, In New Zealand, also, the ex-
penditure in 1943/44 fell short of the amount voted, while reve-
nue exceeded the budget estimate. In Australia, the expenditure in
1943/44 decreased in comparison with 1942/43; and the estimated
war expenditure for 1944/45 was less than the 1943/44 war ex-
penditure. The decrease in war expenditures in the British Domin-
ions is due to two factors: a reduced programme of capital invest-
ment for war purposes, and the need to divert a certain amount of
manpower from the armed forces and munitions factories to the
production of essential supplies required by the United Kingdom
and other countries.

Lend-lease expenditure is included in war expenditure in the
United States, and “reverse lend-lease” or “mutual aid” are included
in expenditure in the United Kingdom and in the British Dominions.
In New Zealand, the amount of lend-lease supplies received is shown
under receipts. Such figures concerning the value of resources re-
ceived or furnished under lend-lease and mutual aid as have been
disclosed in national budgets are cited on page 158.* In the United
States, lend-lease expenditure from March 11th, 1941, to June 30th,
1944, constituted 15% of total war expenditure. Mutual aid provided
by Canada amounted to 20% of total war expenditure in 1943/44.
Reciprocal aid furnished to United States forces in the fiscal year
1943/44 by Australia and New Zealand amounted to 20% and 16%
respectively of those countries’ war expenditures. In India the pro-
portion of war expenditure in the fiscal year 1944/45 devoted to
reciprocal lend-lease to the United States forces is 14%.

Budgetary accounts have not been published in Germany since
1933, and the figures shown in Table 1 are estimates compiled on
the basis of various official statistics, as explained in the note on
page 158. According to German sources® it would appear that during
the first five years of the war German war expenditure amounted
to 420,000 million Reichsmarks® out of a total Government expendi-
ture of 517,000 million Reichsmarks. These estimates, and also those
given in Table 1 and in the accompanying note, include the occupa-
tion costs exacted from occupied countries, but exciude requisi-
tions and other levies which Germany imposed on the parts of the

1 For the composition of lend-lease and mutual aid exports, see Chapter VI.

2 Die Bankwirtschaft, November 15th, 1043, Neues Wiener Tagblatt, January 1st,
1044, and a German broadcast reported in the New ¥York Times, October 23rd, 1944.

8 October 1939-August 1040: 41,400; October 1040-August 1941 : 65,200; October
1041-August 1042: 84,500; October 1042-August 1943: 100,600; October 1043-
August 1944: 130,000 million Reichsmarks. The total estimate of 420,000 million

Reichsmarks appears to be consistent with the figures for total expenditure as
calculated in Table 1 on the fiscal year basis.
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U.S.S.R. which she occupied in the course of the war. The figures
for Italy, which were made public after the change in political régime
in August 1943, show that there was a constant increase in war ex-
penditure, while the outlay for other purposes was stationary in
spite of a substantial rise in prices. In Finland, Government expendi-
ture seems to have reached its peak as early as 1942. For Japan only
budget estimates are available for recent years: they show an un-
interrupted increase in total expenditure and a constantly higher
proportion of war expenditure in the total.

The figures shown in Table 1 for the four western European coun-
tries occupied by Germany, cover budgetary and extra-budgetary
operations, including the financing of occupation costs and clearing
deficits. These operations, though they were financed outside the
budget, must, for obvious reasons, be assimilated to budget expendi-
ture for purposes of appraising the monetary effects of public finance.
The notes on page 159 contain a few essential details regarding the
methods used and the amounts involved. The figures given, although
they have been carefully checked against all the available sources,
are tentative. In France, as well as in Belgium, the Netherlands and
Denmark, expenditures have shown a continuzous upward tendency,
reflecting partly the growth of the annual occupation costs and credits
granted to Germany and partly the rise in prices. The rate of ex-
penditure in France and Belgium after the liberation of these coun-
tries, showed no diminution in comparison with the previous outlay
on account of ordinary and extraordinary budgets and occupation
costs.

The budget expenditures in the European neutrals show diverse
tendencies. In Sweden expenditure appears to have been falling since
1942/43; in Turkey it has risen slightly, and in Switzerland and
Portugal very considerably since the financial year beginning in 1942.

The intensity of the war effort in two of the principal belligerent
countries is illustrated by the following figures showing the ratio of
Government expenditure to the national income in the United King-
dom and the United States.

It will be seen that in the United Kingdom since 1941 and in the
Unit.ed States since 1943, Government expenditure on goods and
services has amounted to more than one-half of the net nationa! in-
come. The increase in the percentage share of Government expendi-
ture in the national income was almost exactly the same in the
United States between 1941 and 1943 as it was in the United King-
dom between 1939 and 1941.

! For the first quarter of 1945, French budgetary expendi i
101,386 million fr:m:s (of whiggszls.ooo milggg for def:ncp:?:nBtg;ia‘?:x?enu?iatrri ::

?;gﬁ tll‘;ieu&:r §rancs (of which 3,068 million for extraordinary expenditure resulting
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Table 3

Proportion of National Income Absorbed by
Government Expenditure

National Income (A)* and all Government Expenditure (B)?
19390 1940 1041 1042 1043 1944

United Kingdom ....... A* 5657 6759 7974 8762 9,365 9,504
£(000,000'8) ......uu.l BP 1360 3,081 4,204 4,577 5,151 5179

Bas%of A 24 46 53 52 55 54
United States ......... Ar 812 o900 1154 1453 1768 1900
$(000,000,000's) ....... Bd 160 167 265 620 948 004

Bas%ofA 20 9 23 43 54 52

 Net national income at current market prices, including indirect taxation.

b Central and local government expenditure on goods and services (i.e. excluding
transfer expenditure).

. The magnitude of the problems that will arise in the immediate
post-war period as a result of the termination of Government spend-
ing for war purposes may be illustrated by comparing the total Gov-
ernment expenditures of a few countries in the first world war with
their expenditures during the corresponding period of the present
war. In the United States the total expenditure in the five years 1914~
19 amounted to $36,000 million, as against $226,000 million in
1939-44; and war expenditure in the last year of the first world
war was $16,000 million, as compared with about $90,000 million
in 1944. In the United Kingdom, aggregate expenditure in the five
years beginning 1914 amounted to £9,600 million as against £22,400
million from April 1939 to March 1944 ; in Germany the correspond-
ing figures for the same period were 164,000 million Reichsmarks
as against some 500,000 million Reichsmarks; in neutral Sweden,
2,600 million kronor against 19,700 million kronor, and in Switzer-
land 1,000 million francs against 8,000 million francs.

TAXATION

A factor of major importance in war-time finance is the proportion
of total expenditure covered by tax receipts and other current reve-
nue. Taxation has been employed much more efficiently for curtailing
excess purchasing power and controlling inflation during this war
than it was during the first world war. This is illustrated in Dia-
gram 1. Two striking facts are apparent from this diagram. First,
in both wars, the proportion of expenditure covered by revenue fell
almost instantly when Governments were obliged to expand their
war expenditure on becoming involved in the war (in 1914 and 1939
in most belligerent countries, and 1917 and 1942 in the United
States) ; later, when fiscal policies were adjusted to the requirements
of a war economy, the proportion covered by tax receipts increased
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Diagram 1

Proportion of Government Expenditure Covered by Revenue
in 1038-45 and 1913-20
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again. Secondly, a substantially higher proportion of total expendi-
ture has been covered out of revenue in the present war than in the
first world war: in the United Kingdom, the proportion is 48. 5%
during this war against 28.5% during the last, in the United States
40.7% against 31.5%, and in Germany about 40% against 18.2%.
In neutral countries, however, the reverse development has taken
place: in Switzerland the percentage is now 48.8 as compared with
80.9 in the last war, and in Sweden 58.9 as compared with a surplus
of revenue over expenditure of §.6%. This is largely due to the
much greater defence expenditure incurred on this occasion by the
neutral countries,

The following table shows the approximate proportions during the
five years 1939/40-1943/44 for a number of countries:

Table 4

Proportion of Government Expenditure Covered by Revenue
m 1930/40-1943/44°

India ..oovverininiineinnnnnans 72 Switzerland ............on..... 49
New Z.ealand ................... 71 United Kingdom ............... 480
Argentine ............ ...l 66 United States ........covnvnnn, 41
South Africa ................... 62 Netherlands .........covvevnnnn 41
Canada .........0oocvvvvvnnnnn. 6o Germany .........vveveennnnens 40
Sweden ..., 50 Italy ..vveniiniiriiinareninnns 37
Denmark .....cocvviiiviiiannnn 57 1+ 35
Finland ....................00s, 50 Belgium ...........cveivunnn.. 31
Australia .....cvvveieiiirerrens. 49 France ......cciviviivennnnnn. 31

& The percentages shown, except those for Japan which are reproduced from the
Oriental Economist, March 1943, are based on the figures given in Table 1 and, for
France, in the note to Table 1. They cover the five-year period 1939/40-1043/44
except those for France (1941-43) and Japan (1042/43-1943/44). The figure for
Germany has been estimated on the basis of domestic revenue (i.e., excluding occu-
pation costs, etc.).

bIn 1944/45, the proportion of total expenditure met out of revenue in the United
Kingdom was 53%, a higher proportion than in any previous war year.

No budget accounts have been made public for China, but it has
been reported® that about three-fourths of the Chinese Government’s
total receipts were derived from loans in the first half of 1944.

The composition of tax revenue in thirteen countries is shown in
Table 5. The countries selected include belligerents and neutrals from
all five continents, and are representative enough to allow us to draw
certain general conclusions.

Income and profit taxes increased sharply in the early years of the
war, and new taxes on income and property were introduced under
designations such as National Defence or National Security Taxes.
In some countries tax rates on individual and corporate incomes were
brought to such high levels in the first two or three years that they

1U.S. Department of Commerce, Foreign Commerce Weekly, February 3rd, 1945.
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Table 5

Government Tax Revenue
Millions of national currency units. E: Budgetary Estimates

Country 1938/30  1042/43  1943/44  1944/45  1945/46
Unrres Kincpos : (£) .
Fiscal years: April to March
E E

Income Tax and Surtaxa 308 1,082 1,260 1,300 1,430
National Defence

Contribution ......... 22 31 13 } 13 } 500
Excess Profits Tax ..... —_ 347 467 477
Estate Duties ........... 77 93 90 1I1 115
Stamp Duties .......... 21 15 18 17 19
Motor Vehicle Duties ... 36 29 27 20 30
Excise ...cvvvreneennn, 114 425 482 497 541
Customs ....cccovvannnn 226 460 561 579
Miscellaneous .......... 2 1 I 1 I
Total ...oovvinvnnns Bob 2,483 2,048 3,135 3,235

2 The total amount of the post-war credits in respect of Income Tax accrued up to
March 31st, 1944 is about £350,000,000.

Usrtep States: ($)
Fiscal years: July to June
E E

Income Taxes .......... 2,189 16,004 34,655 35,056 31,022
Social Security Taxes ... 740 1,498 1,739 1,704 2,056
Other Internal Revenue . 2,232 4,553 5,201 6,551 6,520

Castoms .....cccvecnn.. 3t9 324 431 326 326
Total .............. 5.480 22,460 42,116 43.727 39,924
Canapa: ($0)
Fiscal years: April to March
E
Income Tax® ........... 132 802 1,124 1,130
National Defence Tax ... —_ 8o —_ —_
Tax on Dividends and
Interest .............. 10 28 27 L 27
Excess Profits Tax ..... —_ 455 469 425 .
Succession Duties ....... —_ 13 15 17 .
Sales Tax .............. 122 233 305 200 .
Excise ...ooocvvnvnnnnn. 75 394 476 495
Customs and Other Taxes
on Imports ........... 04 119 168 160
Miscellaneous .......... 3 12 8 B .
Total .............. 436 2,136 2,502 2,553

* Including in 1942/43: $70,000,000, and in 1 : $155,000,000 1 d
Excoss Prek rassa/a3: 870000000, and in 1943/44: $153 acome an
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Table 5 (continued)

Country 1938/30 1042/43  1943/44 1944/45  1945/46
AvusTtraria: (£A)
Fiscal years: July to June E
Income and War Com-
pany Tax ............ 12 151 104 211
Land Tax .........vut.. 2 4 4 4
Estate Duty ............ 2 3 3 3
Sales Tax ........cc.-.. 9 29 28 27
Excise .......covviiuane 16 44 47 47
CUStOMS ....cvnvervennns 31 21 21 20
Miscellaneous .......... 2 . 5 7 7
Total .............. 74 257 304 319
Including tax collections reimbursed to the States.
Nezw Zearanp: (ENZ)
Fiscal years: April to March E
Consolidated and War Exp. Accounts:
Income Tax ............ 9 25 31 32
National Security Tax .. — 17 19 19
Land Tax ....cvccavvens 1 1 1 I
Stamp and Death Duties . 3 7 7 7
Highway Taxes ........ 3 2 2 2
Sales Tax ....ocvevvunnse 4 11 13 13
Customs .....cocvvvenns 11 10 X0 11
Excise ....voviievinnens 1 2 4 3
Total ..cvvnernnnnns 32 75 87 8
Union or Sourr Armica: (£5A)
Fiscal years: April to March E
Income Tax .....ov0vnes 17 31 31 k) | .
Mines Contribution . .... - 8 3 8 .
Excess Profits Duty . —_— 12 14 13 .
Stamp and Death Duties . 3 3 5 6
Trade Profits Special
Levy .oviviniriainnas — 4 5 5
Non-Rcs:dent Sharehold-
P er's Tiax . S .......... —_ I 1 1
ersonal and Savings
Fund Levy .....co00000 — 2 2 2 .
Excise ...v0vvevennraens 3 9 12 15 .
Customs ........covvess 9 8 8 9 .
Miscellaneous .......... 1 1 2 2 .
Total ......oonvcuee 33 79 92
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Table 5 (continued)

Country 1038/39 1042/43  1043/44  1044/45  1945/46
N: (Yen
Jazax: (Yen) Fiscal years: April to March
AY E L
Income Tax ..........s 032 2,734 334E
Special Profit Tax ..... 186 1,210 1,518E
Inheritance Tax ........ 46 75 B6E
Other Direct Taxes ..... 71 11 8E
Consumption Taxes ..... 561 1,652 2,387E
Government Monopolies . 201 512 . .
Customs ...oeeeves- ees 166 41 4E .
Stamp Duties .......... o2 160 157E .
Miscellaneous .......... 30 37 sE
Total ....cvvnvennnns 2,345 6,432 7,182 0,401%
2 Actual tax receipts. ,
Millions of national currency units. E : Budgetary Estimates
ArGERTINE: (Peso)
Fiscal years: January to December E E
Income Tax ........... 108 198 214 340 405
Excess Profits Tax ..... —_ — — 6o 65
Inheritance Tax ........ 17 26 k) 3o 35
Land Tax .....ccoenene 30 32 a3 34 35
Stamp Duties .......... 63 71 73 108 1158
Sales Tax ............. 34 44 ®H 68 6o
Excise (Unified Taxes) . 166 186 195 215 240
Customs .....eovevvvnes 377 102 127 190 125
Total ....0vvevennnn 795 749 719 1,042 1,080
Brazii: (Milreis)
Fiscal years: January to December E
E
Income Tax ........... 287 988 1,498 2,239 2,502
Excise ......ccvenvn.ns 839 1,254 1,554 1,661 2
Sales Tax ....ovuvuvuesns 237 432 579 gé: 3
Customs ......ccoeveens 1,053 674 sob 852
Total ....ovvvvnnnss 2,466 3,348 4,227 5312 6,627
Bergrum: (Franc)
Fiscal years: January to December E
Direct Taxes ........... 3281 8,591 747 6
Customs and Excise .... 3,050 2,26;3; ;,og:
Registration Taxes ..... 3.330 5.404 5445 5,304

Total .............. 9,670 13,824 15187  *15,050
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Table 5 (continued)
Country 1938/39  1042/43  1043/44 1044/45  1945/46

Faance: (Franc)
Fiscal years: January to December

Direct Taxation ........ 9,248 28,223 40,386 41,672
Registration and Stamp
Taxes ......ocevvenns 6,608 10,084 11,935 10,834

Taxes on Bourse Opera-

tions and Capital Yields 6,008 7,166 6,135 6,906
Customs ............... 8,823 1,610 998 Bo8
Indirect Taxes ......... 5,122 4,819 4,365 5,573

Business Turnover Tax . 9,844 17,765 25,037 26,902
Armament Tax ......... — —_ :

Tax on Transactions .... — 8,223 11,56_2 12,42_8-
Sugar and Monopolies

Taxes ...covveriennns 1,310 1,500 1,735 2,496

Total .............. 46,963 79,480 103,053 107,709

Itary: (Lira)
Fiscal years: April to March
Direct Taxes ........... 12,600 10,817
Indirect Taxes and Duties 11,330
Customs Duties and Indi-
rect Taxes on Con-

sumption ........... -+ 6,400 6,132
Monopolies and Lotteries 4,100 8,886
Total ............e. 23,100 37,165

SwepeN : (Krona)
Fiscal years: July to June

E

Income and Property Tax 368 521 611 667
Defence Tax ........... —_ 375 450 500
War Profits Tax ....... —_ 34 50 50
Stamp and Death Duties 20 63 20 70
Motor Vehicle Duties ... 130 37 40 39
Turnover Tax .......... —_ 289 300 300
Excise .......civvevnnen 330 6y7 749 246
Tax on Commodities ... — 57 57 55
Customs .............-. 207 11! 105 110

Total ......... eees 1,105 2,164 2,432 2,537

have not been raised further since; in the fiscal laws for 1944/45
some relief at the bottom of the income tax scale has been granted
in several countries including Canada, New Zealand, and India; in
his Budget Message for 1945/46, the President of the United States
stated that minor tax adjustments will become possible and desirable
“when a favorable development of the war allows a major decline
in war expenditures”; -and the British 1944/45 Income Tax Bill pro-
vided for relief in post-war industrial taxation. The number of per-
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sons subject to direct taxation has increased everywhere; in the
United States from about 4 to over 40 million, in the United King-
dom from about 4 to 11 million, in Canada from 200,000 to over 2
million. In order to meet the problem of the time lag in the tax pay-
ments of a vastly increased number of tax-payers, collection at the
source of income was introduced in countries which did not already
apply the “pay as you earn” principle: thus the United States and
the United Kingdom introduced it in 1943, and Australia in 1944.
As regards indirect taxes, the most typical change has been the intro-
duction or augmentation of turnover taxes in a variety of forms;
the United States Federal Government was here the only exception.
Consumption taxes have also been raised considerably. Another fea-
ture depicted in Table 5 is the constant increase in customs collections
in countries such as the United States, Canada and the United King-
dom; in the latter case this has largely been an effect of changes in
rates of customs duties. On the other hand, there has been a decline
in customs collections in Continental Europe, Latin America and
Japan.

The change in the relative importance of direct and indirect taxes
in various countries is shown in Table 6. It will be seen that in 1943-

Table 6
Percentage Composition of Taxr Revenue
1938/39 1943/44
Direct Indirect Direct Indirect
% % % %
United States .........ccvvvuvneennes 53 47 86 14
61 39 73 27
41 59 67 33
22 78 66 34
55 45 63 37
33 67 63 37
53 47 63% 39t
M4 66 49 3
40 60 49 3
27 73 49 51
20 8o 39 61
12 88 - 35 63
J1v 6ob 20¢ 71¢

% 1042/43 budget estimates,
b 19040/41 actual results,

© 1042/43 actual results,

44 direct taxes in all the countries given, with the exception of Italy,
accounted for a substantially higher proportion of total tax receipts
than before the war; that the proportion of the total derived from
direct taxes in 1943/44 was very much higher in the United States,
the United Kingdom and the British Dominions than in Continental
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Europe; and that in Italy, where inflation has been acute for years,
less than one-third of total tax receipts came from direct taxes. In-
direct taxes tend to impose an unduly heavy burden on people with
small incomes since they are usually regressive. Their effect in some
countries has been partly mitigated by Government subsidies for
keeping down food prices.

Among the countries which are not covered by Table 5, the
U.S.S.R. shows significant developments in war-time taxation. Before
the war, the main source of revenue in the U.S.S.R. was the turn-
over tax which accounted for more than two-thirds of total revenue.
In 1944, however, this tax was expected to yield no more than one-
third" of total receipts. As most of the receipts from the turnover
tax are derived from the sale of consumers’ goods, the decline in those
receipts indicates a drastic curtailment of consumption. This decline
has been even more severe than appears from the figures of actual
receipts, since the rate of tax was doubled in 1942.

In Germany, no statements of tax receipts have been made public
since 1942/43,% apart from an official declaration that in 1943/44
revenue from taxation remained stable at the level reached during
the preceding year, and that the estimated figure for 1944/45 was
approximately the same. This statement was made in order to refute
rumours that there had been an absolute decline in tax revenue as
a result of the destruction wrought by bombing. An exceptional meas-
ure was the abolition of the house-rent tax and its replatement by a
lump sum to be paid to the Reich, equivalent to 1374 annual pay-
ments of the former tax, subject to certain allowances on account
of payment in cash, war damage, etc. The yield was reported to have
amounted to 7,700 million marks, of which some 4,000 million were
paid in cash.

Countries which lacked adequate systems of taxation endeavoured
to modernize their tax machinery, and to introduce direct taxes on
income and property. This is true more particularly of the countries
of the Middle East; but China, where maritime revenues, taxes on
industry in the treaty ports and the salt tax were the chief sources
of revenue before the war, also introduced income and property taxes
and excise taxes on consumers’ goods. The land tax was transferred
from the provincial authorities to the Chinese National Government,
which reorganized it on the basis of collection in kind. The food thus
collected, together with obligatory sales of food to the Government,
has been used to feed the army and Government employees.

1 Out of the total revenue as shown in Table 1, col. (¢), turnover tax amounted
to: 1040: 105,800; 1941: 124,500E; 1042: 105,900; 1043: 71,100; 1944: 80,200E,
The rest of revenue consists of a special war tax eqacted at the end of 1941 (33,000
million in 1043), tax on profits (20,000 million in 1943), and loans, and funds
“mobilized” from state enterprises. This last source has accounted for about

20,000 million in the course of the war. .
3 2 Such figures as have been disclosed are reproduced in the note to Table 1.
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In a few countries, Governments have had recourse to capital
levies. In Finland a non-recurrent levy was imposed in 1940, payable
in ten instalments. Out of the total of 8,975 million marks, 6,733
million had been collected by the middle of 1944. A new capital levy,
to be paid (partly in kind) over a period of two years, was:mposed
in November 1944. In Switzerland, a tax on capital, called a “defence
sacrifice,” was introduced early in the war. A lump-sum tax on excep-
tional war profits, which was in fact a capital levy, was imposed in
Turkey in’ November 1942. Out of the total of £T 380 million,
Istanbul was assessed at £T 300 million. The total assessment was
approximately equal to budget revenue from normal taxation in 1942
and was equivalent to one-half of the note circulation in December
1042. A capital levy was under consideration in Belgium as part of
the monetary reform inaugurated in October 1944. .
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In order to absorb funds held in readiness for tax payments, ad-
vance payments have been permitted on certain taxes, as, for ex-
ample, in Sweden in 1943- In a number of countries new types of
securities have been devised and extensively used for this purpose:
thus in 1941 tax-reserve certificates were introduced in the United
Kingdom, and tax anticipation notes in the United States.

The most satisfactory measure of the burden of taxation is the
proportion which the total amount of taxation bears to the national
income. For three countries for which the available data are suf-
ficiently complete, the proportion of national income absorbed by
taxation, central and local, is shown in Diagram 2. The increase in
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the proportion of the national income absorbed by taxation has been
greatest in _the United Kingdom; moreover, taxation absorbs an
absolutely higher proportion of national income in that country than
in thg United States or Canada. Before the war central and local
taxation absorbed about 23% of national income in the United
States and the United Kingdom, and somewhat less (around 21%)
in.Canada. By 1943 these proportions had risen to 37% in the United
Kingdom, 33% in Canada, and 30% in the United States. It is re-

ported that in Sweden about 20% of the national income was taken
in taxation in that year.

GOVERNMENT BORROWING

Diagram 1 shows the proportion of total expenditure covered by
taxation and other current revenue. The rest of the expenditure in-
curred has been met by borrowing, the greater part of which has
been internal.’ Table 7 shows the debt outstanding before the present
war and at the most recent date for which data are available, to-
gether with comparable figures for the first world war. The increase
in the debt in each financial year since 1939 is given in Table 1.

The composition of the national debt has changed greatly in a
number of countries. The last two columns of Table 1 show year by
year the kind of borrowing, short- or long-term, to which Govern-
ments had recourse; and Diagram 3 depicts the compesition of the
public debt before the war and in 1944. The most striking feature
brought out by the diagram is the marked difference in the composi-
tion of national debts as between Continental Europe and elsewhere.?
In Canada, Australia, New Zealand and South Africa the ratio of
short-term debt to total debt has remained almost unchanged at a
very low level. All over Continental Europe, on the other hand, short-
term issues have risen more rapidly than long- and medium-term is-
sues, with the result that, for instance, at the end of the financial year
1943/44, the short-term debt represented 70% of total debt in
France, 67% in Germany, 54% in Finland, 40% in Belgium and the
Netherlands. In the United States, the United Kingdom, Sweden and
Switzerland the proportion of short-term debt was between 25 and
27%.

7The form and method of Government borrowing have been sub-
ject to a number of innovations. In order to, attract funds from all

2 It should be noted that total revenue and total borrowing for any one year do not
equal expenditures for that year, since varying amounts of current proceeds are
kept in the form of cash balances. )

2 The distinction between funded and floating debt is based on the classification
of the official statemnents. In the absence of official classification, debts falling due
within a period of less than two years from the date of contracting them have been

regarded as floating debt. Debts to the bank of issue have been regarded as
floating debt.



Table 7

Domestic Governmeni Debt
National currencies (000,000's)

1914-1919 1930-1044
. Amount Qutstanding  Percent- Amount Outstanding  Percent-
) Period Pre- Post- age In- Period Pre- Pres- age In-
Country Covered War War crease Covered War entl crease
United Kingdom Apr. '14-Mar. '19 706 6,189 7297  Apr. '30-Mar, '44 7,269 18,455 154
United States July '14-June '19 2,012 27,3q1 841  July'ag-June'44 45,805% 202,626 341
Canada Apr.'14-Mar. 192 9 1,830 1,043 Apr.’39-Mar. 'a4 2,832 10,344 265
Australia® July "14-June ’1g o9 347 251 July'3o-June'44 704 1,701 154
New Zealand Apr.'14-Mar, '19 ga 170 85  Apr.'30-Mar.'a4 146 366 151
India Apr.'14-Mar '19 1,457 3,259 124 Apr.'39-Mar.’44 7,570  *14,412 101
South Africa Apr.'14-Mar."19 14 41 193 Apr.’39-Mar.’44 178 456 156
Germany Apr.'14-Mar. 19 5158 156,452 2,033 Apr.'30-Mar. '44 29,580  *274,025 826
Japan Jan.’14-Dec. 18 1,195 2,216 85  Apr.'39-Feb. 44 16,557 74,765 352
Italy ‘Bﬂr{ '14-June '19 15,766 60,213 282 July ’'30-June ‘444 170,000 *653,000 284
Finland 19 . 1,308 . Jan. '39-Dec. '43 2,835 46,429 1,538
Bulgaria ) . . . Jan.'39-Dec. '42 8,813 ,404 223
Hungary Jan.'14-Dec.'19 2,162 17,475 708  July '39-Dec. '42 927 *3,642 203
Roumania . . . . Apr.’39-Mar. '42 40,817  %54,201 33
Belgium Dec. '13-Dec. 19 4,430 17,904 304 Jan.'39-Dec.’43 37,642 116,351 200
Denmark Apr.'14-Mar. 19 88 523 493 Apr.’390-Mar. 44 835 2,329 179
France Jan. '14-Dec. "18 33,538 123,794 269  Jan.’39-Dec.’43 420,555 1,333,500 217
Netherlands Jan. '14-Dec. 18 1,161 2,465 112 Jan.'39-Dec.’43 3,086 10,303 158
Portugal Jan.’14-Dec. '19 466 1,393 199 Jan.’39-Dec.’43 4,046 7s 95
Spain Jan.'14-Dec.'18 0,322 10,315 11 Jan.’30-Sept.’44 22,373 *30,447 63
Swedent July '14-June '19 648 1,656 155 July "39-June '44 2,634 0,774 271
Switzerland Jan. '14-Dec."18 1z 1,481 1,222 Jan.'39-Dec.’43 2,753 7,326 166
Turkey Dec. 19 . 45 . June *35-Apr. "44 396 1,084 174
Argentine Dec. "13-Dec. '19 1,238 1,271 3 Jan '390-Dec.’43 3,287 6,236 90
Chile . . . Jan.’3g-Dec.’43 1,512 3,310 119
Colombia Jan, '30-Dec. "42 g1 188 107
Brazil Jan. '39-Dec. '43 11,687 23,576 102
Mexico Jan. '39-Dec. ’43 260 Bsy 230

* Provisional.

* Figures available for more recent dates than those shown in this column are: United Kingdom: March 1945: 21,129; United
States: April 1945: 236,224; Germany: December 1944: *345,400; Belgium: January 1045: *196,000; Finland: December 1944:

66,002; France: November 1944: 1,543,517 ; Italy: October 1044 : 675,218; Netherlands: July 1044: 12,103; Sweden: February 1045:
10,750.

2 Funded debt payable in Canada and temporary loans.
? Commonwealth and States.

¢ Excluding indebtedness incurred by the “Fascist Republican Government” in 1943-44.
$ Including bonds payable in foreign currencies,



— 175 —

Diagram 3
Composition of Government Debt in 1938 and 1944
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possible sources, a great variety of securities have been offered to
investors: they include non-marketable war savings bonds, which
aim at stimulating saving especially by the lower income groups;
tax certificates which absorb funds held in readiness for tax pay-
ments; Treasury deposit receipts (in the United Kingdom and Can-
ada) in which the commercial banks can invest their liquid funds;
in Germany “business-investment deposits” by which the Treasury
can absorb the liquid funds of all classes of business; non-marketable
long-term securities issued to savings banks, insurance companies and
social security funds (such as the “liquidity loans” in Germany and
“special issues” in the United States); loans with lottery features,
etc. The issue of Government securities in the form of bearer bonds
or inscribed stock was suspended in the United Kingdom in 1947,
and since then the new issues have all been in the form of registered

1 Of the 1930 to 1044 increase in the United States debt, about 215 was composed

of savings bonds, while about 14% of the increase in internal United Kingdom debt
was composed of savings certificates and defence bonds.
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stock transferable by deed. In Germany, the issue and transfer of
Reich loans are made exclusively by book entries in the Reich Debt
Register,

There are several examples of countries which in 1943 and 1944
were borrowing above their current needs in order to absorb excess
purchasing power. In Sweden, the National Debt Office issued Treas-
ury bills for the use of the Riksbank in its open market operations;
in Portugal, the proceeds of loans issued for this purpose were placed
to the account of the Treasury at the Bank of Portugal. In Denmark,
where the sums required to finance the clearing claims against Ger-
many and to cover the occupation costs were provided directly and
in full by the National Bank, the Government has since 1942 issued
special loans, the proceeds of which are transferred to a blocked ac-
count of the Ministry of Finance with the National Bank. In France,
a 3% perpetual “Liberation Loan” was floated in November 1943
for the purpose of reducing the note circulation ; of the total 162,000
million which the loan yielded in Metropolitan France, 72,000 million
were subscribed in notes by the public.

The burden of the debt depends not only on its size, but also on
the rate of interest and the size of the national income. In the United
Kingdom, the United States and Canada, the national income, and
with it the capacity for servicing the debt, has more than doubled
since the beginning of the war. And the annual interest payments in
1943 constituted a smaller proportion of national income than they
did before the war in both the United Kingdom and Canada. In the

Diagram 4
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United States there was a slight increase from 1.5% to 1.8%, but
the latter figure remained well below the ratios in the United King-
dom and Canada in 1943, which were 4.5% and 2.8%, respectively
(See Diagram 4). In Australia the debt service is now equivalent
to ab?ut 5% % of the national income, as compared with 7% in
1935-

The computed interest rate on interest-bearing debt declined al-
most everywhere. For the three countries covered by the second part
of D:;}grar_n 4, the sharpest decrease occurred in Canada, but the
reductions in the United Kingdom and in the United States, although
from a substantially lower pre-war level than in Canada, have also
been appreciable. There remains a wide disparity in the average rates
for vartous countries, as may be seen from Table 8:

Table 8
Average Rate of Interest on National Debt (%)

_ 1938/39  1043/44 1938/30  1043/44
Ijn!tcd States ...... 2.5 1.9 Sweden ........... 3.7 3.0
United Kingdom ... 3.0 2.1 Union of South
Canada ........... 3.5 2.6 Africa .......0 38 3.0
New Zealand ...... 35 2.7 Germany® ......... 5.0 3.1
Switzerland ....... 3.6 2.9 Brazil ............. 5.4 3.8
Australia .......... 3.5 3.0 Argentine ......... 4.4 4.1

a According to German press reports.

It is of some interest to compare the present annual interest charges
with current revenue before the war. This has been done in Table 9
(page 178), which shows the percentage of pre-war revenue which
the interest on debt represents. Prices have, however, risen every-
where. A second column has therefore been added showing the per-
centages obtained after expressing pre-war revenues in current values
by multiplying them by the cost of living index.

ABSORPTION OF GOVERNMENT BORROWING

Over-all estimates of the absorption of Government debt inside
and outside the banking system are regularly compiled only in the
United States. However, for a number of countries, it is possible to
ascertain, approximately in any case, the proportion of Government
debt taken up by the banking system. Table 10 shows the results for
fourteen countries. '

The proportion of debt absorbed by the banking system is by far
the highest in Japan, where, indeed, it amounted to almost the whole
of the total. In Japan Government bonds are taken up in the first place

1 Budget Speech, 1043/44.
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Table ¢

Annual Interest Payments as Percentage of
Pre-war Current Revenue®

Fiscal Year Unadjusted Adjusted
Australia ..... eeeereraaanes 1043/44 74 60
United States .....coovverarans 1044/45 73 57
GErmany .....c.ccaverasasianes 1943/44 57 5t
Canada ....convmerirananamnsnes 1044/45 58 49
New Zealand ...ovccvivnvanaras 1044/45 48 4:
United Kingdom .....covivvnnse 1944/45 . 42 38
ATgenting ......c.cciveieainanns 1044 ao
Switzerland ........ciciiiiniean 1043 39 26
Union of South Africa ......... 1943/45 31 a5
India 1944/45 43 19
1943 25 18
1943 33 16
1043 18 12
1942/43 14 90
1043 11 5
1943/44 62 .
1044 3
1944 42

& The figures of interest payments used in calculating the ratios are those for fiscal
year indicated in the first column ; those of pre-war revenue refer to 1938 or 1938/39.
For Germany, no budget figures are available, but on the total debt of 335,000 million
Reichsmarks at the end of 1944, an average rate of interest of 3% would give an
interest cost of more than 10,000 million, or about 57% of the pre-war ordinary
revenue, or 51%, after allowing for changes in the official price level.

by the Bank of Japan, which then sells them to other banks and in-
stitutions. A Financial Control Association established in 1942 pre-
scribes, in conjunction with the Bank of Japan, the amounts to be
saved by various institutions at regular intervals, and allocates Gov-
ernment bonds accordingly. The smallest proportions are held in
New Zealand and Switzerland—in both cases under 25%—and in
the United Kingdom. The British figures in the table, refer only to
the London clearing banks. The total proportion would, however,
be raised only slightly above 25% if the holdings of Government
securities by other joint-stock banks were taken into consideration.
In Canada, Sweden and the United States, less than a third is held
by the banking system. No figures for commercial bank holdings of
Government securities are available for France or Italy, but in both
these countries, as also in Turkey and Finland, more than a third
of the total debt outstanding is held by the central bank alone; in
France, indeed, the proportion at the end of 1943 amounted to al-
most 45%.

In the United States, the tremendous acceleration of war expendi-
ture in 1943 entailed borrowing on a vast scale from the banking
system. The declared policy of selling the largest practicable amount



United Kingdom?!
United States?
Canada
Australia
New Zealand
Germany
Japans

Italy

Finland
Belgium
France
Sweden
Switzerland
Turkey

Apr. '30-Mar. 44
July '39-June "44
Apr.’30-Mar.’44
July '39-June '43
Apr.’a0-Mar. '44
Apr.'30-Mar. "44
Apr.’30-Mar.’43
July "40-June 43
Jan.’3g-Dec.’43
Jan.’30-Dec.’43
Jan '39-Dec. ':43
July '39-June ’44
Jan. *30-Dec. '43
June’39-Apr. 44

1 Col. d: London Clearing Banks,
2 Col. a: Interest-bearing debt only.

8 Calendar years 1039-43.
4 Col. d: Ordinary, special

and savings banks, trust companies and Treasury Deposit Bureau.

¢ Calendar years 1939 to July 20th, 1943.

_ Table 10
Absorption of Government Debt

National Currencies (000,000's)

Increase in Bank Holdings
Central Bank Commercial Banks
Direct claims % of Govt. % of
on Govt. plus  Debt Securi- Debt
Govt. securities absorbed ties absorbed
(b) (c) (d) (e)
951 85 1,811 16.2
12,350 79 52,803 339
1,075% 143 1,273" 16.9
234 a3.o 8 12.3
20 11.8 26 1.8
32,87¢9% 13.4 . .
6,030 15.4 32,2518 822
85,5175 353 . .
16,410 386 8,743 20.6
10,955 13.9 25,032 a8
407,783 44.6 . .
393° 5.5 1,723% 24.1
— — 1,132 247
243 353 254 36.0

Totzal %
of Debt
absorbed

69
24.7
41.8
31.2

45.3
23.6

97:6
50.2
45.7
20.6

247
72.2



Table 11
Ownership of United States Government Debt®

Increase (or decrease) in fiscal years Total
ending June 3oth Increase outstanding
$(000,000,000s ) during the on Decem- Percentage
oa1 1042 and half of ber 31st of total
I 1943 19044 1044 1
Banking System: o4
Federal Reserve Banks —3 5 4.6 7.7 4.0 18.0 8.2
Commercial Banks 35 6.3 ! 26.0 16.0 0.1 77.8 337
Other investors:
Mutual Savings Banks 3 5 1.4 2.0 1.0 83 3.6
Insurance Companies 5 1.9 39 4.0 2.3 1Q. 85
Government Agencies® 4 at 37 4.8 2.6 217 0.4
All others 1.4 10.5 23.3 27.1 10.4 844 36.6
Total Interest-Bearing Debt 68 1.8 63.0 61.6 20.4 230.4 100.0

& Including securities guaranteed by the U.S. Government.
b Represents mainly social security taxes invested in special Government issues,
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of Governm‘ent securities to non-bank investors resulted, however,
in a reduction in the banks’ purchases in 1944. Changes in the
ownership of the debt by principal holders are shown in Table 11, on
the preceding page,

No similar compilation is available for the United Kingdom. It is,
however, interesting to compare the increase in domestic debt with
certain bank holdings which consist almost entirely of Government
paper:

Table 12
United Kingdom: Increase in National Debt and
in Certain Bank Holdings

£(000,000’s)

Apr, 1st-Mar, 31st: 1030/40 1940/41  1041/42  1042/43  1043/44  1944/45
Domestic
Government Debt 782 2,467 2,566 2,627 2,745 2,830
Bank of

Englande ...... 313 36 223 164 215 156
London
Clearing Banks® 146 433 305 501 408 428

& Government securities in Issue and Banking Departments and “Other securities”
held by the Banking Department.

b Call loans (mainly to the discount market for investment in Treasury bills), dis-
counts (mainly Treasury bills), Treasury Deposit Receipts, and “Investments.”

Even allowing for the fact that the eleven London Clearing Banks
are not the only commercial banks in the United Kingdom, it is ap-
parent that the British banking system participated in absorbing Gov-
ernment borrowing to a smaller extent than banks in the United
States. A special factor accounting for the large subscriptions of
non-bank investors to issues of Government loans was the liquidation
of foreign assets; the funds received by private investors in exchange
for foreign securities surrendered to the Government were as a
rule reinvested in domestic Government securities. Moreover, large
amounts of the floating debt were taken up by sterling area central
banks.

An indication of the distribution of the ownership of the United
Kingdom Government debt was furnished on January 16th, 1945,
by the Chancellor of the Exchequer. The total net amount borrowed
by the Government from the outbreak of war down to December
31st, 1944, including borrowings to redeem pre-war debt held out-
side official accounts, was £13,975 million; and this sum was sub-
scribed to by:
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£(000,000's )
Small SAVINES ..ucesreernaassssassieistatenans ferenateresenaiieeas 3,033
Subscris;ﬁons to public issues (other than floating debt) from non-
official sources ........... cesrrarenanes seenes Cesaseaseannrsaans - 4,609
Floating debt from non-official sources (including Treasury deposit
FECEIPES) 4uvcesenssonseeranasssnsnsssnsesseasasnstaassnsatatanss 4,347
Tax reserve Certificates . .ouuiiivisncariasearsrreccassansastverssnnsas 760
Extra-budgetary official funds ... ..oocieiiiiiiiiiiiiiiieiiniie 818
“Other” debt, including borrowings abroad ........cocveiviiinananes 408
13,975

As there are strict limitations on the absolute amount of savings
certificates and defence bonds which may be held by any one sub-
scriber, the large aggregate of “small savings” must have been very
widely distributed.

In Germany, a large part of the newly issued Treasury bills and
non-interest-bearing Treasury bonds are permanently held by the
Reichsbank. The holdings of commercial banks cannot be ascertained
because of the lack of banking statistics. Unofficial German calcula-
tions,! however, indicate that more than 15% of the total Govern-
ment borrowing up to the end of 1942 was subscribed from foreign
sources (through loans from the Reichskreditkasse and through
Treasury bills placed directly with the central and commercial banks
in the Netherlands, “Bohemia and Moravia” and elsewhere), and
that slightly less than 85% was placed inside Germany. Qut of the
amount placzd internally, the banking system is said to have taken
36%, the savings banks 39%, and the insurance companies 12%,
leaving only 13% to be placed on the market. The proportion taken
by banks and insurance companies together, which according to these
figures would be about 87% of the total, was in fact still higher,
since part of the purchases on the market were also made on their
account.

Similarly, all the available information concerning the absorption
of Government borrowing in the rest of Continental Europe sug-
gests that the public has taken up a comparatively small proportion
of long-term war loans. The greater part of the increase in the public
debt has been financed by central and commercial banks and institu-
tional investors such as social insurance funds and private insurance
companies.

Forced Government loans have been raised in southeastern Europe,
Italy, Finland, China, and elsewhere. In the Netherlands the banks
and the wealthier classes of the population were on several occasions
threatened with a compulsory loan on unfavourable terms should
voluntary subscriptions to loan issues be inadequate. Private debt
redemption has been encouraged in a number of countries and at the
same time the banking institutions to which loans were repaid have

1 Bankwirtschaft, 1043, Nos. § and 13.
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been obliged to earmark the incoming funds for the purchase of
Government securities. Measures of this kind for accelerating the
amortization of agricultural indebtedness have been taken in Hun-
gary, Roumania, Bulgaria, Denmark and Germany. In the United
States restrictions on consumer credit have been enforced since May
1942 by the Board of Governors of the Federal Reserve System as
part of a policy aimed at increasing the amount of funds available
_for investment in Government securities. As a result, the volume of
instalment loans outstanding was reduced from $9,959 million in
Decerpber 1941 to $4,878 million in February 1944 ; the amount out-
standing increased, however, to $5,811 million in December 1944.

The proportion of debt taken up by the central banks and by the
commercial banks depends of course, in part, on the organization of
the banking system, which varies from country to country. In general
it appears that in Continental Europe, where the public prefers to
keep considerable amounts of money in the form of cash rather than
of bank deposits, Governments have borrowed extensively from the
bank of issue. In such countries as the United States, the United
Kingdom and the British Dominions, where the public is accustomed
to hold a far higher proportion of its money in the form of bank
deposits, Governments have borrowed to a greater extent from the
commercial banks, the central banks’ lending to the Government be-
ing mainly designed to furnish the commercial banks with sufficient
reserve balances. These differences are reflected in the increase in
note issues as compared with commercial bank deposits, which will
be shown in a subsequent section of this chapter.

The part played by central and commercial banks in financing
Government requirements has led to changes in central bank statutes
and practices. The legal limits on direct lending to the Government
by central banks have been raised in many countries. In France, the
limit on the volume of advances to cover occupation costs was raised
by steps from 50,000 million francs in 1940 to 426,000 million in
1044 ; the limit on provisional advances to the Government, which
remained unchanged from 1940 to 1943, was increased from 70,000
million to 100,000 million in 1944 but, largely as a result of the
Liberation Loan, this amount fell from 74,550 million in August
1944 to 15,850 million at the end of 1944. In most other countries,
Government borrowing took the form of sales of Treasury bills or
other Government securities, and where necessary, formal authoriz?-
tion was given to the central bank to acqu?re Government paper in
unlimited quantities. In the countries occupied by Germany, changes
in central bank laws were made by the German occupation authori-
ties; thus in the case of the Netherlands Bank the authorization to
buy long-term Government securities, along with other drastic changes
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in the Bank’s statutes, was decreed in June 1943 by the German
authorities who took over the direction of the Bank.

Several countries adopted legislation obliging commercial, savings
and mortgage banks to keep part of their assets in the form of Gov-
ernment securities. This was notably the case in southeastern Europe;
but similar steps have also been taken in Italy. In Australia, the
Commonwealth Bank was empowered, under the National Security
Regulation of 1941, to regulate the investment and loan policy of the
commercial banks.

In countries with highly developed banking systems, the monetary
authorities have taken steps to increase the reserve balances of the
commercial banks so as to enable them to subscribe to Government
loans. In the United Kingdom, the banks’ cash-to-deposit ratio has
remained remarkably stable at the traditional level of 10-11%, in
spite of the large increase in deposits resulting from their purchases
of Government securities. Since in 1943 and 1944 there has been
among these purchases an increasing proportion of short-term Treas-
ury Deposit Receipts, which are now the largest item among the
assets of the clearing banks, the ratio of “quick assets” to total de-
posits increased from the traditional 30% to over 50%. In the
United States the minimum reserve requirements for commercial
banks were lowered in 1943 for the banks in the central reserve cities
of New York and Chicago, and borrowing by member and other
banks was made cheaper. The principal form of intervention by the
Federal Reserve Banks was, however, open-market operations.

In a number of other countries the opposite policy has been fol-
lowed: the authorities have conducted open-market operations or
have taken other measures designed to absorb an excess of liquid
funds on the money and capital markets. In Sweden, the Riksbank
obtained 500 million kronor of Treasury bills from the National
Debt Office for sale on the open market, and used for the same pur-
pose 600 million kronor of Government securities which it had re-
ceived before the war in exchange for foreign assets turned over to
the Government. In the Argentine, the Central Bank, in order to
neutralize the effects of the increase in gold and foreign exchange
reserves, placed certificates of participation with the commercial
banks, and from 1942 onwards with other investors. In 1943 the total
volume of funds absorbed rose from 139 million to 729 million
pesos. In Australia, the National Security Act of 1941 required the
commercial banks to keep in a special account at the Commonwealth
Bank at 34 % interest a certain part of their surplus investible funds
to be prescribed by the Bank in accordance with a plan approved by
the Commonwealth Treasurer. The Commonwealth Bank invests the
monies received from the commercial banks in Government securi-
ties, and it is partly on account of this arrangement that it has, as is
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shown in Table 10, absorbed so large a proportion of the Govern-
ment’s borrowings. Changes in the legal reserve requirements for
commercial banks have also been made in Colombia, again with the
purpose of absorbing liquid funds; and in Ecuador commercial and
savings banks were required in July 1943 to keep certain specified
proportions of their deposits in the form of non-transferable gold
certificates issued by the Central Bank. In Uruguay, credit institu-
tions were obliged in 1944 to hold 32% of their sight liabilities in
gold, cash, public securities or sight deposits with the Central Bank,
and 16% in long-term assets, the proportion of Government securi-
ties not exceeding 40% of the cover. Among the countries occupied
by Germany, Denmark introduced a comprehensive anti-inflation pro-
gramme in 1942, and as a part of this policy, commercial banks were
obliged to keep minimum cash reserves.

The large increase which has taken place in central and commercial
banks’ holdings of Government securities has naturally greatly af-
fected the composition of their total assets. The following table shows

Table 13

Government and Non-Government Assets as Percentage
of Total Central Bank Assets

Direct claims on Non-Government loans,
Government and advances, discounts
Government securities and securities

End of: 1938 1044 1938 1944

Argentine .........cco0neee 3r 20 —_ —_
Australia ...............00 63 63t 10 3
Belgium ....oovvvvvnenvinns 78 20~d [ —
Bolivia ...c.oovvvvrnaniennes 72 ase 5 12¢
Canada ...cciviiirrannsrien 46 89 _— —
Chile ,.....cccvviiininanns 62 18 21 a3
Colombia .............0hves 29 17 25 9
Egypt .oooveviiiiiniiannnes 24 50 27 11
Finland ...........000cveees 108 86ab 22 —
France ........cccereverveas 26 81 10 4
Germany .......cisvsevnens 81 g6 3 —_
Japan ..iieieiiiiieanrenes 53 54% 15 25f
Mexico .viivrereneannsnnans 100 50* 20 15
New Zealand .........ce-us 718 470 2 —_

Peru .....vvviniiieninnnns 66 74P 1 ) {4
Roumania ......oesvenen=se 38 25t 25 221

SPAIN . .viiieeinnrarniniaen 12 7ib 44 13°
Sweden .......iveineirenn 5 31 2 I
Turkey ..ovvvverrrininineras 54% 32¢ 3o 42
United Kingdom ........... 45 09 7 2
United States .......00ereen 17 49 — —
Yugoslavia-“'Croatia” ...... 81 73° - -

2 Including “other” securities. b November. ¢ September. 4 August.

e March. t June. £ April 1043.
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the percentage distribution of Central Banks’ assets in a number of
countries.

It will be seen that Government securities account for almost the
whole of central bank assets in Germany and Finland, for g6% in
Canada, 84% in France, 64% in Australia, 54% in Japan and 56%
in New Zealand. In the United States, Government securities ac-
counted for almost one-half of the assets of the Federal Reserve
Banks.

Similarly, Government securities, including Treasury bills, con-
stitute an increasing proportion of commercial bank assets. In the
United Kingdom, in December 1944, Treasury Deposit Receipts
were the most important single item in the combined balance-sheets
of the London clearing banks. “Investments” ranked second, while
advances had fallen to third place. Since short-term loans are almost
wholly secured by Treasury bills, and since the banks’ bill portfolios
are made up of Treasury bills, the proportion of deposits covered
by Government paper had by December 1944 risen to 70%. In the
United States, Government security holdings accounted for over
70% of the total earning assets of all commercial banks, in France,
Belgium, and Germany for about 70%, in Canada about 50%, etc.?

Conversely, there has been a marked decline in commercial bank
advances. In the United Kingdom, the ratio of advances to deposits,
which was 45.5% before the war, had fallen to 16.6% by December
1944. In Germany, the total of “debtors” of the big Berlin banks fell
in 1943, in spite of the increasing demand for credit due to the aboli-
tion of Treasury advances on Government orders. In the United
States, commercial, industrial and agricultural loans for non-war
purposes declined from $9,400 million to $5,750 million between
December 1941 and June 1944, while loans for war purposes in-
creased from $1,300 million to $3,150 million.

The Latin-American countries are an exception to the general
tendencies just noted and commercial financing has generally in-
creased. In Brazil, for example, loans of the Bank of Brazil to
manufacturing industries were 60% higher in 1943 than in 1942.
But a large part of the discounts and advances of Latin-American
central banks consisted of operations on account of Government or
semi-official institutions. In the Argentine, the Government has bor-
rowed from the Banco de la Nacion and other banks to finance the
purchase of crops (994 million pesos were outstanding in 1943),
and part of this debt was taken over by the Central Bank. In Chile,
the total advances made by the Central Bank to semi-public credit
institutions specializing in industrial, mining and agricultural credit,

1For further details, see Money and Banking 1942/44 (League of Nations).

. * The percentage composition of commercial bank assets in 45 countries is shown
in Money and Banking, 1942/44.
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increased from 111 million pesos in 1938 to 575 million pesos in
1043.

. All over South America new banking institutions have been estab-
lished under Government auspices, with the object of granting loans
for development purposes. The capital of these banks has been as a
rule provided partly or wholly by Governments or central banks.
Similarly, in Australia a Mortgage Bank was established as a Depart-
ment of the Commonwealth Bank to make long-term loans to primary
producers, the capital being provided by the Commonwealth Bank;
and in Canada a law founding an Industrial Development Bank was
passed in August 1944. In the United Kingdom, the establishment
of two financial institutions was officially proposed in January 1945:
a Finance Corporation for Industry, to be owned jointly by a group
of insurance companies, investment trusts and the Bank of England,
for the purpose of providing long-term capital to industrial business
“with a view to their quick rehabilitation and development in the
national interest” ;' and an Industrial and Commercial Finance Cor-
poration whose capital is to be subscribed by all the important deposit
banks, together with a “‘token subscription” by the Bank of England,
to meet the medium- and long-term credit needs of small and medium-
size business.

Gorp AND ForEiIGN BALANCES

In addition to expanding total domestic output and"devoting an
increasing part of it to war purposes, the major belligerent countries
have drawn on the production of other countries, either for armies
maintained abroad or for military bases or for domestic use, by im-
porting in excess of current exports. The excess of imports, and the
other expenditures abroad, have been financed in a variety of ways:
by the liquidation of foreign investments, gold transfers, lend-lease
and similar arrangements, the accumulation of new debts, and the
levying of occupation costs. British disinvestment is dealt with in
Chapters I and VI, and the latter chapter contains an account of
lend-lease and mutual aid, international short-term borrowing and
occupation levies. We are concerned here only with the changes which
have taken place in central gold and foreign exchange reserves. The
increase in money incomes due to foreign spending has had effects
on national prices and currencies which are essentially similar to
those produced by domestic government expenditure financed by do-
mestic borrowing. _ '

Recorded central gold reserves are shown in Table 14.* The major
changes have been as follows: From the beginning of the war to

1 Chancellor of the Exchequer, Parliamentary Debates, January 23rd, 1945.
2 A more detailed table is given in League of Nations, Money and Banking I942/44.
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Table 14
Recorded Ceniral Gold Reserves
Country 1938 1939 1040 1041 1042 1043 1044
U.S. $(000,000's)
Africa ....... o 2% 318 435 a5 .
Union of Sou
Africa .»~...o0n 220 240 367 367 634 708 814
Others ........uen 69 69 68* 71* . . .
North America ..... 1404 17859 22002 22742 22731 21943 20,625
Canada .....covnnn 192 215 7 5 5 6
United States! .... 14512 17,644 31,095 232,737 23726 21, 20,619
Central and
South America .... 706 751 683 722 Lroo* 18v0% 2,100%
Argentine . ....... 431 466 353 354 658 939 1,112
Brazil ............ 32 40 51 70 115 a54 320
Chile .....ccovvnen 30 30 30 30 38 51 56
Colombia ......... 24 at 17 16 as 59 92
Mexko ........... 2 32 47 47 39 203 222
Urogmy ....cve-- 63 68 o0 100 00 118 1518
Venezuela ........ 52 52 31 51 68 89 130
Others ........... 40 42 44 54 67 82 .
Ast c..iiiiieninnn 563 Soo* 660* 750% . . .
Euarope ............. 89o0* s5950* 5000% 5200* 5500 5850* 5p00*
Belginm! ......... 738 714 734 734 735 734 732
Czechoslovakia . 83 56 58 61 61 61 612
Denmark ......... 53 53 s2 44 44 44 44
Fmland ........... 23 27 14 4 4 4 4°
Francel .......... 2430 2700 2000 2000 2000 2000 1,777
Gﬂl hlym --------- !45 43 lg 40 40 40
........ ... 144 . . . .
Netherlands ...... 9% - 6oz 617 575 sob 500 soot
Roumania ........ 133 153 157 183 243 318 3600
SPaiR ....oveunaenn (s25)f . . 42 42 o1 105*
Sweden _......... 321 308 160 223 333 387 463
Switzerland ....... 701 540 502 665 B2y 064 1,052
Torkey ........... 29 ) 88 oz 114 161 2214
United Kingdomt .. 2,600 . . . .
Ocana. .11 AR AR A A A oA
............ 2
Australia ......... 2 2 2 2 2 2 .
New Zeaaland ..... 23 23 23 23 23 23 23
Total
(excl. U.SSR.)? . 25200* 25500* 28800* 29,000* 30,800* 31,200* 30,300*
* Provisional

2 November. Janmary 1945. € September. 4 October. ¢ Jume. fApril.

I Not incinding gold held in Exchange Equalization and similar funds which amounted

to:
1938 1939 1940 1941 1042 1043 g#
. L,
United States .... 8o 156 48 25 12 43 25
........ 4 17 17 17 1 V4 . .
France osesasies 331 47 . . . . .
United Kingdom . 750 8768 202 1514 . .

= May 19390. »September 1938. © August 1939. Total gold holdi rt;d
lusthoselgeldhyi_hc_BankoiEnglznd. ‘Septun”gerx,lmg: 088 a8 Tepo
2 Excluding Spain in 1938.
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1941 the gold reserves of the United Kingdom and, up to June 1940,
of France, declined substantially, while those of the United States
and, to a smaller extent, of Latin America, increased. By the begin-
ning of 1941 the British gold reserve had been virtually exhausted;
and the United States’ monetary gold stock reached its peak at 22,800
million dollars in November 1941. About the middle of 1941 Latin
America started converting into gold part of the dollar balances ac-
cruing from United States’ purchases of strategic materials and from
other expenditures for war purposes, and this process of adding to
gold stocks was considerably accelerated after the end of 1942. In
December 1944, the total gold holdings of Latin America, as shown
in the table, were nearly three times as great as they had been in
1938 and, after adjustment for the change in the dollar price of gold,
they were about 25% above the gold holdings in 1929. The country
holding the largest reserve in Latin America is the Argentine. The
largest percentage increase during the last three years occurred, how-
ever, in Brazil, which country lost virtually all its gold in 1930, and
now has a reserve equal, in quantity, to what it had in 1929. The
holdings of Chile and Uruguay are also about equal to the amounts
held in the 1920's, while those of Mexico, Venezuela and Colombia
are greater than they have ever been in the past.

In Continental Europe, Sweden and Switzerland have increased
their gold holdings, partly by converting their foreign balances, and
partly through current receipts. The Turkish resources have also in-
creased steadily as have the disclosed gold reserves of Spain in the
last two years. Roumania was able to obtain some gold in exchange
for part of her claims on Germany, and more than doubled her re-
serve. Part of the reserves of certain countries under German occupa-
tion and also part of the Italian gold reserve have been transferred
to German account. The loss incurred by the Netherlands was under
the guise of “voluntary” contributions to the war effort. Early in
1944 the British and the United States Treasuries declared that they
would not recognize transference of title to looted gold.

The production of gold has declined sharply in recent years; the
world output in 1944 may be estimated, on the basis of the produc-
tion of the reporting countries, at about 10% less than in 1943 and
approximately one-third less than the peak year, 1940. But, as is
apparent from Table 15, the rate of decline varied greatly from one
area to another, In the United States, Canada, Australia and British
West Africa, the governments restricted the mining of gold in order
to release manpower for war production. In South Africa the volume
of production was affected by shortages of labour and equipment
and, as in other countries also, by higher working costs.

As a result of recent developments, the distribution of the world’s
visible gold reserves has undergone important changes. The scope
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Table 15
Value of World Gold Production
1938 1939 1940 1941 1042 1043 1944

Afrfica .. ..cvniaiianen 33 54a s00* Goo* s75% 520
Un. of South Africa 426 449 491 504 494 448 430

North America ....... 315 ug 356 354 291 176 137*
Canada .........-c- 165 17 86 187 160 128 102*
United States ...... 149 164 169 166 121 48 35

Central America ..... 38 35* 41* 40% . . .

South America ....... 55 61* 66* 65* 55* 50*

ASia ..ovvieiinnnanans 117 ng" . . . .

Octania .....co0nennes 73 7 79 y & . .
Auostralia .......... 58 57 52 40 26 16

Europe ...cccocennens 21 20 . . . . .

Wi

orld
{excl. USSR) ... LI130 1,205 1,200* 1,280* 1,150* og50* B850*

and nature of these changes are shown in Table 16, page 191, which
summarizes the data covered in Tables 14 and 15.

During the three years 1942-44 the United States gold stock fell
by $2,118 million, while the visible gold reserves of the rest of the
world increased by $2,500 million. Besides absorbing the gold out-
flow from the United States, the rest of the world also absorbed a
substantial part of the newly-mined gold. The most important pro-
ducer, South Africa, has been selling a part of the current output
to Great Britain and adding the rest to her own gold stocks. Only
part of the gold absorbed outside of the United States appears in
the recorded reserves. As is shown in Table 16, page 191, visible
world holdings (line 3) actually declined in 1944, and their increase
in 1942 and 1943 fell short of the current gold production. The last
line in the table represents the difference between the somewhat un-
certain figures of gold production and the recorded totals of visible
reserves. It 1s thus a residual item covering errors in the figures, con-
sumption of gold in the arts, sales of gold to the public, and transfer
between visible or invisible monetary stocks. The shift from visible
to invisible reserves in 1939 owing to the internal transfers from
Central Banks to Stabilization Funds in the United Kingdom and
in France no doubt explains the direction of the figures in that year,
and the change in the opposite direction in 1940 is to be explained
largely by the inflow of gold to the United States from the United
Kingdom. Since 1942 an increasing part of newly-mined gold and
of gold flowing out from the United States has again “disappeared”
from recorded world reserves.

Some gold was absorbed by official sales of gold by the United
Kingdom and the United States, either separately or jointly, to the
public in India and the Middle East, but the amount involved was
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Tables 16
Changes in World Gold Distribution
$(000,000's)
‘ Total
Changes in recorded 19042-
gsere\:ies S 1930 1940 1941 1942 1043 1044 1944
1. United States 43,132 +4351 -+ — — —
R 3,13 4,35 742 10 780 —1,319 —2,118
worlde —2,832 —r1051 +358 +orr +118 +419 +2,3518

3-World (1+2)2 4300 +3300 41100 -+goo +400 —go0 +400
Sources of changes:

4 Production® 1,205 1200 1,280 1,150 950 Bso 2950
5. Industrial con-

sumption, private

hoarding and

shifts from invis-

ible to visible (+)

and from visible

toinvisible re-

serves (—) —go5 +20t0 +180 —250 —s50 —I1,750 —2,550
* Excluding U.S.S.R.

very small in comparison with the “balance” shown in the table above.
The purpose of these official sales, which began in the middle of 1943,
was to mop up redundant purchasing power and at the same time to
reduce the growth of sterling or dollar balances. As a result of this
procedure, the price of gold, which had risen steadily throughout
1942 and had reached a peak in May 1943 at about $78 per ounce
in Bombay, fell gradually in the latter part of 1943 and in 1944.
In October 1944 the price in Bombay was $50 per ounce. In June
1944 sales of gold were suspended in Egypt and Iraq because, with
the reduction in spending by the Allied Governments in these terri-
tories, the need for them had considerably diminished. Open sales of
gold were also arranged in China, where the price reached a figure
of more than 500 U.S. dollars per fine ounce in the middle of 1944.
In Mexico, gold was sold to the public by the central bank. In Greece,
gold sovereigns were made available to the public through market
sales by the Bank of Greece in order to promote confidence in the
new currency; the price, fixed at 2,400 new drachmae to the gold
pound in November 1944, is kept flexible in accordance with the
prevailing gold prices in the Mediterranean area. _
The prices at which gold was sold to the public in the countries
mentioned involved in most cases a considerable premium above the
official gold prices or the prices corresponding to the official rates of
exchange. The existence of the premium offered by the public for
gold in these countries was the result of a combination of circum-
stances : the rise in the level of commodity prices in the countries
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concerned, a rise in which gold, as a commeodity for which there is a
hoarding demand, has shared; the lack of a free international mar-
ket in which unlimited quantities of gold would be able to flow to
the place where it obtained the highest price; the maintenance, despite
the uneven movements of price levels, of fixed exchange rates be-
tween the currencies of the countries selling gold on the one hand
and the currencies of the countries buying gold on the other.

In most countries (e.g., Egypt and Mexico) the gold sales have
been made by the United Kingdom and the United States to the
central banks of the countries concerned at the official price, and
where these central banks have resold part or all of the gold to the
public they have done so on their own account and have reaped the
profits due to the premium. In the case of India and Iran, however,
the sales to the public, though made largely through the agency of
the central banks, were made on account of the United States and
United Kingdom Governments so that these Governments took the
profits. In the latter case, the proceeds in terms of rupees of a given
number of pounds sterling or U.S. dollars, by first being converted
into gold (whether taken from existing reserves or from gold bought
from South Africa out of new production) and then changed into
rupees, have been that much higher than would have been the pro-
ceeds of the same number of pounds or dollars added to the balances
of India in London. This has been a way of providing a partial off-
set for the overevaluation of the rupee at the existing price levels and
exchange rates. The fact that South Africa was the source of a large
part of the gold sold by the United Kingdom to India, and that, as
an importer of Indian goods, she was herself affected by the rise in
the Indian price level, led to demands that she should share in the
gold profits. Early in 1944 the Government of the United Kingdom
agreed that South Africa should share in the profits on gold sales to
the extent that she imports goods from India.

In addition to acquiring gold, the monetary authorities in many
countries outside the United States have accumulated substantial

Table 17
Foreign Banking Funds and Gold Held in the United States
$ (000,000’s)
) Gold Under Total “official”
Date Total “Official” Private Earmark Funds and Gold
(a) (b) (¢) (d) (b+d)
1942, April 3,546 1,172 2,374 2 62
Dec. 3968 2027 1,061 1:3743 2'.70:
1943, June 4670 2,680 1,961 300 5759
Dec. 5,154 3,000 2,055 3477 6,576
1944, June 5,500 3,209 2,210 3712 7011
Dec. 5,271 3010 2,261 3,937 6,947



— 193 —

amounts of dollar exchange. The accompanying statement shows the
volume of funds and earmarked gold held in the United States for
the account of foreign banks.

At the end of 1944, the total of funds and gold held by Central
Banks and Treasuries amounted to more than $7,000 million, half
of which had been acquired during the last two years. In addition,
private funds amounted to more than $2,000 million.

Tables 14, 16 and 17 give a global picture of the size of official
gold and dollar reserves held outside the United States:

u.s. '
1. Recorded central gold reserves (Table 14) : - (000,000,000's)

World (excl. U.S.S.R.

Less: United States ....ovuvineeiennenvrnrenennenn., 206
. World outside the United States .................... .7 0.7
2. Shifts from visible to invisible reserves in 1042-44 (Table
L ) S S 2.9
3. Official banking funds in the United States (Table 17,
1) P 30
15.6

’_The total of $15,600 million may be considered as a conservative
estimate, since, with the exception of the shifts from visible to in-
visible reserves in 1942-44, no allowance is made for undisclosed
gold stocks. The Federal Reserve Bulletin gives a total of $17,000
million of gold and dollar reserves of “foreign countries” (including
U.S.S8.R.) at the end of September 1944, as compared with $7,000-
8,000 million at the close of the 1920’s.* To the official holdings of
gold and dollar balances may be added private banking funds held
in the United States, as given in Col. ¢ of Table 17. This would raise
the total of gold and dollar balances held by the world outside the
United States to some $19,000 to $20,000 million.

The geographical distribution of the ownership of foreign funds
held in the United States has not been disclosed since December 1941.
It may be surmised that, in view of the volume of United States
spending in Latin America, a large part of the increase is held by
Latin-American Central Banks. The dollars spent in French North
Africa and in France have accrued to the French monetary authori-
ties, and those spent in Australia, India, and the Middle East (with
the exception of Iran) to the central sterling area “pool.”

1 November 1944, page 1043. The following comment from the Federal Reserve
Bulletin may be quoted In this connection: “Foreign countries will enter the post-war
period much better supplied with gold and dollar reserves than they were before the
breakdown of the gold standard in the 1030’s. As a group they will be able to meet
larger deficits in their international transactions with the United States, should

such deficits occur, without resorting to currency depreciation or exchange coatrol
or drastic measures of internal deflation.”
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All the countries belonging to the “sterling area” pool their foreign
exchange resources. Supplies of dollars accruing from exports to the
United States, or from the expenditures of U.S. troops, are trans-
ferred to the central fund in London and are then allocated to various
uses, and to various members of the sterling area, in the proportions
considered most beneficial from the standpoint of the total war ef-
fort. The foreign balances which the countries in the sterling area
have acquired during the war are thus all held in sterling. In Febru-
ary 1944 it was announced, however, that the British Government
had agreed that part of the dollar balances accruing from U.S. pur-
chases and military expenditures in India (London’s largest creditor)
should be set aside for India’s use after the war; and in January 1945
the United Kingdom agreed to make available to Egypt £E 25 mil-
lion of “hard” currencies during 1945 to cover the need for imports
from and payments to the United States and other countries.

With a few exceptions (the most important being the Argentine)
the composition of central bank foreign exchange holdings has not
been disclosed in recent years. The figures for net foreign assets of
Latin America, as they appear in official statements, have been con-

Table 18
Foreign Exchange Holdings of Latin America
11.S. $(o00,000's)
End of: 1938 1939 1040 1941 19042 1043 1044
inet ..... . . . . 18 8z 92
Bolivia ......... 1 2 8 18 20 17 17
Brazilz_ ......... 141 139 47 149 436 . 2460
Colombia ....... 3 3 7 6 36 54 66
Caba® .......... 28 23 21 44 100 181 .
Mexico ......... 3 2 12 6 34 34 asr
Urugumay ....... — — 3 2 — 34 6ab
Venezuela ...... . . 2 1 8 14 20
Otherst .._..... 4 6 12 21 49 4“4 63
Total Foreign
180 1 102 2 10 *
Total Cols 75 57 7 8so
Reserves ..... 706 751 683 222 1,100* 18c0* 2100*
Total Gold and
Foreign Ex-
change Reserves 886 926 785 979  1,810* . 2950°

ti::e.Do“” exchange as shown in Annual Reports of the Central Bank of the Argen-

2 Net correspondents and agencies abroad plus bills receivable less bil

:a.:?lc, U.S. currency in circulaGti:an in cubg. vable less bills payable.
.“I' Ecuadﬂl. tema Hai i P P

8 New York Times, February 11th, 194_1,_1' ti, Paraguay, Peru and Salvador.

» November 1944.

* Provisional.
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verted into U.S. dollars, and a total calculated for the whole of Latin
America in Table 18. The Latin-American countries hold some ster-
ling balances, but there is no doubt that by far the largest part of
their foreign assets consists of dollars. Aggregate holdings were no
doubt greater than the figures shown in Table 18, which cover only
central banks and do not take account of commercial bank and other
private holdings or of U.S. dollar notes circulating in Central Amer-
ica, shown only in the case of Cuba. It should also be kept in mind
that the official rates of exchange used for the conversion may not
be those at which the exchange holdings were actually acquired. La-
tin America’s gold reserves and foreign exchange holdings more
than tripled between 1940 and 1944. As a result of the accrual of
these large amounts of gold and foreign assets, the exchange position
of Latin-American countries was strengthened and the free market
quotations moved nearer to the official rates of exchange. The free
rate for the Argentine peso rose in 1943 to the highest level reached
since 1939. At least two countries, the Argentine in 1943 and Uru-
guay in 1944, introduced measures to restrict the inflow of funds
from abroad; import of capital is authorized only if it is to serve
permanent productive purposes. Peru established for the first time
a system of foreign exchange control in January 1945,

The foreign exchange holdings of European neutrals are shown in
terms of their U.S. dollar equivalent in Table 19. Sweden and
Switzerland converted part of their dollar balances into gold.
Between 1939 and 1944, gold and foreign exchange holdings more
than doubled in the five neutral countries. The Swiss authorities,
after 1940, placed restrictions on the transfer of dollar balances into
Swiss francs, and Sweden tightened the foreign exchange regulations
in October 1944 in order to prevent too large an increase in her gold
and foreign exchange holdings.

Foreign exchange reserves of sterling area countries are shown
in Table 20. The exact composition of the foreign exchange reserves
of these countries is not known, but it can be assumed that they con-
sist mainly of sterling. Their increase over the five years 1939-43
(£1,000 million) may be compared with the figure for Britain’s
external disinvestment (£3,073 million) given in the White Paper
on Sources of War Finance. The two forms of Britain’s external
disinvestment—namely, sale of overseas assets and increase in over-
seas liabilities—are shown separately in Chapter VI, page 255.

On the basis of the 1938 figures it appears that before the war the
sterling area countries held between £250 million and £300 million

1 Official and free-market quotations are published in the League of Nations
Monthly Bulletin of Statistics; and in the Slatistical Year-Book of the League of

Nations, the variations of exchange rates are shown monthly in terms of the gold
parities in force in 1929.
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Table 19

Foreign Exchange Holdings of European Neutrals
U.S. $(000,000's)

1 1 1940 1041 1042 1043 1044
Portugal ....... 953: 926? - 53 189 362 432 56;:
PAINT ......annn . . . 2
gwaden. DU 180 72 179 181 133 155 136
Switzerland ..... 63 &1 232 158 14 19 24
Turkey ......... —12 —a8 —I 29 28 47 3o
Total Foreign
Exchange .... 260 151 463 559 544 . 706 756
Total Gold
Reserves® ..... 1,162* o07* 8s1* 1,081 1,372 1,663 1,004
Top Gl
oreign Ex-
change Reserves 1,422* ILI148* 1,314* 1,640 1,016 2,360 2,660
2 August 1944
® June 1944

¢ Spain’s gold holdings in 1938-1040 have been estimated at 42 million dollars.
The bulk of the foreign exchange reserve is held by the Foreign Exchange Board,
and its amount has not been published.

* Partly estimated.

in London, including the amounts known to have been held by com-
mercial banks. Sterling balances serve partly as legal cover for the
currency issues in most of these countries, and the currency reserve
requirements have increased considerably with the expansion in note
circulation. The exchange reserves of most sterling area countries
have, however, increased far in excess of what is required for cover
purposes. The totals, which are based on recorded data, underestimate
rather than overestimate the size of the sterling balances. There are
no figures for the reserves of the Middle East countries other
than Egypt, Iraq and Palestine’ or for the currency authorities
of the former Governments-in-exile in London.? The figures for
the colonial currency boards are incomplete and the table does not
cover the Latin-American countries. Such figures as are available for
the latter are mentioned below. Moreover, the figures for commercial
bank holdings are obtainable for only a few countries; the Indian
exchange banks, for example, are known.to have held considerable
amounts of sterling, but the figures have not been disclosed.

The largest single stock of sterling exchange is held by the Re-
serve Bank of India. It accounts for more than half of the aggregate

1 Iran’s foreign assets were the equivalent of 172 million pounds sterling in March
1944, against 40 million in March 1040 ; but the amount of sterling held is not known.

2For example, balances accumulated on account of shipping services by Norway

and, to a lesser extent by the Netherlands, Greece, and Belgium, and balances
derived from the proceeds of exports from French, Belgian and Dutch posseasions.
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Table 20
Foreign Exchange Reserves of Sterling Area Countries
£(000,000's) .

1938 1039 1040 1941 1042 1043 1944
a) Central Banks and Currency

Boards
Australia ................. 30 36 70 48 63 82 150
Egypt «ocvoviiivnncrnnnn. 17 20 3z 50 78 105 124
Eire ..ccvviviinrnineeeas 9 o 13 6 21 24 31
Iceland ......oovvuniiennn — —_ 2 6 11 16 21b
India .....oovivvvnnninnnn. 46 8g 142 217 357 64z 035
Iraq «..vvvviiviieinennt 5 6 7 12 22 36 40°
Malaya ...oovvvvivennnnnn. . 23* 58% 58% 58* 58*
New Zealand ............. 4 7 (¥ 10 22 27 28d
Palestine! .........,...... 2 9 11 13 23 . .
Union of South Africa .... 8 8 1 — 1 13 218
West and East Africa? ..... . 1S* 1*  19* 26* 30*
Total ....vcvvenieenen. 160* 230* 335* 450% 685* 1,080* 1,400%
b) Commercial Banks
Egvpt ...oviiiiiniiinnan, . . . . . (100%) .
Eire cviviiiiinanainnans. 61 65 69 84 o7 115 1260
New Zealand ............. 2 6 10 10 11 7 10°
Palestine ................. . . 6 10 17 26 32t
Union of South Africa ..... 10 16 20 26 26 23 208
Total (excl. Egypt) ... 73 By 105 130 150 170 200
Grand Total ........... 235% 320" 440* 625* 835" 1,250* 1,600*
& November 1044. t August 1944:
b October 1944. £ June 1944.
¢ March 1944. 1 March 31st of the following vears.
4 October 16, 1944. 2 As of the middle of the year.
¢ September 1944. * Estimated,

Sources: Official as compiled in the League of Nations, Money and Banking 19042/44,
with the exception of those for Malaya and other Currency Boards which are
based mostly on the London Economist and Banker.

official holdings in 1944 shown in Table 20. The growth of this item
during the war was retarded by the repatriation of practically all of
India’s sterling debt of over £350 million, and by official gold sales
in the Indian market to which reference was made before in this sec-
tion. As mentioned earlier, however, part of the Reserve Bank's ex-
change reserve has been accumulating since February 1944 in the
form of U.S. dollars, so that it is no longer strictly accurate to esti-
mate the total of India’s sterling assets by converting into sterling
the whole of the Reserve Bank’s external assets. The growth in
Eire's sterling assets represents the excess of the Irish commercial
banks’ external assets over external liabilities (second part of Table
20) as well as the increase in sterling securities held by the Central
Bank of Eire. As there is no sizable Irish debt held in Great Britain,
there has been no large-scale debt repatriation. Both Australia and
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New Zealand have substantially increased their sterling balances as
a result of the operation of the Imperial Purchase Scheme and of the
sums spent by the United States and by U.S. military personnel. The
figure for Australia's official holdings has also been affected by the
transfer, sinde 1940, of the sterling assets of the commercial banks
to the Commonwealth Bank.

In the Middle East, allied war expenditures have been substantial,
both through direct purchases and through spending by troops and
outlays for the construction of military bases. As a result, there has
been a large expansion in the note circulation of these countries. In
April 1944, a Middle East Financial Conference was held in Cairo
which recommended for the consideration of the Governments of the
Middle Eastern countries policies for preventing an intensification of
inflationary tendencies both now and in the post-war period. The
Conference, while attaching most importance to large imports of
goods “as soon as conditions of shipping and supply permit,” outlined
a comprehensive programme of taxation, savings and price control.
Also, in view of the inadequacy of the statistical information avail-
able to the Middle East Governments. the Conference urged improve-
ment in the organization and collection of economic and financial
statistics, and endorsed a project for establishing a permanent Middle
East Statistical Bureau.

The Union of South Africa kept her sterling balances at a mini-
mum working level and invested the whole of her balance of pay-
ments surplus in gold. There was, however, a marked increase in
her sterling balances in 1944. Practically all the Government’s ster-
ling debt and a large part of the British holdings of shares in South
African gold mines were transferred to South African ownership.
The repatriation of shares was encouraged by the South African
Government by the imposition of a discriminatory tax on dividends
paid to non-resident holders of South African securities. Canada con-
verted the sterling accumulated in payment for war materials sup-
plied to Britain in 1942 into an interest-free loan of $ (Can.) 700
million. Moreover, about $840 million of Canadian securities for-
merlv held in the United Kingdom had been repatriated by the be-
ginning of 1944. For the mutual aid furnished by Canada, see Chap-
ter VI, page 256.

The sterling balances of East and West Africa are shown in Table
20. The currency boards of other British colonies also acquired sub-
stantial sterling reserves. The largest of these reserves was that of
Malaya, part of which had been acquired against sales of U.S. dollars.

The foreign exchange reserves of the Latin-American countries
consist largely of dollars, though some of these countries have ac-
cumulat_ed sizable sterling balances. The Argentine’s official holdings
of sterling as disclosed in 1942 and 1943, showed an increase from
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£17 million to £42 million.! In addition, the Argentine has repatri-
ated part of her sterling Government debt. Brazil's sterling balances
amounted to £30 million in 1943, and Uruguay’s to £4 million.? Part
of the Portuguese foreign exchange reserve, shown in Table 19,
also consists of sterling.? N

On the Continent of Europe the position of countries which were
occupied by or allied with Germany during the war was dominated
by Germany's measures of external war finance. Though there were
many examples of direct confiscation, for the most part Germany
financed her outlays for goods and services obtained from these coun-
tries by three methods: 1) by issuing Kassenscheine, 2) by using
clearing accounts and 3) by exacting payment of occupation costs.
The immediate distinction between methods 2) and 3) is mainly of a
bookkeeping nature. In the one case, the Government of the country
concerned obliged its central bank to grant advances against clearing
claims on Germany. In the other, the central bank had to make ad-
vances for occupation costs out of which the German authorities
made direct payments inside the country. In both cases Germany ob-
tained local currency for the purchase of goods, services and capital
assets in the occupied or allied country.

The total amounts of clearing claims and occupation costs and
their rates of growth are examined in Chapter VI. It is only neces-
sary to consider here, therefore, the monetary implications of those
claims. *

Table 21 shows the balances outstanding both on account of ad-
vances for occupation costs and on account of clearing claims against
Germany.? The figures in this table are based on the Central Bank
returns and do not therefore include occupation costs or clearing
deficits financed directly by the Treasuries, The German deficit on
clearing account which has been financed by the Belgian and French
Treasuries is shown on pp. 158-59; no comparable figures have been
published for Holland, *“Bohemia and Moravia,” or other countries.
Secondly, no account has been taken of the Reichsmark holdings of
commercial banks in the countries mentioned in the table. Finally, a
few countries, which certainly had large clearing claims on Germany,
are either not covered at all by the table because of the lack of data
(Italy, Poland, Spain, Switzerland) or are not completely covered

1 £60 million in July 1944 according to a statement reported in The Banker

(London), January 1943.

:h U.S. Department of Commerce, Foreign Commerce W eekly, November 4th and
11th, 1944.

* The Kassenscheine which had constituted an important means of payment in the
earlier phases of the war were subsequently withdrawn from circulation in Western
Europe and in the Balkans, and their countervalue was then usually reported either
under occupation costs or under clearing accounts. But they remained in circulation
in the occupied areas of the U.S.S.R. until those areas were liberated.
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Table 21

Central Bank Reichsmark Holdings' and Advances
on Account of Occupation Costs

A: Reithsmark Holdings B: Occupation Costs (cumulative)
Reichsmatks (000,000)

End of: 1939 1040  IG41 1942 1043 1944
I. Occupied Countries

Belgium ........... A — 344 1032 2538 4472 5550

Czechoslovakia .

and Moravia
Bohemia ..... A 380 780 1,200 L,740 3,350 5,497
Slovalda, ..... A 26 6o 05 155 180 .
Denmark .......... A —_ 199 410 sB3 1030 1,448
B — 225 438 604 1,249 2,268
France ......ccceee B — 3616 7,135 10,548 16,349 21,300
Greece ... .....neaen A . . . (*3,313) . .
Netherlands ....... A — 265 1460 1,502 4,246 5474°
§orway PP B —_ 852 1159 3400 . *s568
¥ia
?‘gOShCmaﬁa" ........ A . . . . (645) (1,1649)
Total A ......... 406 1,648 4,287 6,508 13,206 17,975
Total B ......... — 4693 9722 14651 17,508 28,308
Total A+ B ...... 4006 6341 14000 21,249 30804 46,373
IL. Other Countries:

Bulgaria ........... A 76 126 471 739 . .
Finland ............ A 83 25 =81 —147 -—177 —569
Hungary ".......... A 244 244 365 731 1,522 *1,446°
Roumama ......... A 126 136 392 500 548 1,150
Total _........... 529 531 1147 1,822 1,893 2526

2 Angust; b September; ¢ July; 4 May; * June.

1 The figures shown exclude as far as ible pre-war or pre-occupation holdings
of currencies other than Reichsmarks. l! Finland, however, such a separation is
not n;p::sible; the amounts prior to 1040 certainly consisted largely of sterling, U.S.
do| etc.

Belgium: National Bank plus “Bank of Issue”: Net foreign assets, including
Treasury certificates issued for the purpose of financing clearing claims on Ger-
many. Czechoslovakia: “Bohemia and Moravia”: “Sundry Assets,” mostly repre-
scm:ing claims on Germany Denmark: A: Net foreign e.xchange holdings;

B: “Sundry Debtors,” representing claims on Germany on account of advances for
occupation costs. Netherlonds : Foreign bills plus “Sundry Accounts,” mostly repre-
senting claims on Germany, Yugosiatia: “Croatia” Clearing accounts and “advances
against claims in foreign countries.” Bulgaria : Net Reichsmark holdings, plus Treas-
ury bills denominated in Reichsmarks given by the Bulgarian Government to German
firms, in prepayment of orders, and later repurchased by the Bank. Hungary: “Ad-
vances made for foreign payments” and “other assets” under which claims of
Hungarian exporters to Germany were booked temporarily, Roumania: Net clear-
ing accounts plus foreign assets set aside for special purposes.

(Greece, Norway). The figures for Finland represent the Finnish
clearing debts to Germany.

As a result of the accumulation of foreign exchange balances, a
very high proportion of central bank assets now consists of claims
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against the major belligerent countries. Table 22 shows the changes
in the composition of central banks assets for 2 number of countries.?

Table 22

Q
Gold and Foreign Exchange Holdings as Percentage
of Total Central Bank Assets

Gold Foreign Exchange

1938 1944 1938 1044
Argentine ............iiiiiiiiaa, 64 26 4 53
Belgium ......ccoiniiiiiiiiiiiani, 86 200 —_
Bolivia . ..cvvvirvnnnencrencrennanenns 10 2gb 7 1gb
Bulgaria ....covvieiiiirrarinncccans 23 8¢ 14 46¢
Colombia .......iiviiniiianninranncen, 31 41 29
Czechoslovakia®l ...........ccccvvvunn- 29 2d 1%0 914
Denmark ..covvviiviiiiirernnranninnas 15 1 14 37
Ectador ......cenieiivcinienennaanes a1 46b 5 26>
Egypt .ot 12 2 32 37
India ..ot iiriiiirrnesnnnnnnns 20 3 27 00
Netherlands .........vviiinncinnnnnan 78 16 —_ 78
New Zealand ...........civnninaenenn, 10 3 16 47
Portugal ........coiivininnnnrinnaes 20 8e 18 8o
Salvador .....oiiiiiiiiiiiiiiirinraes 55 47 13 41
Sweden .. ...oiiiiiiiiiiriiiiaareees a3 25 38 15
Switzerland ............ccciiiinienes 71 04 7 2
Uruguay ....ocviiiiiiniiniicnnnnnans 36 23f — 44f
Venezuela .....oiiiivinieinrnnnnnnnns 73 74 6 15

1 Bohemia and Moravia in 1044

* August 1044. ? September 1944. © February 1043. 4 “Other assets.” ® July 1044.
f November 1944.

CURRENCY INFLATION

The increase in Government expenditures and the growth of for-
eign balances have resulted in an increase in the supply of money.
The expansion of currency and credit is depicted in Diagram 5.
Table 23 shows the percentage increase in note circulation and sight
deposits of commercial banks, as compared with July 1939, for the
latest dates available. Certain countries which, because of lack of
continuous data, or lack of space, are not covered in the diagram,
are included in the table, The countries are arranged in order of the
percentage increase in note circulation.

The increase in note circulation has been world-wide and ranges
from 312,422,000% in Greece to 25% in Uruguay. Greece along
with unoccupied China (for which, however, no data have been made
public) are at the top of the inflation scale. Italy, southeastern Eu-
rope, Finland, Iceland, the Middle East, India and Japan fall within
the range of a 500 to 1000% increase in note circulation, and are
followed by Germany and western European countries with increases

1 For the year to year changes, and for other countries, reference should be made
to Money and Banking 1942/44 from which Table 22 is an extract.



Table 23
Note Circulation and Commercial Bank Deposits
Percentage Increase from July 1939 to latest month in 1944

: : Commercial Bank
Country Note Circulation Sight Deposits
Nov. "44 312,421,900% N :
Bagarat  © Sept'es 1733 Dee "85 N
Iceland Dec. '44 1,210 ec. 43 18
Hungary Nov. '44 114 June ‘44 a8
Ttaly? Dec. ‘44 el Mas. 1,200
Iraq . a"c‘ :44: g:: ) “ .
i . urna a; ¥
g.h““. Manch Dec..y a4 619 IS):;. _ﬁ xi?yd
' 599 '
{’r:lnsﬁnc B:f-.' o4 579 Dec. '44 322
Japan Dec. "4 576 May ‘44 a9
Yugoslavia 2t
“Croatia” Dec. ‘44 57 by éo
India Dec. ‘44 498 Dec. | 300
Egypt Dec. '44 48 Nov. 3 179e
Norway Dec. ‘44 483 Dec. '43 176
Roumania June ‘44 443 Feb. .“ 975
Germany Dec. ‘44 435 Dea. 43 159
Czechoslovakia
“Bohemia and ,
Moravia” Dec. ‘44 433! . .
“Slovakia” Dec. "4 404 ) :
Netherlands Dec. ‘44 390 July ‘44 150
Ecuador Dec. ‘44 382 Dec. 44 247
France Dec. 44 360% une 44 1710
Turkey Dec. ‘44 361 une ’44 132
Belgium Aug. ‘44 3% Sept. 44 170%
Australia Dec. ‘g4 322 Dec. - 197
Canmada Dec. "4 318 Dec. "44 230
Cuba Dec. 44 312 Dec. :44 245°
Bolivia Dec. "4 303 Dec. 43 182
Denmark Dec. 44 200 Dec. '44 323
Portugal Dec. ‘44 261 July 44 517
United States Dec. "44 259 Dec. ‘44 101
Peru Dec. ‘44 253 Nov. ‘44 262
Mexico Dec. ‘44 225 Oct. 44 516
South Africa Dec. 44 224 Aug. '44 180
Colombia Dec. 44 224 Dec. ‘44 181
Chile Dec. 44 208 Dec. ‘44 112
Brarzil Dec. ‘44 201% Dec. ’43 169%
New Zcaland Dec. '44 164 Dec. ‘44 144
United Kingdom  Dec. ‘44 160 Dec. '44 145
Sweden Dec. ‘44 143 Dec. 44 56
Eire Dec. ‘44 136 Dec. ’44 67
Argentine Dec. '44 110 Dec. ‘44 168
Switzerland Dec. 44 104 Sept. ‘44 S0t
Venezuela Dec. ’44 70 Dec. ’44 122
Uruguay Dec. "4 34 Dec. '44 164
i Dec. ‘44 316 June 44 41

Percentage increase from: 2 June 1934; ®December 1938; ¢ December 1939
4 June 1941; ¢ November 1639; f April 1043 (3) ; 8 December 1941.

* National Bank's circulation outstanding plus Treasury certificates, designed to
circulate as interest-bearing bank notes, which have been issued since February 1042,

2 Including issues in northern Italy up to August 1st, 1044, and Allied military
currency.



— 203 —
Diagram 5

Note Circulation and Commercial Bank Deposits
July 1930 = 100
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Diagram 5 (continued)
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Diagram 5 (continued)

LOGANITHMIC SCALE
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Diagram 5 (concluded)

LOGARITHMIC SCALE
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of from 300 to 500%. Australia and Canada, the United States and
South Africa come next while the United Kingdom, Latin America
and the European neutrals are at the lower end of the list.

In some countries the expansion in the volume of money has been
greater than appears from the table or the diagram, The figures for
coin and notes issued by Governments are included in the totals only
for the United Kingdom, the United States and some Latin-Ameri-
can countries, For most Continental European countries such figures
are not available, although it is known that the limits on the issue of
coin and Government notes of small denomination have been raised
everywhere. “Town currencies” have been put into circulation in
Italy and in the Balkans. Various devices involving the issue of sup-
plementary means of payment have been used in order to conceal the
rise in note circulation. Thus Bulgaria has had recourse since 1942
to Treasury certificates designed to circulate as interest-bearing bank
notes." In Roumania Treasury bills, payable to bearer and transfer-
able without formalities, were put into circulation, though their ac-
ceptance by private persons was not made compulsory. Another ex-
pedient, somewhat similar to the “delivery bill” of 1938/39 in Ger-
many, was adopted in several countries occupied by Germany. The
procedure consisted in making it compulsory for certain payments to
be made in short- and medium-term obligations of the national au-
thorities, and though it was first limited to payments for goods de-
livered and services rendered to those authorities, it was liter ex-
tended to payments for account of the occupation authorities and for
exports through the clearing.

The increase in commercial bank deposits has been much smaller
than the increase in the note circulation everywhere except in Portu-
gal and some Latin-American countries. This change in the composi-
tion of the money supply has occurred not only in countries where
notes are the chief means of payment (as in Continental Europe and
Latin America), but also in Anglo-Saxon countries where deposits
constitute by far the greater part of the total volume of meney. In
a number of Continental European countries, however, measures
were taken to make payment by cheque obligatory for payments
above a certain sum. This was done, for instance, in France in Octo-
ber 1940, in Greece in December 1941, in Bulgaria in April 1942
and in Germany in January 1943. The purpose of such measures was
to reduce the note circulation and to obstruct black market operations,

Within the total volume of commercial bank deposits, there has
been almost everywhere a marked shift from time and savings de-
posits to deposits payable on demand. Thus it will be seen that in
Diagram s the dotted line (sight deposits) is well above the broken

1 The amount in circulation in 1944 was 15,000 million leva against 40,700 million
leva of notes issued by the Nationa! Bank.
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lthe (total deposits) and that the spread between the two has tended
to widen,

Regulations regarding cover for the note circulation (or note
circulation and deposits of central banks) have been either suspended
altogether orfelst adjusted to the rapid growth in the volume of
money. Reserve requirements had been abolished in Germany, Italy
and Greece before the war. They were suspended in France and Den-
mark at the outbreak of the war, in Belgium in March 1942, and in
the Netherlands in June 1943 by the German occupation authorities;
in May 1944 the Belgian Government suspended the reserve require-
ments with the express intention of enabling the Bank to use its gold
stock for reconstruction purposes. Elsewhere in Continental Europe
the reserve requirements have been met by the adoption of a broader
definition of foreign exchange so as to include Reichsmark balances.
In Sweden, elasticity was provided by the inclusion of gold held
abroad in the cover and by the revaluation of the gold at the market
price for purposes of calculating the reserve ratio. In Canada the
legal reserve requirements were suspended in 1940, and the gold hold-
ings of the Bank of Canada were transferred to the Foreign Ex-
change Control Board in exchange for Government securities. In
countries where the system of a fixed fiduciary issue is in force, the
legal limits were raised from time to time. In the United Kingdom,
the fiduciary issue was increased from £300 million to £580 million
at the outbreak of the war when the gold holding was transferred to
the Exchange Equalization Fund, and thirteen subsequent increases
brought the fiduciary issue to £1,250 million in December 1944. In
Japan, the distinction between fiduciary and non-fiduciary issues was
abolished in 19471, and the limit for the total issue was subsequently
raised on several occasions. In most of the countries which have ac-
cumulated foreign balances (the Middle East, Latin America, the
European neutrals, and the British Dominions—with the exception
of Canagda and India) no change was made in reserve requirements,
and the revised South African Reserve Bank Act of May 10th, 1944,
reimposed the obligation of the Reserve Bank to redeem its notes in
gold, though immediately after the enactment of the measure this
obligation was temporarily suspended. In the United States, the re-
serve ratio of the Federal Reserve Banks fell from a peak of 91%
in February 1942 to 48.6% in February 1945, the lowest point which
it has reached since March 1933; the lega! minimum ratio is 35%
for deposits and 40% for notes. )

In a number of countries, certain denominations of notes have
been withdrawn from circulation in order to reduce the amount of
notes outstanding or to prevent black market transactions, tax eva-
sion and breaches of exchange control and other regulations. The
underlying circumstances and the methods of withdrawal have been
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various. In the United Kingdom, the issue of notes of £10and upwards
was discontinued in April 1943 ; but the legal status of the outstanding
notes was not impaired until May 1st, 1945. Much more drastic steps
were taken in the Netherlands. In March 1943, the German authori-
ties declared invalid and called in all notes of 500 gdilddr and 1,000
guilder denominations, which represented about one quarter of the
total circulation. The ho]der of notes surrendered received their coun-
terpart only after payment of taxes due or payable in the current
year, and in certain cases after enquiries had been made into his
position. It was officially stated that out of a total of 870 million
guilders in large notes outstanding, 140 million guilders were not
surrendered. The net effect of the note withdrawal is visible in Dia-
gram 5. In Turkey, an attempt to reduce the note circulation was
combined with the capital levy mentioned above; but, as may be seen
in Diagram 5, the decline in the note circulation was of short dura-
tion. In Finland, the Government threatened in July 1943 to stamp
notes and to require the surrender of part of them against Govern-
ment securities; and a similar scheme was actually adopted in Bul-
garia.

Measures for combatting the inflation brought about by the Ger-
man occupation were adopted by Belgium and Greece in October
1944. In Belgium, all notes of 100-franc denomination and larger
had to be surrendered in exchange for new notes. Of these no one
person could receive more than 2,000 francs, and any balance due to
him was credited to a blocked account. At the same time all banking
deposits were blocked except for 10% of the depositor’s balance or
the amount credited to his account on the eve of the German inva-
sion in May 1940, whichever was the larger, or 1,000 francs per em-
ployee in the case of business firms. Of the balance, 40% was to be
released gradually and the remaining 60% was to be blocked indefi-
nitely and was liable to a capital levy on excess war profits. As a re-
sult, out of a note circulation of some 100,000 million francs, go,000
million were declared and 28,500 million reissued to the public.?
When on January 11th, 1945, the National Bank resumed the pub-
lication of periodic returns, the note circulation was shown at 42,700
million, the balance between the amount released as a result of the
note conversion and the amount actually in circulation two months
later reflecting mainly the needs for Belgian currency by the Allied
Armies.

In Greece, new drachma notes were issued early in November 1944
at a rate of one new drachma for 50,000 million old drachmae. The
Bank of Greece declared its willingness to exchange old drachmae

1 The initial conversion of 2,000 francs per head produced 14,500 million francs; a

second release made a fortnight after the first amounted to 13,000 million; and the
balance of about 1,000 million was released for meeting cases of individual hardship.
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‘against the new ones at any time and fixed the rate of exchange be-
tween the new drachma and the pound sterling at 600 drachmae =
£1. The new currency is covered by gold earmarked in London and
by foreign exchange. The total of the Bank’s earmarked gold and
foreign excpange reserves is reputed to be £42 million.

The war-time expansion in the volume of money has in most
countries been more than proportional to the growth in the volume
of monetary transactions. In other words, the public has become more
liquid; the “velocity of circulation” of the money supply has de-
clined. As indicated before, this slowing down of the average turn-
over rate of money has been due in some measure to war-time restric-
tions on private spending.

A comparison of the money supply with the national income af-
fords a rough indication of change in the “income” velocity of money
—that 1s, in the rate of turnover of money against final income
(wages, rents, dividends, interest, etc.). For three countries, such a
comparison is made in Table 24. In Canada, it will be seen, there

Table 24

Supply of Money Compared with National Income

A. National Income (at factor cost, excluding indirect taxation).
B. Note and Coin Circulation outside Banks.
C. Cémmercial Bank Sight Deposits.
D. B plus Cas % of A

. National currencies (000,000s)

1938 1030 1040 X041 1042 1043 1044

United Kingdom A 4610 4070 5913 6877 7554 8070 8334
B 43 48 525 608 723 933 1,104

C 1244 1252 1487 1885 21 2,455 2763

D 37 35 34 36 k) 42 46

United States A 64,200 70800 77,600 06,000 122,200 149400 160,700
B 5417 6005 6690 8204 10036 15814 2088t

. C 24912 28,147 32790 38,070 43707 64,087 79,571

D 47 43 sI 48 45 53 62

Canada A 428 4570 5391 6426 8044 8724 0,186
B 205 =216 287 386 523 688 833

C 784 888 1,102 1410 1,688 2140 2434

D 23 24 26 28 27 32 36

Note: United Kingdom: B and C: Aanual averages, C: London Clearin ;
current accounts. United States: B and C: End of June res. B: Currgn?yugfxst:
side banks. C: All banks, demand deposits (other than inter ) and United States
Government deposits. Canada: B and C: Annual averages. B: Total active note
ur.culatm C: Chartered banks; demand and Government deposits.

Provisioml.

has been an almost continuous rise in the ratio of money (3

; T . y (s.e., note
clfcula;t.:on plus d‘emand‘ deposits) to national income. Thc(ratio de-
clined in the United Kingdom between 1939 and 1940, and in the
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United States between 1940 and 1942, as the expansion in national ®
income was particularly rapid during the early years of war economy.
Subsequently, the average income velocity of money in both the
United Kingdom and the United States shows a marked decline, as
indicated by the rise in the ratio of money supply to nfiticgial income.

For the United Kingdom, figures have been published showing the
ownership of commercial bank deposits (see Table 25).?

Table 25
United Kingdom: Clearing Bank Deposits as Percentage
of National Income
Deposits outstanding Deposits as Percentage
on June 3oth of National Income
(000,000's) (%)

1940 1041 1042 1043 1044 1940 I04I 1942 1043 1044
Total deposits 1,507 2,087 2,463 2886 3,330 255 303 326 357 400
Pergonal deposits 617 661 704 859 1,032 104 06 03 106 124
Business deposits 890 1,426 1,750 2,027 2,208 15.1 207 23.3 251 27.6

From these it appears that “personal” deposits have not increased
greatly out of proportion to income; it is the ratio of business
deposits to income payments that has risen. For the United States,
a survey of demand deposits at all banks® shows that personal de-
posits continued to grow in 1944 while business depositsy which had
previously been rising, declined slightly.

The velocity of circulation of bank deposits, unlike that of notes
and coins, can be roughly gauged by comparing the variations in
' bank deposits with the variations in bank clearings or debits. The
indices obtained in this way reflect the turnover rate of bank deposits,
not merely against income payments, but against all monetary trans-
actions entering into the bank clearing or debit figures. For twenty-
four countries such indices are given in Diagram 6. They show ig most
cases a marked decline in the velocity of circulation of commercial-
bank demand deposits. Only for Hungary and Roumania do the
indices (available up to the end of 1942 and the middle of 1943,
respectivelw) show a considerable increase. This is not surprising
since, in these two countries, government controls were comparatively
ineffective and prices rose very substantially. The public, if free to
do so, usually react to an inflation of prices by speeding up the rate
at which they spend their money. It is a remarkable fact, however,
that even in countries such as India and Mexico, where an infla-
tionary rise in prices occurred, the turnover-rate of bank deposits

1“An Analysis of the Sources of War Finance and Estimates of the National In-

come and Expenditure in the Years 1938-1943." Cmd. 6520. For 1944, Cmd. 6623.
% Federal Reserve Bulletin, April 1045.
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Diagram 6
Velocity of Circulation of Commercial Bank Deposits®
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declined below the pre-war level, as it did in most of the othef
countries included in Diagram 6,

The changes in the supply of money and in prices in the course of
the five years of the present war and in the First World War are
shown in Diagram 7. The diagram allows us to make a rough and
very tentative comparison between the changes in the supply of
money and prices in the two wars. The curves of note circulation
show that Greece and Italy (apart from China, for which no recent
figures have been made public) are the only countries where the de-
gree of inflation was much greater in 1939-1944 than in 1914-1919.
In the United States, Canada, New Zealand, India, Japan, the Neth-
erlands, Norway, the Argentine, Brazil and Chile, the range of in-
dices of the currency circulation in the present war is somewhat
higher than in the last one; in France and in the United Kingdom
(and also in Denmark, which is not represented in the diagram)
the relative expansion was about the same in the two wars. In all
the other countries covered by the diagram the expansion has been
considerably less in the present war than it was in the last. The in-
crease in commercial bank sight deposits also proceeded at a slower
rate and was smaller in magnitude in 1939-44 than in 1914-10.
The United States, Australia and Canada are the only countries with
higher increases this time than last; in the United Kingdom the ex-
pansion was about the same in both wars. A similar difference may
be noticed in price movements: in the fifth year of the, present war
the official price index in all countries except Greece and China, and
some Middle Eastern countries, was lower in relation to the pre-war
level than it was in 1919; and whereas in the First World War the
expansion of the note circulation was accompanied by price changes
of comparable magnitude, the present increase in circulation has,
in most countries, been appreciably greater than the rise in prices.

INTEREST RATES AND SECURITY PRICES o

A characteristic feature of the financial side of the present war is
the low level of interest rates. In almost all countries the cheap-
money policies of the period before the war were continued, and
Governméhts borrowed their huge requirements of funds at interest
rates which were held down by a variety of controls and in a market
that was becoming increasingly liquid as the result of monetary ex-
pansion. It will be seen from Diagram 8 that long-term interest
rates, as reflected in the yield of government bonds, have declined
almost without interruption in a large number of countries; short-
term interest rates, though frequently controlled by agreements among
banks, have also shown a continual downward tendency, while the
spread between short- and long-term rates has been narrowed. There
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Diagram 7
Supply of Money and Movement of Prices
n I9014-19 and 1939-44
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Diagram 7 (concluded)
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Note: Gold coins outstanding in 1913 which had been withdrawn from circulation
after the outbreak of the war have been taken into account in estimating the mone-
tary supply in 1913.

were no changes in central-bank discount rates in 1943; in 1944 and
at the beginning of 1945 several reductions were made: in Portugal
from 3 to 2)4% on January 12th, 1944, in Canada from 3% to
1% % on February 8th, 1944, in Italy from 41 to 4% on Septem-
ber 11th, 1944, in Belgium from 2 to 12% on January 16th, 1945,
in France from 134 to 1358% on January 2oth, 1945, in Sweden
from 3 to 2/2% on February gth, 1945. The new French discount
rate is the lowest since the foundation of the Bank of France; a dis-
count rate of 212 % has only once before been in force in Sweden,
namely, from December Ist, 1933 to April 1st, 1935. The Bank of
Greece raised its discount rate early in December 1944 from 6 to
11%.

Italy has been one of the principal exceptions to this world-wide
tendency towards falling interest rates. The longer-term borrowing
of the Italian Government has mostly taken the form of 5% tax-
free nine-year Treasury bonds issued at 97%% and yielding 5.93%,
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Diagram 8
Bond Yields and Money Rates
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including prizes. An attempt was made in September 1942 to borrow’
at 4% at an issue price of 92 (giving an effective yield, including
prizes, of 5.68% ), but it proved necessary to revert to the previous
terms of borrowing in 1943. Other countries whose interest rates
have remained high are Roumania, where Government_ bonds still
yield over 7%, Hungary where they yield over 6%, Finland, "and
some Latin-American countries (Chile with over 8%, Colombia with
almost 7%, and Uruguay with almost §%).! In the U.S.S.R., war
loans with a 20-year maturity carry interest at 2% or bear no interest
at all, but entitle the holder to participation in the drawing of prizes.

In a number of countries maximum rates for bank interest have
been fixed by the Government or other authorities. Thus in Australia,
under the National Security Regulations, maximum rates were estab-
lished by the Commonwealth Bank in 1942. The rates were lowered
in January 1944 and again in August 1944 in order to induce the
public to invest in Government bonds rather than to keep savings
deposits. Only in Italy, and some countries in southeastern Europe,
have the rates of interest paid on deposits been increased in recent
years. The Bank of Italy raised the rate on savings deposits from
1% to 3% in March 1943.

Changes in the market value of industrial shares are shown for
a number of countries in Diagram g; and the percentage change in
1939-1944 and in 1944 is given in Table 26. It will be seen that,
disregarding Japan, where a rigid control prevented any rise, Canada
is the only country where share prices are still below the pre-war
level. Southeastern Europe, the western European countries that were
occupied by Germany, and Mexico, are the areas where the inflation
of security values has been most extreme. But the turnover on stock
exchanges in the European areas fell to a fraction. of the pre-war
volume, and quotations in ‘“underground” markets rose even more
than the official price indices. Greece is not shown because of the
lack of data, but price quotations for individual shares rose to sev-
eral hundred thousand times their pre-war level. ¢

When inflation is anticipated, it is usually reflected in the move-
ment of stock prices, and it is interesting, therefore, to consider the
increase iw share values against the background of the movement of
commodity price levels and the cost of living. A comparison with
the movement of price indices (see Chapter V) shows that in the
United Kingdom, the British Dominions, Sweden and Switzerland,
the rise in share prices was smaller than the increase in wholesale
prices. New Zealand is the only country in this group where security
values rose more than the cost of living. In the United Kingdom and
in Australia the increase in the two indices was about equal. In

1 For countries not covered by Diagram 8, see League of Nations Monthly
Bulletin of Statistics, Money Market Rates and Percentage Yield of Bonds.
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Diagram ¢

Movement of Market Value of Industrial Shares
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Diagram ¢ (concluded)
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Table 26

Prices of Industrial Shares
A: Percentage change from January-June 1939 to December 1944

B: Psrccm;ge changes during last twelve months

Country A B Country A B
France ......... +423* — Venezuela ........ +41 + 5
Mexico ......... +350 — 7 Peru ............. 40d +
Hungary ....... +293% — 19t Uraguay -.cecoees + 38t +asf
Belgium ........ +255e 4+ 2« New Zealand ..... +30 + 3
India ........... +143¢ +25¢° Sweden .......... 4258 + 108
Netherlands .... —110d —3d Ireland .......... +23 + 2
Portugal ....... +102¢ +20° Australia ......... +15¢ + 2=
Finland ........ 4+ 76 —1 United States ..... +15 +14
Germany ....... + 584 + 4 Chile .....cce.... —_ 3 —I1E
United Kingdom , <+ 42 +14 Switzerland ...... — 8 0
Colombia ....... + 420 +21 Japan .........0. —-— —108
Denmark ....... + 41 — 3 Canada ........... —1I11 +

Percentage change to: * April 1944. ®June 1944. © August 1944. 9July 1944
¢ September 1944, f October 1944. &€ November 1944

western and southeastern Europe, on the other hand, security values
rose further than the official indices of prices and the cost of living,
and the yield of shares in these countries fell below the yield on
Government bonds.

In Germany and German-occupied countries, dealings in shares
were gradually made subject to more and more strict controls. At
first, stress was laid on indirect measures, such as taxes on profits
and capital gains and the limitation of dividends, but from 1940
onwards more drastic steps were taken with a view to controlling not
only quotations, but also the turnover and the entire market activity.
These included the abolition of forward dealings; the concentration
of all dealings on the official market (1941 and 1942) ; the registra-
tion of shares (1941 and 1942) ; the fixing first of “guiding” quota-
tions for leading shares (1942), and later of ‘‘stop” rates above
which quotations were forbidden (1943) ; the rationing of purchases
(1942) ; and the compulsory declaration of security holdings and
their sale, as and when required by the Government, for Treasury
bonds that were blocked for the duration of the war. As a fule, meas-
ures taken in Berlin were extended to Vienna and Prague, and in
modified form to Amsterdam, Brussels and Paris; some time later,
similar measures were taken in Milan, Budapest and Bucharest. As
a result of the increasingly rigid controls, the volume of transactions
fell to negligible amounts.

It may be added that transfers and prices of real estate have also
been made subject to control in a number of Continental European
countries, including Denmark, France, Germany and Italy and the
Balkans, and also in Australia.
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CURRENCIES OF LIBERATED COUNTRIES

The exchange rates between the currencies of the liberated coun-
tries of western Europe and the pound sterling and the dollar have
been fixed below those existing before the war. At,first, the new
rates of exchange were fixed tentatively for the purpose uf convert-
ing the Allied currencies into the local currencies of the liberated
territories. In October 1944, however, the United Kingdom con-
cluded monetary agreements with Belgium and the Netherlands, for-
mally endorsing the provisional exchange rates, and providing that
these “‘official rates” should not be varied by either of the contracting
Governments except after consultation with the other. Similarly, the
Anglo-French Financial agreement of March 27th, 1945 provided
that the existing rate of exchange may only be modified after mutual
consultation.

The accompanying statement shows the new rates, together with
those which prevailed prior to the suspension of trading in the cur-
rencies concerned in May and June 1940:

Equivalent of £ or

$ in currency unit of; P New Rate s . Old Rate
$
Belgium .......cc0eciivinnnns 176.62 43.77 123.00 29.60
France .....ccvevereenvcnnan. 200.00 50.00 176.50 43.80
Netherlands .........cocvuuen 10.60 2.65 7.60 1.88

As compared with the 1940 level, the new rates for the Belgian franc
and the Dutch guilder represent a depreciation of slightly over 30%
and that for the French franc a depreciation of about 12%. The
old rate for the French franc had been formally recognized in the
Anglo-French Financial Agreement of December 4th, 1939, and was
applied after June 1940 in the Free French territories of Equatorial
Africa, in Oceania, in French establishments in India, and later also
in Syria and Lebanon. A rate as high as 300 francs to the £ (75
francs to the $) was fixed in November 1942 in French North
Africa, but it soon proved necessary to alter it, and in Februar 1943
it was reduced to 200 francs to the £ (50 francs to the $). The new
Belgian rate gives a lower value to the Belgian franc than that which
prevailed ipnmediately before Belgium was invaded in 1940. It is,
however, identical with the rate fixed in June 1940 for the Belgian
Congo franc. The Dutch rate, on the other hand, is higher than the
rate of 7.60 guilders = £1 at which the Dutch West Indies and
(prior to the Japanese occupation) the Dutch East Indies currency
was pegged to sterling. The new rate of 10.69 guilders is the cross-
rate obtained on the basis of the exchange rate of 1 guilder = 16.52
Belgian francs which was fixed in the Belgo-Dutch monetary agree-
ment of October 21st, 1043.

Under this agreement, which was followed in September 1944 by
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another agreement intended to prepare thg: way for a permanent and
complete Customs Union, the two countries arranged to put enough
funds at each others’ disposal to prevent payments between the franc
and guilder areas from being impeded by a shortage of guilders in
the one or francs in the other. Similarly, the Anglo-Belgian and
Ariglo-Dufch agreements of October 1944, the Franco-Belgian agree-
ment of February 1945, and the Anglo-French agreement of Mal:ch
1945 set up machinery for settling payments bet'“[e_en t.he respective
monetary areas and provided for overdraft facilities in respect of
their mutual payments up to a certain maximum; no such limit, how-
ever, has been set in the Anglo-Swedish agreement of March 6th,
1945. The agreements, while bilateral in form, were specifically stated
to be open to the accession of other countries.

In Greece, a new relationship between the drachma and the pound
sterling was fixed on November 11th, 1944 as part of the currency
reform mentioned earlier. The parity for the pound sterling was
fixed at 600 drachmae = £1 (the rate in 1940 was 5§30 drachmae).
In the early phases of liberation, the pound notes issued by the British
Military Authority were exchanged at varying rates which were
driven up to thirty trillion drachmae for one pound before the stabil-
ization of the drachma. It may be added that the Greek authorities
fixed the drachma value of the gold sovereign at four times that of
the pound note. This corresponds to double the London price of the
soveréign.

In Belgium, the Netherlands, France (after the completion of the
initial military operations) and in Greece, local notes were supplied
to the Allied forces by the national authorities in the countries con-
cerned.’ A similar procedure was followed in the parts of Czecho-
slovakia that were liberated by the Russian armies. The pre-war par-
ity of 100 Czechoslovak crowns to 18 roubles is still in force. In Po-
land, a new National Bank was established with a temporary seat at
Lublin and early in January 1945 the notes of the “Issue Bank in
Cracdw,” set up by the German occupation authorities, were with-
drawn from circulation.” “Cracow notes” up to 500 zlotys per person
were exchanged at par against the new ones, while amounts in ex-
cess of 500 zlotys were blocked, together with all bank deposits, with
exceptions provided for business, governmental organizations, wel-

11In France, the so-called Tricolor notes, printed in the United States and used in
the initial stages of the invasion, were almost completely withdrawn in the second
half of 1944; both these notes (5,400 million francs in December 1944) and the notes
evacuated tp England in 1940 and used by the Allies in the course of military
operations (6,082 million francs) are included in the French note circulation as

shown in Table 23 (together with 4,200 million appropriated the Free French
for the needs of the Resistance movement). pprop by «

2In a despatch from Lublin to the New York Times, January 10th, 1045, the zloty

nqmrinted by the German occupation authorities were stated to amount to 15,000
m
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fare institutions, etc. The rate of exchange between the new zloty,
and the rouble was fixed at one to one.

In the Philippines, a new issue of Philippine currency was put
into circulation in November 1944, the pre-war exchange rate of
two pesos to one dollar being maintained.

In the central Pacific, the invading American forces brought with
them for their own use and for the use of the local inhabitants the
“Hawaiian dollar.” This currency was first issued in July 1942, when
a threat to Hawaii still existed. It consisted of silver certificates and .
Federal Reserve notes bearing the overprint “Hawaii” and replaced
the currency previously in circulation, which was withdrawn. The
new currency was later used also in the reconquered islands of the
central Pacific. The rate of exchange is 20 Japanese military yen to
one dollar (against 4.27 yen to the $ before the war). However, a
rate of 10 yen to the dollar was established for Japan proper in March
1945, when American forces invaded the Ryukyu Islands.

In Germany, Allied occupation marks, circulating at par with the
Reichsmark, have been issued at the rate of 40 marks to the £ or 10
marks to the $, “for the purpose of computing the pay of troops.”
This rate represents one-fourth of the pre-war official quotation, but
most transactions were conducted before the war at much lower rates,
which depreciated further during the war,

On the basis of the official exchange relationships fixed between
the French franc, the £ and the $, the value of the Reichsmark in
terms of the franc would be 1 mark to 5 francs; but a®special ex-
change rate of 15 francs was granted to the residents of Alsace-Lor-
raine. For amounts which could be proved to have been held prior to
1940 an exchange rate of 20 francs was accorded. This concession
was made in order to enable the population to reconvert Reichsmark
holdings into francs on about the same basis as was fixed by the Ger-
man authorities in 1940. In fact, however, only cash holdings could
be converted, because the books of the banks had been removed by
the Germans. In Luxemburg, where the Reichsmark had circulated as
sole legal tender since 1941, the German currency was exchanged at
the rate of 1 mark to 10 Luxemburg francs for amounts up to 100
marks for each household, higher amounts being converted at §
francs. Ol® Belgian and Luxemburg notes had also to be declared.
Cash exchanges were limited to 2,000 francs per person, the re-
mainder being blocked provisionally. Book claims in existence before
the incorporation of Luxemburg into the German monetary system
in 1941 were converted at par, and those which arose later at §
francs, quadrupling the public debt of Luxemburg.

In Italy, the rate was fixed in July 1943 at 4o0 lire to the £
(100 lire to the $), after being reduced from the rate of 480 lire to
the £ which had been applied in Italian colonies since January 1943.



— 224 —

. The new rate represented about a fourth of the nominal pre-war value
of the currency, but, as in the case of Germany, the unofficial rates
were much lower than the official.’ An announcement made by the
President of the United States in October 1944 stated that the United
States Government would make available to the Italian Government
the dollar <quivalent of the military lire issued in Italy as pay to U.S.
troops.* In Roumania, the exchange rate was fixed in July 1944 at
100 lei to the rouble. Four years earlier (August 1940) when the
U.S.S.R. occupied Bessarabia and Bukovina, lei were exchanged at
the rate of 100 lei for 2.50 roubles, and the following year, when
Roumania occupied Russian territories, the value given to the leu was
one rouble. This is a striking illustration of the rapid changes through
which some parts of Europe have passed in recent years. In Bulgaria,
the rouble-leva rate was fixed at 1 rouble to 15 leva.

i For the values of the various types of marks and lire from 1938 to September
1044, see Money and Banking 1942/44, Table 1.

? According to a statement by the Italian Minister of Finance, reported in the
New York Times of April 4th, 1945, Allied occupation lire amounted to §2,000
million at the end of December 1044 ; in additton, the circulation in Italy, excluding
the German-held territory, was stated to amount to 176,000 million. An over-all total
f:;]'.both Ir:c-rts of the country was estimated at 260,000 million, excluding Allied

tary



CHAPTER V
PRICE MOVEMENTS AND PRICE CONTROL

PricE MOVEMENTS

Prices continued to increase almost everywhere in 1943 and 1944,
though at a slower rate than during the period prior to the middle of
1942. The rate of increase varied considerably from area to area. In
Table 1 three areas are distinguished : Europe, the Middle East and
India, and the rest of the world. Within each of the three groups the
countries are arranged in order of the rate at which their price levels
rose during 1943. For the monthly movement of price indices from
the beginning of the war up to 1944, reference should be made to
Diagram 1, pages 227-229.

In considering price movements in the various countries, it is impor-
tant to keep in mind that the changes brought about by the war have
in some cases affected the reliability or representativeness of the in-
dices, making it exceedingly difficult to analyze price fluctuations on
the basis of the published wholesale-price and cost-of-living indices.
This is so for several reasons. First, since price indices are based on
official price quotations, they are not truly representative of the actual
prices paid in countries where a considerable proportion of the market
transactions goes through the black market. Secondly, quality deterio-
ration is seldom adequately reflected in the indices. Thirdly, since cost-
of-living indices are widely used as a basis for wage adjustments, they
are sometimes subject to special measures aimed at stabilizing them.
Thus in some countries the government keeps the index from rising by
subsidizing only those commodities which enter into the index, while
allowing the prices of other commodities not covered by the index to
rise. Similarly, if the weights of commodities which are components of
the index are reduced in accordance with changes in rationing, it may
happen that a cost-of-living index remains stable in spite of the fact
that prices are rising.

In the United Kingdom, Scandinavia and Central Europe, the
applicatiog of rigid price-control measures brought price movements,
as reflected in the indices, to a virtual standstill.

In eastern and southern Europe prices continued to rise during
1943 and 1944. In Italy, Yugoslavia, and above all, Greece, the rate
of increase in prices assumed the character of a full-fledged inflation.
Statistical data of the price movements in these countries are scarce,
since indices are no longer published.

No official indices of wholesale prices and the cost of living are
published in France, but an unofficial calculation based exclusively on
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Table 1

Percentage Increase or Decrease (—) in Wholesale Prices in Certain
Countries ( December to December)

1. Ewrope 1042 1943 1044 1I. Middle East and India 1042 1943 1944
Sweden ¢ 9 ©o o Turkey 134 —I1 —3°
Denmark 2 1 2 Palestine 34 13 3
United Kingdom 4 I 2 Egypt 38 17 13
Germany 2 1t o Syria (Beirut) st 18 21
Norway g I I Iraq 102 19 —i8
Switzerland 2 o India $4 27 )
Spain 1z 7 6 Iran 100 34 0
Finland 25 12 8 .

Bulgaria 20 15° . I, Other Couniries
Portugal l% 2 9 Australia 12 1 1
Hungary 16 szt . United States 7 2 1
Chile 23 2 10
Venezuela 12 3 12
Union of South Africa 13 5 1
Costa Rica 41 5§ II
& December 1943-November 1044 New Zealand 7 6 |
b December 1943-October 1944 Canada 4 6 o
¢ Decernber 1942-August 1943 Argentine 13 6 6
2 December 1942-October 1943 Japan 3 ¢ Iab
¢ December 1943-September 1944 Peru 18 10 1
! January 1942-December 1942 Mexico ) 8 27 m
5 April 1942 December 1942 China (Chungking) 788 16g 1488

official .price quotations is available.” The increase in prices since the
beginning of the war is shown in Table 2, page 230.

The table shows that wholesale prices in France increased at a
decreasing rate while the cost of living increased at an increasing rate.
In each year from 1940 to 1943 the percentage rise in the cost of living
was greater than in the preceding year. During the first four months
of 1944 the cost-of-living index was rising at an annual rate of about
24%. It is difficult to estimate how large a proportion of foodstuffs
and other commodities were obtained at black market prices, but
various French estimates, which include prices for goods bought in
the black market, indicate that the rise in the cost of living may have
been almost double that indicated by the index based on the controlled
prices alone. The upward movement of prices seems to have continued
even after the liberation of France. In October 1944 the pric. of wheat
was raised from 410 francs to 450 francs per 100 kilos, and the price
of bread from 3.60 francs to 4.90 francs per kilo.* At the end of
1944 the cost of living, on the basis of official prices, was about three
times—and on the basis of both official and black market prices, about
six times—as high as before the war,

_1 Calculated by, and published in, La conjoncture économique et financire. The in-

dices are based on the controlled wholesale and retail prices as given in Stotistigue
génévale de la France.

2 The Ecomomist (London), October 14th, 1944.
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Diagram 1
Wholesale Prices and Cost of Living
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Diagram 1 (continued)
Wholesale Prices and Cost of Living
First half of 1939 = 100
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Diagram 1 (concluded)

Wholesale Prices and Cost of Living
First half of 1930 = 100
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Table 2

France: Price Indices
(based on official prices only)
August 1939 = 100

1939 1940 1041 1942 1043 1044
Dec. Dec. Dec. Dec. Dec. April

Wholesale prices 126 157 190 227 261 270
Year-to-year % increase — 25 21 20 15 —_
Cost of living 111 130 154 184 237 156
Year-to-year % increase — 17 18 20 29 —

In Italy, it has been estimated! that the puschasing power of the
lira fell from a base figure of 100 in 1935 tq 25 or less in 1943. A
general price and wage stop was decreed at the outbreak of the war,
but prices continued nevertheless to rise, with wages lagging far
behind. Since the Armistice, conditions have deteriorated still further.
For northern Italy only scattered information is available. The strikes
for wage adjustments to the increased cost of living, and the devalua-
tion of the lira in terms of marks by the German Government are
probably indicative, however, of rapidly rising prices. In southern
Italy the inflation of prices has been very serious. The bad harvest in
1943, the systematic destruction by the retreating Germans of all
kinds of_stocks and supplies, the breakdown of the railway system as
the result of lack of coal and electric power, and the large volume of
spending by Allied troops are among the causes. In a survey made by
the Chamber of Labour in Rome, it is estimated that in June 1944 the
cost of living of a typical working-class family in that city was 649%
above the level of November 1940.7 For the period between November
1943 and June 1944, it was calculated that the cost of living rose by
more than 80%.

In southeastern Europe price movements were greatly influenced by
the diseouilibrium in the balance of trade between Germany and the
satellite countries. Germany was increasingly unable to pay for her
imports with exports of manufactured articles. The usual procedure
was for the national banks to pay out local currency to exporters
against the assets represented by their claims on Germary. These
assets could not be used to finance imports and were, for all practical
purposes, blocked. The process of advancing funds to the exporters
increased the volume of money in the exporting country, while the
volume of goods available for consumption declined,

In Hungary wholesale prices increased by 52% from December
1942 to October 1943. At the beginning of July 1943 the Government

1 By the Italian economist, Einaudi, in an article published in the Stampa of Turin.

(Quoted: by the Agence Economique et Financidre, August 31st, 1043.
2The New York Times, July 16th, 1044, page 17. gust 3rst, 1043.)
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established a comprehensive system of price and wage control, and
imposed the compulsory delivery of agricultural products on the basis
of a system of fixed quotas. As a concession to the farmers, and in
order to ensure satisfactory deliveries to the markets, a price rise of
about 30% for wheat and other agricultural con®modities was de-
creed. As a consequence of these price increases, wagé increases of
comparable magnitude were also granted by the Government.

Next to Hungary, Bulgaria was the country in southeastern Europe
which showed the greatest increase in wholesale prices during 1943.
Prices rose by 20% from December 1941 to December 1942, and by
15% from December 1942 to August 1943.

Unofhicial estimates® indicate that the index of retail prices in Rou-
mania rose from 100 i§ August 1939 to 311 in September 1942 and to
457 in September 1943. This means a rise of 47% during the year
September 1942-September 1943. However, the fortunate occurrence
in 1943 of a harvest which was said to have been the best in fifty years,
probably served to arrest the upward movement of prices, at least for
the following few months. It is reported that the record cereal harvest
and the scarcity of storage space induced Roumanian farmers to sell
their products even below the official prices,® a phenomenon which was
otherwise unheard of in wartime Europe.

There is no index available to measure the enormous inflation of
prices in Greece. Figures for the expansion of the note circyjation, as
shown in the preceding chapter, indicate a degree of inflation which is
unsurpassed in any other European country. The movement of prices
for important food products is shown by the following figures:*

Table 3
Greece: Prices of Food Products (in drachmae)

Oct. 1940 Aug. 1043 Dec. 1943 June 1944
Bread Oka (2461bs.) 10 7,000 34,000 2,000,000
Potatoes " 6 7,500 28,000 ® 2,000,000
Flour " 12 14,000 38,000
Sugar u 19 24,000 110,000
Eggs (unit price) 2 1,800 10,000 .
Meat Oka 50 3,600 160,000 8,000,000
Milk b 10 2,000 30,000 .

The adjustments made from time to time in the effective exchange
rate between Greece and Germany did not correspond with the infla-
tion of prices in Greece. In order to maintain trade relations under
such conditions, a German-Greek Commodity Equalization Company
was created with the purpose of equalizing import and export prices

1 Published in the Siidosi-Economisi, November 26th, 1943."

t Siidost-Economist, October 15th, 1043, .
? See Nachrichien ft‘ir Aussenhondel, December 17th, 1943 and later issues.
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by imposing import levies and using the proceeds for making pay-
ments to the Greek exporters. Germany’s exchange rates with the
other Balkan countries were kept unchanged, and the rise in prices in
these countries created difficulties similar to those encountered in
Greecg. A more complete discussion of the interrelations between price
movements and foreign trade is given in the chapter on International
Trade.

In some parts of southeastern Europe money lost much of its im-
portance as a means of payment. This fact was officially acknowledged
in Croatia, where the Chamber of Industry elaborated a complicated
scheme of barter trade.! Farmers who delivered agricultural products
in excess of their compulsory quotas were pai¢h by the State in kind
(in salt, tobacco, cigars, cigarettes and matches).

In the Middle East and India the inflation has been of dimensions
that were reached in few other countries. In Syria (Beirut) wholesale
prices rose by 800% from July 1939 to December 1943, but the rate
of increase slowed down considerably in 1943. In Iraq prices increased
by almost 600% between the first half of 1939 and the end of 1943.
The Turkish index increased by about the same percentage up to June
1943, when it reached its peak. During the subsequent six months it
declined, and in December 1943 the index of wholesale prices in
Istanbul was actually 11 % lower than a year earlier. In Iran prices in
December 1943 were 406% above the pre-war average (January to
June 1939). In Palestine prices more than trebled over the same
period. In India the upward movement of prices continued until
September 1943, when they reached a level 253% above the aver-
age for the first half of 1939. During the following three months,
however, the index declined by 14%. Such data as are available indi-
cate that in most Middle-Eastern countries prices during 1944 did not
rise very much above the level reached at the end of 1943 and in some
cases they declined. Only in Syria (Beirut) did wholesale prices show
a greater, rise in 1944 than in 1943.

The conditions which led to inflation in the Middle East do not
differ essentially from those which disturbed the economic equilibrium
of India. Italy’s entry into the war in 1940 cut the shortest supply
route. The high rate of sinking of merchant ships during 1941 and
1942 further complicated the transport situation. Wartime expendi-
tures increased employment and wage incomes, thus bringing about
additional pressure on the shrinking food supplies. In addition, there
was heavy spending by the Allied Governments, and the extra pur-
chasing power thus released was not counterbalanced by increased
imports, nor was it absorbed by taxation.

The consequences of the disturbance in economic equilibrium were

m:fesn‘:he Adriazeitung, as quoted by the Neue Ziircher Zeitung of April 4th,
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particularly serious in areas where large parts of the population dre
living at or near the subsistence level. In the Middle East, shortages
developed into conditions close to famine. In certain parts of India,
where food prices were pushed up by the cutting off of rice imports
from Burma, the situation was even more serious than Jn the Middle
East. Peasants who were living on a very poor diet before the war met
with great difficulties in obtaining manufactured goods; their incen-
tive to sell their food produce was thus reduced; and they retained
more of it for their own consumption or for hoarding.

From the second half of 1943 onwards there was, however, a
marked improvement in the whole Middle-Eastern and Indian situa-
tion, In the first place) the changing course of the war caused troops
to be shifted from thefNear East to other theatres. Thus, Allied Gov-
ernment expenditures and spending by soldiers in the Middle East,
though not in India, were substantially reduced. In the second place,
the reopening to Allied shipping of the Mediterranean, together with
the increased number of ships available, eased the supply problem both
in the Middle East and in India. In the third place, price controls were
tightened up. In India, price control, along with policies for forcing
supplies of goods onto the market, resulted in price reductions. The
example of the “cotton cloth control” may be cited.! After the fixing
of maximum prices in June 1943, all supplies in the hands of mer-
chants had to be stamped with the fixed price and the date of manufac-
ture. All unstamped cloth had to be sold before January «, 1944, under
penalty of confiscation or heavy fines. In this way, the Government
succeeded in forcing onto the market a large quantity of cotton cloth
which had previously been hoarded by the merchants.

In the Latin-American countries, the upward movement of prices
was largely the consequence of a shortage of commodities resulting
from increased exports of primary goods and reduced imports of
manufactured articles. This shortage of goods could only to a limited
extent be met by an expansion of domestic production becauge of lack
of the necessary equipment, and the difficulty, under wartime condi-
tions, of obtaining it from the industrial nations.

In most of the Latin-American countries prices increased less in
1943 amdl 1944 than in 1942. An important factor in retarding the
general upward movement of prices was the stabilization, and in some
cases reduction, of prices for imported goods. This came about partly
as a consequence of price-control measures in the leading industrial
countries, which prevented the prices of their export goods from ris-
ing, and partly as a consequence of a decline in transport costs as the
improved shipping situation led to the reduction of war-risk insurance
rates.

Wholesale prices in Peru rose by only 10% during 1943, 3s com-

1 Cf. The Economist (London), July 8th, 1044, page 5I.
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pared with 18% in 1942. Most of the increase in 1943 occurred during
the first half of the year. During 1944 prices rose by only 1.4%. This
was in large part due to the slowing-up in the increase of the prices of
imported goods. The latter were more or less stable from August
1943 to Mayi19.44.

There were, however, some important exceptions to the slowing-up
of the price increase. In Mexico wholesale prices rose at an accelerated
rate in 1943. Whereas the index had risen by only 9% in 1942, it rose
by 26% in 1943, and in 1944 it increased by another 22%. The con-
tinuation of the rise seems to be due mostly to domestic factors, for
prices of imported goods kept the level they had reached during the
early part of 1942, and from April 1943 to M(,n'ch 1944 the value of
total imports exceeded that of exports.

For several of the South-American countries only cost-of-living
indices are available. Their movements were as follows:

Percentage Increase in Cost-of-Living Index
Dec. 1041-Dec. 19042 Dec. 1942-Dec. 19043 Dec. 1943-Dec. 1944

Braril 17 5 14
Bolivia 29 8 8
Colombia 11 19 19
Urugmay « 4 2 10

[

In the British Dominions wholesale prices showed little variation
during 1943. Except in Canada, where prices advanced by 6% in
1943, as compared with 4% in 1942, the upward movement of prices
had slowed down considerably. It came to an almost complete halt
during 1944, when wholesale prices in Canada, the Union of South
Africa, Australia and New Zealand remained at practically the De-
cember 5943 level.

In China prices continued their inflationary rise, and it is estimated
that in November 1944 they had reached a level 519 times that of the
first half of 1937." During the first eleven months of 1944 they rose
at an annual rate of 162 %, or at about the same rate as during 1943.

In Japan the official index of wholesale prices increased by 9% in
1043, as ed with only 3% in 1942. In the first ten months of
1944 there was a further rise by 12%. The increased pace of the up-
ward movement is largely accounted for by the substantial rise in
cereal prices. The Government raised the officially-fixed prices for
cereals by about 30%, on the average, in order to stimulate agricul-
tural production after the poor harvest of 1943,

-
1 According to an index published by Chungking Institute of Wartime Economics.
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Price CoNTrOL

In the United States the price stabilization policy was remarkably
successful during 1943 and 1944. In December 1944 wholesale
prices were only 114 % above the level of December 1943, compared
with an increase of 2% during the previous year. The corresponding
rise during 1942 had been 7%. The largest price rise in any year since
December 1939 occurred in 1941, when the increase was 17%. The
gradual slowing-down of the rate of increase of prices wassachieved
through the progressive extension of price controls by the Office of
Price Administration. The proportion of commodities under O.P.A.
control was greatly increased between 1941 and 1943, as is illustrated

by the fBllowing figures:
Commodities under O.P.A.
Price Control: |

% Of Toull "I!
% December 31, 1040 0
December 31, 1041 gs
December 31, 1942
December 31, 1043
1 Monthly Labor Review, February 1044, page 244. The percentages refer only to
those items which are included in the Wholesale Price Index of the Bureau of Labor
Statistics, but since the latter includes ‘gract:cally all the unportant itemns, the per-
centages give a fair representat:on of the extension of price control over®all com-
modities, gI‘he chief omissions are rye, most types of hay, and sheep.
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Diagram 3
W holesale Prices in the United States

First half of 1939 = 100
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B—Metals and metal products

C—Farm products
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Prices received by farmers were exempt from control until they
reached 110% of the “parity ratio”’’—a level which, for important
agricultural products, was not attained until 1943. In December 1942
the prices of only 20% of the farm products which are included in
the official wholesale price index had been controlled, but in Decem-
ber 1943 the percentage had increased to 75, and included the prices
of virtually all important foodstuffs.

Diagr4m 2 shows that farm products accounted for the main price
advances in 1943. The substantial improvement in the position of the
farmers can be seen from the fact that between August 1939 and the
latter part of 1941 prices of farm products rose from 71% tp 100%
of the “parity ratio” and reached an average of 117% in 1943. Dur-
ing 1944, prices of farm products in relation to non-farm products
declined slightly, the average for the year being 115% of “parity.”
The actual prices received by farmers were nearly twice as high in
1943 and in 1944 as they were in 1939.

From 1943 on, subsidies have been used extensively for the purpose
of checking the rise in wholesale prices and the cost of living. In

! The “parity ratio” is the ratio between prices received by farmers and prices paid

by farmefs (plus interest and taxes) during the base period from August 1909-July
1914.
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October 1943 the rate at which subsidies were being paid was equiva-
lent to an annual outlay of $1,143 million. Foodstuffs and livestock
accounted for 73% of the subsidies paid, metal ores 12%, transpor-
tation of petroleum products 9%, and certain other commodities 6%.*

The upward movement of food prices is largely ré&spogsible for the
3% increase in the wholesale price index during the first half of 1943.
From June 1943 to December 1944, however, the index increased by
only 0.7%. Fluctuations during the year were largely due to seasonal
changes in the supply of farm products.

The cost-of-living index stopped increasing after May 1943, when
it was 26% above the level of the base period January to June 1939.

During the subsequnt year the index did not change appreciably.
The latest available f%lure (April 1945) shows that it had risen
by only 1.6 % since May 1943.

As the War Labor Board uses the index in order to measure the
increase in cost of living in connection with appeals for wage adjust-
ments, the adequacy of the official index was challenged by various
labour groups; however, the chairman of a special Cost-of-Living
Committee, which had been appointed by the President to examine
the question, reported in November 1944 as follows:

1. “The accuracy of the Bureau of Labor Statistics index figures
for what they are intended to measure is confirmed. They are
entitled to the good reputation they have long enjoyed.” =

2. “Under the exceptional market conditions whicHf exist in war-
time and so long as we have a sellers’ market allowance should be
made for hidden increase in the cost of living of probably as much
as 3 and certainly not more than 4 percentage points due to quality
deterioration, disappearance of cheaper goods, decrease of special
sales and increases in under-reporting of prices actually charged.”

3. “If the index is to be used to represent changes in the cost of
living of urban workers in small as well as large cities, there should
be an upward adjustment of the index figures, but not mwre than
one-half of a percentage point.”

In the United Kingdom the official index of wholesale prices in-
creased 3§ the rate of about 2% per year between July 1942 and July
1944. In the latter part of 1944 the index showed no further increase.
The official cost-of-living index throughout the period 1942-44 was
practically stable. In 1943 the prices of foodstuffs covered by the
index rose slightly, but the increase on this account was more than
offset by the decline in the cost of clothing due to the remission of the
purchase tax on “utility clothing.” The index was kept stable by means
of price control, which covered practically all goods, and by means of

heavy subsidies for essential goods and services entering into the
[ ]
1 Survey of Current Business, January 1944, page IS.
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irdex. The total amount spent on subsidies increased from year to
year as follows:' '

£ (millions)
1939 20
1940 70
1041 140
1942 175
1943 190
1044 220

In his budget speech of April 25th, 1944, the Chancellor of the
Exchequer declared that “without these subsidies the cost-of-living
index might have been 45 to 50% over pre-war level com-
pared with the actual increase of 28%.”* Hqwever, he warned that
the tendency towards a general upward movelnent of wages made it
increasingly difficult for the Government to maintain prices at a stable
level. Having regard to ‘‘the higher domestic costs of production, and
also to import costs,” he expressed the opinion “that for the ensuing
year a range of the cost-of-living index of 30to 35% over the pre-war
level should be substituted for the 25 to 30% laid down by Sir Kings-
ley Wood in 1941.” There were no changes in the cost-of-living index
during the first half of 1944 ; however, a further rise in the price of
coal by 4 shillings per ton, due to the new wage agreements of Janu-
ary 1944 in the coal-mining industry which came into effect on
August “1st, 1944, caused an fncrease in the index of nearly 1%
between June'and September 1944.

The importance of the index as a criterion on which to base wage
adjustments led to discussions concerning the extent to which the
official index actually reflected the changes in retail prices since the
beginning of the war. Thus the London and Cambridge Economic
Service reports that, while the official cost-of-living index rose by
29% between August 1939 and June 1944, “it is, however, generally
considered that this index underestimates the effective rise, which may
be estinfated to be about 40% ."" It has been asserted that the index
underestimates the effect of rise in the cost of living, since it omits
such items as fruit and vegetables, which are not subsidized and have
undergone the greatest increase in price.

In Canada the cost-of-living index has been kept practicdlly stable
since the middle of 1942, but wholesale prices rose by 4% during 1942
and 6% during 1943. The increase in the latter year was mainly due
to the higher prices of farm and wood products. During 1944, how-
ever, the index was virtually stationary.

The effect of government subsidies upon prices is shown by the fact

. . . . .
s S o W s o Bt o Nt oo

2 The, Times, London, April 26th, 1044
? Royal Economic Society, Memorandum No. 99, July 1044



that the wholesale prices of farm products have risen much less than
the prices received by farmers.

Increases in Prices of Farm Products*

]
Wholesale Prices Prices Receifed by Firmers
March 1943- Aug. 1939- March- Aug. 1030-
Dec. 1943 Dec. 1943 Dec. 1043 Aug. 1043
Percentage Increase
Field products 6.9 61.7 21.6 .2
Animal products a8 57.2 7.0 270.2

first came into effect, ad December 31st, 1943, the total amount paid
out was $128 million, #f which $52 million was spent for food. The
largest single non-food item subsidized was petrol, which had under-
gone a sharp price rise owing to increased transport costs. In 1944
the total amount of subsidies paid was $98 million.

In Australia a general price ceiling for practically all goods and
services was announced by the Government on April 12th, 1943.
Prices were subsidized at the level prevailing at that date. The pegging
of prices did not, of course, mean that costs were also pegged. Where
costs had risen on account of higher landed costs of imported goods,
the replacement of sea transport by land transport, and similar. factors,
and where these increases could not be absorbed by reduging the profit
margins of the distributors, prices were kept down by the payment of
subsidies. During the second half of 1943 the cost-of-living index
declined because of increased government subsidies and the reduction
of the purchase tax on clothing. By December 1943 the index had
returned to the level of March 1943. There were no changes during
the first half of 1944. The wholesale price index likewise varied only
slightly between June 1943 and June 1944. As wages are adjusted
automatically to the cost of living, the success of the Govergment in
stabilizing the price level eliminated the cause for wage adjustments.

In Eire the Government also used subsidies in the effort to prevent
a rise in prices and consequently in the cost of living. For the fiscal
year 1942-43, the Minister of Finance estimated that £3.6 million
would be spent on subsidies for food and peat fuel. The cost-of-living
index had risen sharply since the beginning of the war. In November
1943 it was 70% above the average for January to June 1939. During
the subsequent twelve months, however, the index did not change ap-
preciably. The main reasons for the price rise up to the end of 1943
were the higher costs of imported goods, and the higher agricultural

1Source: Report of the Wartime Price ond Trade Boord, April 1st, 1943, to
December 3151, 1943, Ottawa, 19044

Between November 3941, when the programme of price subsidies
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peices, which were raised by the Government in order to stimulate
production.* )

In Sweden both wholesale prices and the cost of living have been
practically stable since the end of 1943. The stability is likewise due to
price and wage sontrol, and to Government subsidies amounting to
abouf 220 mfllion kronor per year.

Germany has a system of price control which is perhaps more rigid
than that of any other country. Official price indices showed no sig-
nificant changes during 1943 and the first three-quarters of 1944. In
1943 price control was continued along very much the same lines as
in 1942 ; however, as factories working on Government orders were
receiving prices for their products corresponding to their costs, widely
divergent prices existed for the same articlc;E? rom November 1941
onwards the attempt was made to replace the cbst price by a system of
uniform and group prices ( Einhetts-und Gruppenprerse).* These new
prices were fixed by government committees without prior negotia-
tion. The main purpose of the new system was to create an incentive
for the lowering of production costs; since prices were fixed at the
same level for whole groups of plants, a differential profit was
achieved by those factories which produced most efficiently. Pressure
to lower production costs still further was exercised by government
orders reducing uniform and group prices." The new system was
originally applied to armaments contracts only, but was later extended
to cover a wider field. Between November 1941 and November 1943
prices were fixed for 16,770 different products.*

The scarcity of consumers’ goods was reflected in large increases in
the prices of second-hand goods, amounting to several hundred per
cent since the beginning of the war. In 1943, however, it was reported
that price control had been extended to second-hand goods, which
henceforth were to be officially valued before sale. Barter trade was
increasing in importance.

< Waces AND WaGce CONTROL

In the United States a comprehensive system of wage control was
established in October 1942, and further measures for stabilizing
wages were taken subsequently. Thus, in April 1943, the War Labor
Board was directed not to grant further increases except in the case
of (1) “sub-standard wages,” (2) adjustments in accordance with
the “Little Steel formula,” and (3) promotions, reclassifications,
merit increases, or incentive wages. In its decision of November 25th,

! The Economist (London), December 11th, 1943.

2 Deutsche Wirtschafts Z estung, March 19th, 10943, page 115,

* Dewtsche Wirtschofts Zeitung, March 12th, 1943, page 97.

* Die Deutsebe Volkswirtschaft, 3. Novemberheit, 1943, page 1021.

¥ In the so-cilled “Little Steel formula,” wage increases up to 15% were authorized
as compensation for the cost-of-living increase between January 1041 and May 1942,
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1044, the Board again rejected demands of the Steel Workets’ Unien
for rises in pay in excess of what was allowed by the Little Steel
formula, since such increases were beyond the Board’s authonty to
grant under the existing wage stabilization policy; however, various
concessions concerning increased pay for work on ¥ight shifts,,more
liberal vacation and holiday pay, and the elimination of intra-plant
inequalities, were granted on condition that these adjustments would
not require any change in price ceilings.?

The movement of wages in manufacturing industry is shown be-
low. Between January 1939 and January 1944 weekly money earnings
of factory workers increased by 95.3%. This increase may be ex-
plained as follows:

. ‘a_ Percentage
{a) Increase in average houdtly earnings due to: Increase

(i) rise in basic wage rates 36.4
(ii) shifts of workers to better-paid jobs 13.0
(iii) extended work on overtime 9.1
Total increase in average hourly earnings 58.5
(b) Increase in average number of hours worked per week 23.2
(c) Increase in total weekly earnings due to (a) and (b) 05.3

In January 1945 average weekly earnings were 104.0% above the
level of January 1939. Basic wage rates had risen by 5. 2% since
January 1944 and were 43.5% higher than in January 1939

It must be kept in mind that the figures gwen above reflect only
approximately the changes which have occurred since January 1939.
Thus, for example, they take no account of such factors as the influx
of inexperienced workers into the factories and changes in the age and
sex composition of the employed labour force. If allowance is made
for the rise in the cost of living of 27% up to January 1945, the
increase in real weekly earnings appears to be about 62%. But this
figure still overstates the increase in the actual consumption of the
average worker, since it ignores the increase in the tax bursen, war
bond purchases, and other savings.

For Great Britain the Ministry of Labour estimates that average
basic wage rates in industry and agriculture increased by between 4
and 5% during 1943. From October 1938 to July 1944 wage rates
rose by about 52% and average weekly earnings of wage-earners

1 See text of National War Labor Board's order, New York Times, Nov. 26th,
1944. The policy of not granting wage increases going beyond the ‘Little Steel
formula” was confirmed by a later report to the President by the public members of
the Board. They pointed out that while average basic wage rates had increased by
36.7% between January 19041 and October 1044, cost-of-living essentials had risen
during the same period by less than 30%. As wages had advanced faster than .

average retail prices no change in the “Little Steel formula” seemedsto them to be
justified. See New York Times, February 23rd, 1045. ®
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if manulacturing and certain non-manufacturing industries by
about 82%. '

In both the United States and Great Britain agricultural wages
increased proportionately more than industrial wages. In Great
Britajn minimurt farm wages were raised in 1942 from 48 shillings
to 60 shillings a week, and in 1943 a further increase of 3 shillings
was granted.! In the United States the average monthly and daily
farm wage rose by 160% during the five years from July 1939 to July
1944. As the following indices show, however, farm wages in the
United States had not, even after this increase, reached the same
Qosition relative to industrial wages as they held before World War 1.*

ol

United States: Wage Indfces

Farm Wages ndustrial Wages
(Average of daily and (Average hourly earnings)
monthly rates) Manufacturing  Mining Building
191014 100 100 100 100
Yoy 1030 7 e 357 3%
Y 1943 73 I
Jualy 1944 328 (498) ve- 369

In Germany there has been practically no change in the hourly
earnings of wage-earners since the beginning of the war, though, of
course, average weekly earnings have moved upwards with the
lengthening of the working week.* There is, however, considerable
doubt as to whether the official wages quoted are in conformity with
those actually paid. The Frankfurter Zeitung* declared that “it is
useless to point out that statistical wages of farm workers are hardly
higher than a few years ago,” because “‘competent workers have to be
paid more than the agreed wages.”

From the experience of the three countries just considered, it
appears that the inflationary pressure of wages has come more from
the higher level of employment, the longer working week, overtime
pay, incentive pay, and shifts of workers from the consumption-goods
industries to better-paid employment in industries producing war
materials, than from the rise in hourly wage rates. It should, of course,
be kept in mind that, owing to heavier taxation, rationing, @ar bond
purchases, etc., the rise in weekly earnings has not been accompanied
by a similar increase in spending.

In Canada, following the establishment of a wage ceiling in Decem-

1 Minist our Gazetle, Jan

’Mmhlr; ﬁbL:rbRwim, JanuJary%lgﬁi ai:?e;! aig::g. Ergﬂ' figures given under
“building” refer to union hourly wage rates of building labourers. The figure for
“mamufacturing” in July 1044 is a rough estimate,

3gf. René Livchen, “Wage Trends in Germany from 1929-1942" International
Review, December 1043.

* Quoted in The Economic Journal, December 1043, page 377.
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ber 1941, wage adjustments were linked to movements in the official
cost-of-living index. In order to stabilize wages more strictly, a new
wartime wages control order becoming effective on February 15th,
1944" was issued, merging the existing cost-of-living bonus with the
basic wage, and thus establishing a new basic wage rate. The Goyern-
ment announced that should the cost-of-living index rise By more than
3%, and remain at that level for two consecutive months, it would
review its price and wage stabilization policy. During 1944, however,
the index was stable. 2

In Sweden wages are not fixed by governmental order, but are
subject to collective agreement between the Employers Association,
and the Federation of, Labour. The latest agreement, concluded ifth
January 1944, continuks the cost-of-living allowance amounting to
about 20% of the basidwage in 1938. Provision is made for further
increases in this allowance in the case that the index rises above a cer-
tain level. In fact, the index was practically stationary during 1943
and 1944.

In Switzerland wage adjustments are based on an “expenditure
index” prepared by a governmental committee. In contrast to many of
the existing cost-of-living indices, the expenditure index takes ac-
count, not only of price changes, but also of variations in consumption.
In August 1943 it was recommended that, to compensate for the price
increase between August 1939 and December 1943, cost-of-living
bonuses should be granted varying from 47% (taking the pre-war
family income as 100) for the lower-income groups, to 28% for those
with annual incomes of Swiss francs 6,000 and over.* A comparison
of these allowances with the rise in the cost of living of 50% over the
same period shows that the committee’s recommendations provide
compensation for 94% of the increase in the cost of living for work-
ers with pre-war family incomes up to Swiss francs 3,000. The per-
centage declines for higher incomes until it reaches 56% for those
with an annual income of over 6,000 francs. In Decemnber 1943, the
average wage increase obtained by industrial workers since” August
1939 amounted to about 35%, compared with a rise in the cost of
living of 50%.

In Fragice, since prices went on rising rapidly during 1942 and
1943, the Government’s wage stabilization policy was bound to fail.
Wage increases were decreed by the Government in October 1942 and
April 1943, but even after these increases there remained a consider-
able discrepancy between the level of the wage index and the level of
the official cost-of-living index. The index of average hourly earnings
in September 1943 was 43 % above the average of 1938, whereas the
cost-of-living index, based on official prices only, showed an increase

1 Insernational Labour Review, June 1944, page 675.
3 Basler Nachrichten, February 17th, 1944.
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ol 109%‘ for the same period. The deterioration in the standard of
living in France'in 1943 is apparent from a German report which
states that Paris workers in that year spent about 70% of their total
income on food.! :

The pictuge was about the same in other Axis-occupied countries. In
September 1943 average hourly wages in Belgium were 44% above
the average of 1938, whereas the increase in the official cost-of-living
index was 62%. The corresponding figures for the Netherlands were
a 9% increase in wage rates and a 40% increase in the cost of living.?
In Greece, where the inflation was proceeding at a very rapid rate, the
Government raised wages by 100% on May 1, 1944.}

After the liberation of France, new wagg adjustments were re-
ported. One of the first measures taken by the new Provisional Gov-
ernment of France was to raise the general wage level by about a third.
The wages of coal miners were increased by two-thirds. Since, before
the invasion, the wage index was already 43% above the average for
1938, the new increase brought it to a level nearly double that of 1938.

In China, there is an index of hourly money wages for industrial
workers in Chungking. In March 1944, this index stood at 12,865%
of the level of January-June 1937, while the index of real wages,
owing to the still greater rise in commodity prices, had fallen to 40%
of that level.*

1 Die Wartschaftshurve, July 1043.

2 The Economist {London), June 10th, 1944.

3 Swdost-Echo, May 10th, 1044.

. % International Labour Review, February 1045.



CHAPTER VI
INTERNATIONAL TRADE

During the last three years blockade lines have sepgrated German-
dominated Europe and Japan-dominated Asia from the Yest of the
world. International trade has consisted chiefly of trade among the
countries within each of the three areas in question. It may be esti-
mated that trading channels which have been cut by the war were re-
sponsible for about a third of international trade in peace-time.!
Along the trading channels that remain open more goods may have
moved than in peace-time ; but the nature of these goods has changed.
War materials and civilian supplies essential for carrying on the war
have predominated ; and the flow of goods has accordingly been chiefly
in the direction of the countries making the greatest war effort or form-
ing bases for military operations. The resulting changes in the balances
of trade would have been sufficient to make the financing of trade by
traditional methods impossible. But the bulk of the goods has been
moved under government arrangements having little in common with
peace-time commerce. Difficulties concerning payment have not been
allowed to interfere with the flow of goods. Even commercial trans-
actions proper have been closely regulated by governments. The limits
to trade have been set less by prices and the foreign exchange re-
sources available to the buyer than by strategic considerations and the
availability of materials and transport facilities. As a result, price
equilibria and financial relationships among countries have been af-
fected in such a way as fundamentally to alter the basic conditions
which governed international trade in the past.

The statistical information relating to trade during the last few
years is incomplete, and international comparison is further hampered
by the difficulty of expressing recorded trade values in a common
unit, by differences in the extent to which prices have risen in different
areas, and by the growth of non-commercial transactions, such%s mu-
tual aid among the United Nations and the open or masked exaction
by Germany and Japan of tribute from areas under their control. For
general infgrmation about the available statistics of trade values (con-
verted into U.S. dollars), the reader is referred to the Annex, which
may with advantage be read in conjunction with the descriptive analy-
sis in the following pages.

Tue UNITED NATIONS TRADING AREA

Unsted States

Indices of the quantum, unit price and total value of United States
imports and exports converted to a 1938 base are shown in Table 1.

1 Cf. Canada Yearbook, 1942, pages 446-7.
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Table 1! United States: Indices of Merchandise Trade (1938 = 100)

1039 I940 I041 1942 1943 1044
Imports (for consumption) :

Value .. ciiieienennnenrorcrnnans 117 130 165 142 173 198
Unit value (prige) ...cvvevvennns 102 108 116 137 145 157
OQWaNtUm M .eeiereennnnansnssanss 115 120 143 104 119 126
Exports (domestic produce) :
Value of total exports .......... 102 120 164 261 414 459
Value of commercial exports .... 102 129 I40 100 81 03
Unit value (price) .............. o8 105 112 141 151 171
Quantum of total exports ........ 105 123 147 18 274 268

Throughout the war years the quantum of imports has been well above
that of 1938, though in 1942-1944 it was far from reaching the
peak level of 1941. Prices of imports as well as of exports have in-
creased steadily, with an exceptionally large gise in 1942. In December
1944 import prices were on the average 56 % and export prices 77 %
higher than in 1938. There has been a rapid increase in exports ; their
quantum in 1944 was almost three times and their value over four
times as much as in 1938. This increase, however, was due entirely to
lend-lease exports; the value of commercial exports in 1944 was
only 93 % of what it had been in 1938 and their quantum, assuming
the same price movement in lend-lease and commercial exports, was
about 45% lower than in 1938 and thus well below the figure for
any of the depression years of the early 1930’s. The relative impor-
tance Jf lend-lease and commercial exports is shown in Diagram 1.
It will be &bserved that one year after their initiation in March
1941 lend-lease exports had attained the same value as commercial
exports, and in the third quarter of 1943, when they appear to have
reached their peak, they were between four and five times the com-
mercial exports. In the course of 1943, however, the downward move-
ment which had characterized commercial exports during the first year
andala half after the entry of the United States into the war, came to
a halt.

In 538 the areas under German and Japanese control provided
over 40% of United States imports and absorbed about 35% of her
exports. On the basis of these figures and the indices in Table 1, it
may be estimated that the quantum of imports from the areas still
open to the United States in 1943 was twice as great in that year as
in 1938, while the quantum of commercial exports to the same areas
was 10-15% less than in 1938.

The inequality of these movements is reflected in the balance be-
tween imports and commercial exports (shown in the last line of
Table 2).2

1 The quantum of imports was unusually low in 1938—18% below th 1 of
1920 and 28% below that of 1937. y 93 % below the level o

. 2 Ttis balance, it should be observed, cannot be regarded as closely representa-
tive of the balance of commercial payments, since certain imports (for instance
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Diagram 1
United States Commercial and Lend-Lease Exports

Domestic produce. Quarterly movement in $(000,000's)
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The excess of commercial exports over imports declined steadily be-
tween 1940 and 1942 and was replaced by an excess of imports of
nearly $goo million in 1943 and of $1,015 million in 1944. This
change represents one, though not the only, factor accounting for the
decline in the United States gold reserve and for the accumulation of
foreign-owned dollar balances. In the course of 1943 and 1944 the

Table 2. United States Merchandise Trade in $ (000,000’s)
1940 1041 1042 1043 b 1044

Imports for consumption ........ 2,541 3,222 2760 3381 3,870
Exports (domestic produce) :
commercial .....cccveeiinans 3034 © 4270 3,066 2484 2835
lend-leae .......covviinenen — 741 4804 10,507 11,287
Excess of commerical

exports over imports .......... 1,393 1,057 207 —8g7* —1,015¢

* Excess of imports over commercial exports.

L]
gold reserve of the Federal Reserve System fell, on account of ex-
ports and earmarking for foreign account, from $22,726 to $20,619
million, or by $2,107 million, while there was a net inflow of capital
imports of wool from Australia) represent “lend-lease in reverse.” On the other

hand, the recorded imports to do not include certain goods purchased andgstored
abroad for United States account.
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én thesétwo years, mainly in the form of banking funds, of $1,641
million, .

Imports from the Latin-American republics accounted for 40% of
all United States imports in 1943, and in the first half of 1944, as
against only 23 in 1938. Trade with these republics in 1943 showed
an import Balance of over $500 million; and during the first half of
1944 the import balance was $320 million, or 50% more than the
figure for the corresponding period of 1943.

In regard to commercial policy, the United States continued her
programme of reciprocal trade agreements by concluding new agree-
ments, becoming effective in 1943 and 1944, with Mexico, Iran and
Iceland. The necessity for synchronizing commercial policy with the
war effort led to a stiffening of attitude towards certain non-belliger-
ent countries; thus, in the course of 1943 steps were taken to reduce
exports to the Argentine; and in January 1944 Caribbean oil ship-
ments to Spain were temporarily suspended until, three months later,
Spain agreed to reduce her exports of wolfram ore to Germany.

Goods consigned to United States armed forces overseas are not,
of course, entered in the trade statistics. United States lend-lease ex-
ports of goods represent the bulk (for the period up to the end of
1944, 76% ) of the United States lend-lease aid, the rest consisting of
goods transferred to foreign ownership but remaining in the United
States, and of services. Details of the composition of this aid are
shown In Table 3.

Table 3. United States Lend-Lease Aid in $ (000,000’s)
1041 1042 1943 1044 Total

Goods 1041-1044
Munitions, motor vehicles, etc. .... 267 3442 7,047 2,376 18,132
Industrial materials and products .. 272 1,200 2,575 4,177 8,323
Agricultural products ............ 371 897 1,266 2421 4,955

Total transfers .............. 910 5638 10888 139074 31,410
Of which exported* .......... 741 4804 10,107 11287 27,029
&

Sertvices

Servicing and repair of ships ... ofb 167 142 125 532

Rental of ships, ferrying of aircraft 127 09 615 1,2 2,70
Production facilities in the United 7 4 705

States ........veiieinniraiena. 108D I i
Miscellaneotts ....ccovvvvirinunann ) L 4:3 37 g ?379
Total services ............... 334 1,371 845 1,423 3,973
Total lend-lease aide ............. 1,244 7,000 11,733 15,307 5,383

_Note: Since the table was prepared, figures have become available for lend-lease
aid during the first three months of 1945, amounting to $3,590 million, of which goods
transfers 3,397 (thereof exported 2,031) and services 193.

* The difference between the amounts shown in this and the preceding line rep-
resents “goods transferred but not exported.” P 8 P
b Partly estimated.

¢ Net including the value of goods awaiting transfer or in the process of manu-
re.
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Of goods delivered, the share of war material proper {headed’
“Munitions, motor vehicles, etc.” in the table) increased from 290% in
1941 to 657 in 1943, but fell off again to 53% in 1944, owing to
increased deliveries of industrial and agricultural products. In this

latter year such products delivered under lend-lease®excgeded total
commercial exports by 130%. .

Table 4. United States: Geographical Distribution of Lend-Lease
Exports March 1941-November 1944 inclusive

$ (000,000’s)
Africa,
Middle
East and
3 ~ Medi- China Australia
United terranean -and and Other
Munitions, etc, Kingdom U.5.S.R. area India N. Zealand countries Total
Ordnance and ammunition .. 714 768 679 249 132 164 3,706
Alrcraft ......ooieviivnnnen. 1,965 1,376 806 502 295 404 5.438
Tanks ......covviiiiannninen 083 308 620 118 55 44 2,218
Motor Vehicles s8g 1,014 448 253 178 74 2,556
Watercraft ................. 242 183 51 36 11 23 546
Total ..:.covvvnnveannn. 5,493 3730 * 2,604 1,158 671" 709 14,464
Indusirial material and products
Machinery ................. 528 080 147 234 = 38 1,927
Metals ..............c.0cunn. 727 756 192 251 o 30 1,956
Petroleum products ........ 1,071 66 78 207 13 1,435
Other products ............. 513 599 257 224 30 1,632
e g e
Total ......ccivvnvenen. 2,839 2,401 674 475 441 120 6,950
Agricultural products
Foodstuffs .................. 2, 1,151 226 129 32 3,978
Other products ............. 560 146 20 a5 2 763
™ O
.
Total ..........ccvvennn 3,000 1,207 246 127 37 34 4,741
Total lend-lease exports ...... 11,332 7,437  3.524* 1760 L4t 9538 26,155

2 Of which munition® etc. delivered to French authorities in Algeria and French Morocco up to the
end of 1943, 322. ) . . .

b (Of mchSChina, up to June joth, 1944, 154 (not itlucludmg th.: consi_gnments mentioned in note ¢).

¢ Up to the end of 1043 about four-fifths of the total went to Australia.

401 which Lgtin-Ax%gica, 208; of the remainder (745) about two-thirds went to Canada for trans-
shipment to theUnited Kingdom, for further fabrication or for use of United Nations forces training
in Canada. \ . .

® This amount does not include goods consigned to United States Commanding Generals in countries
receiving lend-lease aid, The value of such goods up to December 31st, 1044, amounted to $788 million,
of which (up to November 3oth, 1044) $498 million were for subsequent transfer to French forces in
North and West Africa, $248 million tp China and $25 million to other countries, bo

! The foodstuffs sent to the United.: ingdom up tc June joth, 1944, (2,144) represet_llted about 10%
of that country’s total food supply. .
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Table 4 gives further details of the composition of lend-lease ‘ex-
ports and their destination over the whole period 1941-1944. The
United Kingdom and the U.S.S.R., it will be seen, were the chief re-
cipients, particularly of industrial and agricultural goods. Of the total
quanptity of fooMstuffs sent, the United Kingdom absorbed 61 % and
the U.S.S.R. 29%.

Against the lend-lease aid furnished by the United States stands
lend-lease aid received since the early part of 1942 by the United
States from her allies. The bulk of this has consisted, however, of
military equipment, foodstuffs and services delivered to United States
armed forces overseas and thus not recorded in trade returns. The
value of such “reverse lend-lease aid” furnished to the United States
by the British Commonwealth up to the end of 1944, amounted to
$4,656 million, of which sum over half represented aid received in
that year. (Tables 5a and gb.)

Table 5a. Reverse Lend-Lease Aid Furnished the United States
by the British Commonweadlth

$ (000,000's)
Cumulative
¢ January- July- to Decem-
Toend June December ber 31st,
of 1043 1044 1044 1044
From thg Vnited Kingdom :
Goods ﬂ.r;grtw.rjic:eswltraKrllxslferrt:cl g
outsi nit ingdom 161 187 249 597
Goods alid services transferred
in the United Kingdom .... 572 456 550 1,578
Shipping services ........... 274 82 gb 452
Airports, barracks, hospitals,
B0, iiieiiiiiittiecanannean 556 148 21 w25
Total...... 1,563 873 016 3,352
From: Australia ............. 362 185 173 721
New Zealand ......... 92 39 40 171
Jndia ................. 107 126 179 412
Grand Total ......, 2,124 1,223 1,300 4,656

On a smaller scale, reverse lend-lease aid has also been received by
the United States from other Allied powers. Aid given te the armed
forces in French North and West Africa and New Caledonia up to
October 1st, 1944, is estimated at $47 willion.

Mention may also be made here of “mutual aid” among powers
other than the United States. Thus the United Kingdom has ‘given
such aid, in the form of goods and services, to other allies and to two
neutral countries (Portugal and Turkey). The amount given up to
the middle of 1944 was valued at $1,914 million. Details of the mutual
aid supplied by the United Kingdom (inclu§jng that to the United
Statés) ark given in Table 6. When comparing these figures with
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Table 5b. Composition of Reverse Lend-Lease Aid Furnihed by
Australia, New Zealand and India to December 31st, 19044

$ (000,000’s) s
Australia New Zealand India
Foodstuffs ............. P 172 8o’ #31
Military Supplies and Equipment ..... 2100 29 221
Shipping Services and Shipbuilding ... 66 0 5
Transportation and other Services .... 131 25 33
Construction .........cviveveenennnns 142 28 122
Total ....coiivirnvnnnrinsen 721 171 412

& Of which $55 million are for Air Force supplies and equipment.

Note (Tables sa and b): Conversion from sterling and Australian and New
Zealand pounds has been made at the official rates of exchange (1£ sterling = $4.03;
1£A = $3.23; 1£N.Z. =$3.25). The figures for India refer to aid provided both by
the United Kingdom and by the Government of India, as estimated by the United
gtates Army ; they do not include raw materials and foodstuffs shipped to the United

tates. .

those for United States lend-lease account should be taken of the
fact that the British products are recorded at prices which are as a
rule substantially lower than those prevailing in the United States.

Canada’s deliveries on a non-cash basis to her allies (chiefly the
United Kingdom) up to the spring of 1944 amounted to Can. $2,700
million.* _

‘ -
Table 6. United Kingdom: Value of Mutual Aid Rei.tde’ed up
to June 30th, 19044

£ (000,000's) $ (000,000’s) %

Receiving To June 3oth July 1st, 1043~ Total to June joth,

country 1043 June 3oth, 1044 1044
United States ...... . . 605 2,4370
USSR .......... 170 00 269 1,086
Poland ............ . . 120 484
Turkey ........... 6 15 21 .83
Czechoslovakia .... 13 6 19 75
France ............ 14 . 14¢ 55
Greece ............ 7 8 12 50
Portugal .......... . 11 11 45
China ..... PORT . . 9 36

1,080 4,351

& Converted at the rate of $4.03 T the £.
b For details see Table sa.

¢ Up to June 3oth, 1943, only.

A decline in non-commercial deliveries may occur in 1945. It is
anticipated that after 1944 certain raw and semi-manufactured ma-
terials such as iron and,steel will no longer be provided by the United

I

1 Cf. page 2s55.
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States o the United Kingdom under lend-lease. Further, an arrakge-
ment which went into effect when Germany was defeated provides for
a reduction in lend-lease aid to the United Kingdom by 43% of its
present rate, to a total of $5,500 million during the ensuing twelve
months. Of thig amount, $2,700 million will represent munitions and
$2,800 miltion other items, including petroleum products to the value
of $800 million for the Allied oil pool, and a considerable amount of
shipping and of raw materials for making munitions. It is also pro-
posed to ship prefabricated houses (valued at $60 million) and in-
creased quantities of foodstuffs for the United Kingdom. The ar-
rangement takes into account the need for reviving British export
trade, and anticipates the reconversion of war industries in the United
States and the United Kingdom at an equal rate so that no “undue
competitive advantage” will accrue to the exporters of either country.

United Kingdom

The sterling value of the United Kingdom's retained imports more
than doubled between 1938 and 1943, owing to the fact that imports
from the United States chiefly on lend-lease were more than nine
times as great. The quantum of imports in 1943, however, was only
18% higher than in 1938 and ¥ munitions are excluded, was 21%
less than in 1938 (Table 7).

Table 7
United Kingdom: Imports and Re-exports 1938-1943
£ (000,000's)

Imports from: 1038 1939 1940 1041 1042 1043
British countries ...... 371.5 3581 5485 5150 4821 s56.9
United States .......... 118.0 117.3 2753 4000 5355 I1,009.7 -
Other countries ........ 4300  410.1 3283 221.1 1180 2181

“Total ...ovennnn.. 019.5 8355 ILISLI 11451 1,2056 1,8747

Deduct re-exports ........ 61.5 46.0 26.0 12.7 10.7 10.1

Retained imports ........ 8580 8305 11261 11,1324 1,1049 18646

Ditto, excluding munitionst . . . . .5 I,2114

Price ind;.x (total retained v
Imports) ............... 100 101 1 1 166 8

Qi}ranmlm index 39 59 185

otal retained imports .. 100 v rd 8 ) 2
Ditto, excluding munitions . . 94. 3 7: !;9

* Excluding imports and re-exports by Government departments of aircré&t and
other vehicles and parts (except rubber tires and tubes for road vehicles), arms, am-
munition, and military and naval stores,

Heavy quantitative reductions are recorded for feeding-stuffs,
sugar, dairy products, fruit and vegetables, iron ore, wood and paper
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preducts. The weight_of “dry cargo” imported from countnies other
than Ireland has declined since the middle ’thirties by over a half:
Long tons (000,000's) .
1934-38 1040 1041 1042 1043 1044

average Jan.-June
Food ..........ccoooiieiiiil, 22,0 18.8 14.7 1%.6 21LS  *35.4
Raw materials ................ 26,0 2L5 150 IL§ 128 6.1
Finished goods, munitions,
tobacco, etc. ... .iiiiiinnn.. 7.0 1.0 08 0.8 2.0 1.3
Total ......c.ovvvennn. 55.0 4L3 30.5 229 264 128

It may be noted that the totals for 1942 and 1943 (22.9 and 26.4
million tons respectively) were well below the corresponding figures
for*1917 and 1918 (34 and 30 million tons).

The complete subordjnation of exports to the war effort in the
United Kingdom, which began when the United States inaugurated
the policy of lend-lease, is very clear from the figures for the last two
years. Exports in 1944, excluding munitions, were lower than in
1938 by 45% in value and 69% in quantum (Table 8).

Table 8
United Kingdom: EXports 1938-1944°

1038 1030 1040 1041 1042 1043 1944

Value in £ (000,000's) ....... 4708 4392 4112 3654 2709 2328 2580
Value index ................. 100 03 87 78 58 40 55
Price index .................. 100 09 120 138 157 171 178
Quantum index .............. 100 04 73 56 36 20 31

* “Munitions” exported to Governments of other countries are excluded in 1942-
44. Exports to such Governments of military goods other than those defined as
munitions, and of other articles sent for purposes directly connected with the war
are included throughout. Stores shipped abroad to British Forces are excluded
throughout.

Commercial exports are strictly regulated, the export of goods
which do not make great demands on manpower being fa%oured.
Thus, exports of spirits have been continued, and exports of textiles,
which are produced mainly by female labour, have declined less than
those of epgineering products.

In 1944 exports of coal, iron and steel represented only 7% of
their 1938 quantum, vehicles (other than military) 13%, machinery
42%,* woollen yarns and manufactures 31 %, cotton yarns and manu-
factyres 33%, and all manufactured goods taken together 34%. Ex-
ports of rayon products, which the importing countries could no
longer obtain from Continental Europe or Japan, were at the ex-
ceptionally high level of 130%.

1 This figure would have been lower had it not been for supplies of machine
tools, electrical machinery, etc., sent to the U.S.S.R.
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Table 9
United Kingdom: Exports of Certain Textile Products

1038 1030 1040 T04I 1042 1043 1944

Cotton : yarn (thosgand cwt.) 1,008 1,015 596 zgs 167 171 17§

piece goods (millionsq. yds.) 1,386 1393 o976 783 485 374 434
Wool: tops (million 1bs.) ... 325 338 285 162 117 B2 5.0
yarn (million Ibs.) ....... 347 320 177 132 105 9.0 8>
tissues (million sq. yds.) .. ob o8 86 oI 77 46 16.0
Rayon: yarn (million Ibs.) .. 80 70 149 202 163 138 156

piece goods (million sq. yds.) 63 75 85 91 116 76 o1

Table 10 shows the geographical distribution of exports in 1938,
1943 and 1944. Exports to the areas open to British trade in 1944

fell below 1938 by 22 % in value and 56 % in quantum.
¢

Table 10

United Kingdom: Geographical Distribution of Exports

in 1938, 1943 and 1944

£ (000,000s) Col. 5
1043 1044  as per-
i at at centage
1938 1938 of
1938 1943 1944 prices prices Col.1
Enemy afd enemy- (1) (2) (3 (4) (s} (6)
occupied coxntries:
in Europe 117.4 o3 27% 0.2 LS 1
in Asia 25.8 — — — - —
Total 143.2 0.3 2.7 0.2 4 I
Other areas:
Europe and Mediter-
ranean countries 67 485 62.2 28.4 34.9 52
Rest of Africa 63.3 47.6 55.7 7.8 31.3 49
Asia 50.1 24.0 34.1 14.0 10.2 38
Ocearéa ) 8.1 40.1 46.6 23.5 26.2 45
North America 44.5 43.1 40.1 25.2 22.5 50
Latin America 44.1 29.2 16.7 17.1 0.4 21
Total “Other areas” 327.6 232.5 255.4 136.0 143.5 :4
Grand total 470.8 232.8 258.1 136.2 1—25'.; 3—1

a Including ships sold to Allied Governments and, in 1944, exports to liberated

areas.

Note: The figures by areas in cols. (4) and (5) are only approximate (the ~alcu-
lation is based on the assumption that the prices of exports to each area in¢reased
in the same proportion as average prices of all exports, i.e., by 71% in 1943 and

78% in 1944).

Owing to the decline in her exports and her heavy war expendi-
turee in India and elsewhere, the United Kingdom has continued to
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suffer from a serious deficit in her current balance of ents
though this deficit is less than it was before lend-lease ailc)l”\:vrgsnrte:
ceived on a large scale. From a maximum of £797 million in 1941
this deficit or “oversea disinvestment” fell to £632 million in 1942
a{;d ﬁ65 5 million in 1943. The total “disinvestmeng” from the be-
ginning of the war to the middle of 1944 amounted to ¥3,365 mil-
lion, of which £1,065 million represented the net sale of assets over-
seas and £2,300 million the increase in oversea liabilities, chiefly in
the form of “blocked sterling balances” :

£ (000,000's)
Increase in
Net sale of oversea liabili-
oversea assets ties Total
September 1939- ‘
December 1941 .......... ...... 055 765 1,720
January 1942-June 1944 ........... 110 1,535 1,645
Total ........covuunnnn. 1,005 2,300 3,365

In July 1044 it was anticipated that the blocked sterling balances
(including balances which were outstanding at the beginning of the
war) would reach about £3,000 milljon ($12,000 million) at the end
of the year.

The geographical distribution of the deficit incurred has been un-
even. While the United Kingdom’s ‘'major pre-war debtor®, India,
Canada, and the Union of South Africa, have repatriated practically
all their long-term sterling debt (and India has in addition accumu-
lated a heavy sterling balance in London), the liquidation of British
investments in Oceania and Latin America has been relatively small.

British Dominions and India

Both Canadian imports and exports have increased rapidly during
the war. The quantum of imports in 1944 was probably aboug twice,
and that of exports three times, as great as before the war. The
rise in export values and an export balance of over Can. $1,680 mil-
. lion in 1944 (as against $160 million in 1938) were due to increased
deliveries @f war materials. Armaments represented over a third of
Canadian exports in 1943. A large proportion of the remaining ex-
ports, as well as of imports, was more or less directly concerned with
the war effort. In the last issue of this Survey an account was given
of the manner in which war deliveries were financed up to Magch
1942, when a gift of $1,000 million was granted to the United King-
dom to offset claims on that country that were likely to arise during
the following twelve months. The gift was in fact exhausted by the
end of 1942; thereafter the immediate dollar requirements of the
United Kingdom in Canada were met by the sale (for Can. §200
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million)%of British war plants in the Dominion. On May 21st, 1943,
Canada appropriated another Can. $1,000 million for a programme of
mutpal aid involving the provision of goods to Allied Powers on a basis
similar to United States lend-lease. Owing to an increase in the share
of Canadian arnament production that had to be reserved for the
use of Camadian forces abroad, this amount was drawn upon less
rapidly than the sum appropriated in 1942. The appropriation for
mutual aid in the budget for the fiscal year beginning April 1944 was
$800 million.® Total exports to the United States exceeded those to
the United Kingdom in the years 1942-44. (Table 11.)

Table 11
Canada: Merchandise Trade, in Cctn. $ (000,000's)
Rest of
Uhited United British Other
States Kingdom  Commonwealth Countries World
General imports
1938 425 119 67 - 66 677
1041 1,005 219 141 84 1,449
1942 1,305 161 112 66 1,044
1043 1,424 135 103 73 1,735
1044 1,447 I1% 110 9I 1,759
Domestic exporis
1938 270 103 124 837
1041° 600 2}’,3 220 143 1621
1942 ° 88s 742 412 324 2,363
1943 1,149 1,033 369 420 2,071
1044 1,301 1,235 386 518 3,440

Australia and New Zealand in 1942 and 1943 imported consider-
able amounts of war material, largely under lend-lease, and diverted
otherwise exportable products to the use of Allied troops within their
frontiers. New Zealand imports increased by over three-fourths in
value ip 1943, and, as exports simultaneously fell off from the record
level of 1942, a heavy import balance resulted. Even in 1944 imports
exceeded exports. Nevertheless, owing to the sale of goods and
services to Allied troops, the amount of foreign currency held by New
Zealand continued to increase during these two years, tkough at a
lower rate than in 1942 (see Chapter IV).?

The fact that the Australian balance of payments has also been
favourable is shown by the increase in tH® London funds of the

. lf‘including Canada’s contribution to the United Nations Relief and Rchébilita-
tion Administration

2 In this connection, attention should be drawn to the item “American personnel
receipts” which, during the twelve months ended June 3oth, 1943, contributed
£4.6 million (net) to the balance of payments of New Zealand (as against £0.2 mil-

lion during the previous twelve months) according t timat
Bank «f New Zealand. ) ng to an estimate by the Reserve
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Cammonwealth Bank by over £A 100 million in 1943 and 1949
and the repayment in 1943 of the balance of British ?reasury
advances obtained from 1940 onwards to cover Australia’s war
expenditure in the United Kingdom. An essential factor in Aus-
tralia’s economy has been the purchase by the Britjeh Government
of the wool clip (estimated at about £A 70 million in 19%3) part of
which is not exported but stored in Australia.

The Union of South Africa is known to have considerably in-
creased its exports of strategic materials, including diamonds. Part
of the current South African gold production has been added to the
domestic gold reserve, which rose from £SA 44 million at the end
of 1941 to £SA g9 million at the end of 1944.

Mdia’s merchandise trade has fallen considerably in terms of quan-
tities, but the prices of her imports as well as her exports have in-
creased at a rapid rate (Table 12). The quantum of imports was al-
most halved in the fiscal year 1942-43; imports of cotton piece goods
fell to a fraction of the pre-war figure, and the same was true of
rice after the supplies from Burma were cut off ; in the case of both
these articles, which are normally among India’s principal imports,
a net export arose. In order to mitigate the food shortage in Bengal
provision was made for the import pf 800,000 tons of wheat during

Table 12
India: Foreign Merchandise Trade, and Defence Expenditure
Borne by the British Government
(Fiscal years ending March 31)

1938-30  1030-40  I940-41  1041-42 104243  1943-44
Import indices:

quantum ...... 100 102 81 74 38
price ........ 100 100 127 153 193
Export indices:
qQuantum ..... 100 105 88 03 63
price ........ 100 120 130 156 185
Value in rupees (000,000'8) : .
imports ...... 1,490 1,580 1,447 1,669 1,033 1,079
exports ...... 1,633 2,058 1,874 2,373 1,877 1,002 .

export balgnce +143 +478 +427 +704 +844 4913

Defence expenditure in-
curred in India, borne
by the British Govemmenh,
in_rupees (000,000's)
% _ — 530 1,930 3.370 382

Note: The figures “do not include the value _of stores exported abrogd for de-
fence purposes rgtor do they include the value of imports on this account. It is _be‘-i
lieved that the inclusion of such goods in the reco;de_d trade would have raise
the export balance (cf. Review of the Trade of India in 1941-42, page ';)7)ilalf .

The exchange value of the rupee, after falling by 14% in the second o
1039, has remained at approximately $0.30 or £0.075. ‘
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million)%of British war plants in the Dominion. On May 21st, 1943,
Canada appropriated another Can. $1,000 million for a programme of
mutpal aid involving the provision of goods to Allied Powers on a basis
similar to United States lend-lease. Owing to an increase in the share
of Ganadian armament production that had to be reserved for the
use of Cartadian forces abroad, this amount was drawn upon less
rapidly than the sum appropriated in 1942. The appropriation for
mutual aid in the budget for the fiscal year beginning April 1944 was
$800 million.* Total exports to the United States exceeded those to
the United Kingdom in the years 1942-44. (Table 11.)

Table 11
Canada: Merchandise Trade, in Cc%n. $ (000,000’s)
Rest of
United United British Other
States Kingdom Commonwealth Countries World
General imports
1938 425 119 67 - 66 677
1941 1,005 219 141 84 1,449
1042 1,305 161 112 66 1,644
1943 1,424 135 103 73 1,735
1944 1,447 1§38 110 91 1,759
Domestic exporis
1938 270 340 103 124 837
1041° 600 658 220 143 1,621
1042 ° 885 742 412 324 2,363
1943 L,149 1,033 369 420 2,971
1044 1,301 1,235 386 518 3.440

Australia and New Zealand in 1942 and 1943 imported consider-
able amounts of war material, largely under lend-lease, and diverted
otherwise exportable products to the use of Allied troops within their
frontiers. New Zealand imports increased by over three-fourths in
value i? 1943, and, as exports simultaneously fell off from the record
level of 1942, a heavy import balance resulted. Even in 1944 imports
exceeded exports. Nevertheless, owing to the sale of goods and
services to Allied troops, the amount of foreign currency held by New
Zealand continued to increase during these two years, tkough at a
lower rate than in 1942 (see Chapter IV).?

The fact that the Australian balance of payments has also been
favourable is shown by the increase in tP® London funds of the

. ﬁnclud‘in_g Canada’s contribution to the United Nations Relief and Rehébilita-
tion Administration.

tIn thu connection, attention should be drawn to the item “American personnel
receipts” which, during the twelve months ended June joth, 1943, contributed
£4.6 million (net) to the balance of payments of New Zealand (as against £0.2 mil-

lion during the previous twelve months) accordin :
Bank«of New Zealand. ) rding to an estimate by the Reserve
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Cemmonwealth Bank by over £A 100 million in 1943 and 1944
and the repayment in 1943 of the balance of British i,%zreasury
advances obtained from 1940 onwards to cover Australia’s war
expenditure in the United Kingdom. An essential factor in Aus-
tralia’s economy has been the purchase by the Britjsh Government
of the wool clip (estimated at about £A 70 million in 19%3) part of
which is not exported but stored in Australia.

The Union of South Africa is known to have considerably in-
creased its exports of strategic materials, including diamonds. Part
of the current South African gold production has been added to the
domestic gold reserve, which rose from £SA 44 million at the end
of 1941 to £SA g9 million at the end of 1944.

Pndia’s merchandise trade has fallen considerably in terms of quan-
tities, but the prices of her imports as well as her exports have in-
creased at a rapid rate (Table 12). The quantum of imports was al-
most halved in the fiscal year 1942-43; imports of cotton piece goods
fell to a fraction of the pre-war figure, and the same was true of
rice after the supplies from Burma were cut off ; in the case of both
these articles, which are normally among India’s principal imports,
a net export arose. In order to mitigate the food shortage in Bengal
provision was made for the import of 800,000 tons of wheat during

Table 12
India: Foreign Merchandise Trade, and Defence Expenditure
Borne by the British Government
(Fiscal years ending March 31)

) 1038-30  1039-40  1940-41  1941-42  1942-43  1943-44
Import indices:

quantum ...... 100 102 81 74 38
price ........ 100 106 127 153 193
Export indices :
quantum ..... 100 105 88 93 63 .
price ........ 100 120 130 156 185 LI
Value in rupees (000,000's) : : .
imports ...... 1,490 1,580 1,447 1,669 1,033 1,079
exports ...... 1,633 2,058 1,874 2,373 1,877 1,002 .

export balince +143 +478 + 427 +704 +844 +913

Defence expenditure in-
curred in India, borne
by the British Governmenh
in rupees (000,000’s) :
R — — 530 193 3370 38an

Note: The figures “do not include the value of stores exported abrogd for de-
fence purposes nor do they include the value of imports on this account.” It is be-
lieved that the inclusion of such goods in the recorded trade would have raised
the export balance (cf. Review of the Trade of Indig in I941-42, page 97).

The exchange value of the rupee, after falling by 14% in the second half of
1939, has remained at approximately $o0.30 or £0.075.
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the twelye months beginning October 1943. Total exports fell poff
considerably, even in value terms, in 1942-43. The chief item in In-
dia’s balance of payments in that year was the defence expenditure
incufred by the British Government, which was almost twice what
it had been in tQe previous year, and was equivalent to nearly double
the afgregate value of exports and over four times the export balance.
Early in ‘1944, practically the whole pre-war sterling debt of the
Indian Government and railways, which in 1939 exceeded £350
million, had begen repatriated. At the same time the sterling assets
of the Reserve Bank of India alone had risen since August 1939 by
over £700 million. During 1944 these assets rose on an average by
£23 million monthly, reaching £940 million at the end of the year.

The Middle East and North Africa

In the Middle East a food shortage devéloped in 1942, a result
of crop failure in the previous season, and the cutting of the supply
routes through the Mediterranean. The danger of famine was averted
through the activities of the Middle East Supply Centre, a joint
Anglo-American organization which had been active since April
1941. During the first two years of its existence the Supply Centre
arranged for the shipment to thg¢ Middle East (largely via the Cape
of Good Hope) of 6 million tons of goods, consisting mainly of
foodstuffs and fertilizers. At the same time the Governments in some
of the Middle-Eastern countries took steps to increase local self-
sufficiency by encouraging shifts away from export crops to crops
suitable for domestic food consumgption (for instance, from cotton
to wheat in Egypt, and from citrus fruit to wheat in Palestine).

A similar supply problem arose in French North Africa after its
liberation late in 1942. The area is normally food-exporting, but the
1942 cereal crop was poor, and shipments to France had been in-
creased in order to “bridge the gap” in that country until her own
crop became available. During the early months of the Allied occupa-
tion, therefore, the Allied Powers had to supply North Africa with
foodstuffs. Total civilian supplies shipped by the United States to
French North and West Africa up to the end of 1943 amounted to
405,000 tons.

Latin America

In Latin-American trade the tendencies to which reference was
made in the previous Survey continued to be felt during 1942-and
1944. The expanding market for strategic materials, and the shift
in the foreign demand for foodstuffs caused by the elimination of
Continental Europe as a market and the shortage of shipping space,
affected the composition of exports.

In, Brazil coffee exports, which declined during the early part of
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theawar, have recently increased with the improvement in ghe ships
ping situation. The principal change in Brazilian exports during the
war has, however, resulted from larger sales of other primary prod-
ucts (such as bauxite, manganese ore, mica, quartz crystals, vége-
table oils and rubber), as well as manufactured artjgles. The latter
are reported to have represented 15% of the value of tdtal exports
in 1943 as against only about 2% before the war. )

In the Argentine, the proportion of the value of all exports rep-
resented by vegetable agricultural products (chiefly grain), which
was between a half and two-thirds before the war, had fallen to not
much more than 20% in 1942 and 1943. The proportion represented
by animal products, on the other hand, rose (from 43% in 1938 to
61% in 1942 and 53% in 1943). A tendency toward diversification
of exports is noticeable in certain Central-American Republics which
have long been dependent on a limited number of export articlgs such
as bananas and coffee.

While in the majority of Latin-American countries the quantum
of exports has been maintained or increased, that of imports appears
to have been below the pre-war level. Thus, the quantum of Ar-
gentine imports, as reflected in the movement of the valores de tarifa,
has declined steadily during the war; in 1942 it was 55% of the
1938 level, and in 1943, in consequence of special measures taken
by the United States,' it underwent a further sharp drop to 36%.
The surplus of exports over imports has tended to rise—a faet which
is illustrated by the following tables showing the trade*balances of
eight major Latin-American countries.

Table 13

Import (—) or Export (+) Balances of Certain Latin-American
Countries in $ (000,000°s)

{ Merchandise -only)

1938 1041 1042 e 1043
Argentina .......ieeianinnens Y +97 +187 +392
Brgzil ....................... —o0 +62 +147 +137
Chile .......ccvviiiiiiinenns +36 +3s0 + so + 48
Colombia . .covuviernrnenenns —8 +3 + 50 + 41
Cuba ..... . +36 +76 + 36 +173
MexXiCot ....ovvrerrnnreansens +57 —38 + 48 T 42
Pert® ...viiinininirniicanans +17 +22 + 24 + 2
UMuguay ..covvevenencscennes —1 + 8 — 6 + 36
Totaw (8 countries) .......... +131 +280 536 +§1
Total export balance as percentage .
pelommrdiesme o g g s

aIncluding bullion and specie.

1 Cf. page 248 above,
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This gjse in export balances and the corresponding rise in forelgn
exchange reserves coincided with accruals of foreign exchange from
other sources. Some part of the imports (in particular imports of
equipment required for developing the production of strategic ma-
terials) has beeg financed by United States credits. Since the middle
of 1942 yeW credits have been granted by the Export-Import Bank
to Brazil, Bolivia, Mexico and Uruguay, among other countries.
Large amounts have also been spent by the United States in Latin
America as a eontribution to the work on the Inter-American High-
way, for the construction of military bases in the West Indies, and
for various other purposes.!

The supply of foreign currency from these sources, added to the
amounts derived from the growing export surplus, has greatly 4m-
proved the foreign payments position of Latin-American countries.
The fallowing results of this change may be pointed out:

1. Certain Latin-American countries, such as the Argentine, Uru-
guay and Venezuela, have relaxed their exchange restrictions on im-
ports; the market exchange value of their currencies has tended to
rise.?

2. In several Latin-American countries import tariffs on a wide
range of goods (particularly esseptial materials and equipment) have
been reduced or abolished. \

3. Gold has flowed into Latin-American countries and dollar and
blocked Yterling assets have accrued to them at an increasing rate.®

4. There has been some liquidation of outstanding long-term ob-
ligations. Argentine debt repatriation, which amounted to 21 million
pesos in 1941, rose in 1942 to 135 million (of which 85 million rep-
resented sterling debt), and in 1943 to 144 million (the whole
amount consisting of sterling debt).* Certain other Latin-American
republics have availed themselves of the opportunity of repurchasing
from abroad, at low prices, domestic bonds that were in default.

5. Amounts paid to foreign investors on account of interest and
dividen8s have tended to rise. Thus, the yield of British investments
in Latin America, which had fallen from 4.5% in 1928 to 1.6% in
1939, rose gradually to 2.4% in 1943.°

11t may be added that commodities obtained as United States lend-fease aid for
defence purposes ($128 million up to the end of 1943 according to U.S. statistics)
have not had to be financed by the export of goods.

2 Cf. Chapter IV, page 195.

2 Cf. Chapter IV, pages 188 and 194.

¢ The Argentine debt repatriation was small, however, in relation to the sitplus
on current account in the balance of payments (303 million pesos in 1942 and 1,088

milliongin 1943) as well as to the holdings of gold and foreign exchange (3,766
million pesos at the end of 1943) and the total long-term foreign indgebtegness
(recorded at 9,057 million pesos in 1941). * .

_ % Accordmng to calculations by The South American Journal, referring to securi-
ties listed on the London Stock Exchange. The percentage was 1.7 in 1940, 1.9 in
1941, and 2.3 in 1942. It remained at 2.4% in 1944.



$a this connection, mention may be made of the new agreement
reached late in 1943 between Brazil and holders of Brazilian sterling
loans, arranging for an annual debt service payment of about £8
million as against only half that amount in the preceding few yéars.
At this higher figure the payment represents abougea third of full
statutory debt service. 2 >

China

The external trade of Free China has continued %o suffer as a
result of Japan's control over her normal routes of transport to the
outside world. Chinese authorities have endeavoured to promote in-
ternal trade and the domestic utilization of products which were for-
meMy exported. Of late, however, Government export controls on
articles such as tea, bristles and wood oil, which were introduced
during the early part of the Sino-Japanese War, have been relaxed,
and these articles, as well as wool, silk and strategic minerals have
been shipped in limited quantities by air to India and by land to, or
through, the U.S.S.R. United States lend-lease shipments to China
up to the middle of 1044, sent chiefly by air, had a value of U.S.
$381 million. To a certain extent, the demand for industrial products
for civilian use is being met by smuggling from occupied China.

JaraNEse! TRADE

Japan, it appears, has obtained from certain of the arefs under
her control a greater quantity of goods than she was able to import
from all countries before the war. According to a statement by Ma-
dame Chiang Kai-shek on June 16th, 1943, there had during each
of the preceding twelve months been shipped to Japan from occupied
territories within the Great Wall of China 3.2 million tons, and
from occupied territories in Manchuria 2.8 million tons of raw ma-
terials; in addition, Japan had during the same period transported
each month from territories within the Great Wall 2.3 million tons
of materials for the heavy industries she was building in Mahchuria
and other parts of Asia. The total weight of goods thus carried away
by Japan (hence not including foodstuffs for consumption by the
Japanese grmy in China) amounted, therefore, during thqse twelve
months to 100 million tons. For purposes of comparison it may be
mentioned that in 1937 and 1938, Japanese imports from all coun-
tries amounted to 30.3 and 23.6 million “cargo tons™ respectively.
Frow British Malaya Japan had, during the twelve months preceding
Madame Chiang Kai-shek’s statement, shipped in all approx1mafe_ly
6 million tons of goods. These shipments to Japan were lal:gely in
the nature of a tribute, and to that extent were not offset by imports
from Japan; the occupied areas, therefore, have been poorly supplied

1 Partly of 2,240 Ibs., partly of 40 cubic feet.
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%ith mdpufactured articles, and commercial transactions proper with-
in the area have apparently been reduced to a very low level. In the
absence of equilibrating trade movements, and under the influence
of inflationary forces which have been much stronger, for instance,
in aecupied Cha than in Japan, the old system of price relationships
within the area has in large part broken down and various methods
have been used by Japan to level out price discrepancies between
domestic and imported goods. The shortage of transport facilities has
dictated a policy of local self-sufficiency in the case of food, a policy
which is contrary to the declared object of securing increased eco-
nomic co-operation among the areas concerned. Owing to the greatly
reduced production of rice in Burma and certain of the other major
rice-exporting areas, a scarcity of rice developed in Japan in b2,
rendering it necessary to expand productien for local consumption
in the Philippines and British Malaya,

Japan has endeavoured, by changes in production in the areas she
occupies, to obtain increasing quantities of raw materials normally
purchased elsewhere; thus, the cultivation of cotton has been en-
couraged in the Netherlands Indies and the Philippines, the cultiva-
tion of jute in Indo-China. The one-sidedness of Japan’s trade with
the last-mentioned country——degpite the existence of an agreement
providing for mutual commercial exchange—is demonstrated by the
fact that by the end of 1943 Indo-China had accumulated a balance
of over 500 million yen (equivalent to 5,000 million francs),* which
was blocked in Japan, since only small quantities of Japanese goods
could be imported. Japanese exports of capital and capital goods to
northern China have declined; but a credit of 200 million yen is
reported to have been extended to Thailand in the middle of 1942.

In the course of 1944 and the early part of 1945 Japan’s trade with
occupied areas other than northern and central China appears to have
been largely halted as a result of- the difficulties experienced by
]apane“se shipping.

TRADE OF CONTINENTAL EUROPE

It is estimated that in Continental Europe the quantum of foreign
trade in recent years has amounted to about half its pre;war level.
The reduction has not, however, been evenly distributed. Table 9
shows how the value of trade changed over the period 1938-43 in
the few European countries which have published trade figures. In
the last two columns figures have been added showing the movgsnent
of wholesale prices since the early part of 1939. Though they afford
a rough indication of the extent to which prices have risen in Euro-
pean trade, these price indices cannot be taken as truly representative

* For purposes of comparison it may be mentioned that the total exports of Indo-
China’in 19390 amounted to 3,500 million francs.
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of, the movement of export prices in all of the respective ountries.! .
This"is true particularly for Germany, where export prices dre known
to have undergone a much greater increase than internal prices.

Table 14
Nine European Countries: Movement of Trade 'Values.
and W holesale Prices

I: Imports; E: Exports
Trade values (national currency) *Wholesale prices

Jan.-June 1939
1938 = 100 = 100
1039 1940 1941 1042 1043 1941 1043
Belgaria ............ I 105 142 207 262 26080 145 21
slga E 100 126 166 241 3120
Denmark ............ I, 107 8 81 74 75 185 105
E" 103 99 83 69 83 .
Finland ............. I 88 60 119 136 150 174 243
E 92 34 51 71 104
France ............. I . . . 56 32 190°  261¢
E . . . 97 118
Germanyd ........... 1 79 B3 114 144 137 105 109
E o3 & 1zt 135 153
Hungary ............ I 119 147 178 225 29 144  225°
E 116 09 151 219 247
Portugal ............ I 90 06 107 108 143 153 220
E uz 142, 261 346 348
Spain ......0eal.n 1 o4 133 118 131 196 147 181
E 120 131 174 210 203 o
Sweden ............, I 120 96 8o 85 B7 , 158 170
E 102 73 73 72 63
Switzerland ......... I 118 115 126 128 107 173 206

E 99 99 111 119 124

* First two quarters as percentage of quarterly average 1938.

b Average January-August.

¢ Figures for December; basis August 1939. )

4 Including Austria. For reasons indicated in the text, the figures must be ac-
cepted with reserve.

e Average January-October.

[ ]

The trading position of four of the countries considered in the
table—Bulgaria, Hungary, Portugal and Spain—was exceptionally
favourable. In the majority of the minor trading countries not shown
in the Table, trade has probably declined. Moreover, in countries oc-
cupied by Germany, trade (particularly exports) has ceased to reflect
commercial prosperity. During 1940 and 1941 heavy stocks of raw
materials and other goods were transferred from them to the Reich.
Tha exhaustion of this source of supply did not reduce the drain
upon the resources of the countries in question—on the contrary, as
the economy of these countries was transformed to feed the German
war machine, they had to supply an increasing flow of goods out of

ice indi i in of the countries
*Import and export price indices are available only for certain o
in question. Table 16 gives such indices for Bulgaria and Switzerland. ¢
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their curgent production. The acceleration of this movement is &e-
flected in the figures of German clearing debts. According to a Ger-
man calculation, these debts rose during the first year of war by 500
million marks, during the second by 2,000 million and during the
third (ending Aggust 1942) by 4,700 million. According to another
set of data“the total debt outstanding was 5,000 million marks by
the middle of 1941 and 9,000 million in the middle of 1942. The debt
continued to rise in geometric progression for at least another year
and was estimated at 21,000 million marks in September 1943.
From then to the end of August 1944 the debt to six countries alone
rose from approximately 17,600 to 26,500 million marks.

According to the Thirteenth Annual Report of the Bank for
International Settlements, the clearing claims (almost exclusively
on Germany) of eight countries—France, Belgium, Holland, Den-
mark, FHungary, Roumania, Bulgaria and “Bohemia and Moravia”—
amounted at the end of 1940 to 1,665 million marks, at the end of
1941 to 5,845 million, at the end of 1942 to 11,510 million and in
September 1943 to 18,045 million. Germany’s total clearing debt
proper, calculated from the volume of foreign balances held at the
Verrechnungskasse and invested by it in Reich securities, amounted
at the end of 1942 to 14,500 mijllion marks, of which nearly half
had accumulated during that year.

In view of this increase in the German clearing debt, it is interest-
ing to note that the combined exports of Germany (and Austria)
are reported to have increased more than imports between 1938 and
1943 (54 % as against 37 % ). The trade figures on which these per-
centages are based are shown below:

Reichsmarks (000,000,000’s)

Merchandise trade of 1938 1030 1040 1041 1042 1043
Germany and Austria:
Imports 6os 48 50 69 87 8.26
Exports 5.62 5.2 4.9 6.8 7.6 8.50

Import ‘(—) or export {(+) balance —o0.44 +04 —0.1 —0.01 —11I —+0.33

Note. The territory to which the above figures refer expanded during the period
considered as the result of German annexations. Deliveries of goods and war ma-
terial made by Germany in the form of assistance to her allies are saifl not to be
included in the export figures.

The figures appear to support German statements to the effect that
the increase in the clearing debt resulted not from a passive balaxce
of therchandise trade but from other items, particularly the remit-
tances to their home countries made by foreign workers in Germany
out of their wages. Actually, it is difficult to account for the clearing

1 Occupied Europe, German Exploitation and its Post-War Consequences (Royal
Institute of International Affairs; London 1944).



dedt in this manner. According to press reports, the remithances! m -
question, from the beginning of 1940 up to the end of 1945, totalled
1,300 million marks,® or only a fraction of the debt.? Reference has
also been made to the fact that Germany has delivered capital goods
on long-tern} credit (that is, outside the clearing) o certain Euro-
pean countries, but the indications are that such deliverfeg have not
been very important. It will be observed, however, that no details are
available concerning the nature of the goods included in the trade
figures quoted above. Government transactions represented a very
large proportion of German wartime imports and exports, and the
reported balance of trade largely depends, of course, on the extent
to_which such transactions were included or excluded. German goods
(f&r example foodstuffs} intended for consumption by German
forces in the occupied c?untries were hardly an item of trade, but the
indications are that at least in certain cases such deliveries were re-
corded as exports;* on the other hand, German purchases abroad of
goods for use by German troops were not included in imports as long
as the goods did not cross the German frontier. It should also be kept
in mind that a large part of the German exports to the occupied
countries consisted of goods intended, not to meet the requirements
of these countries, but to increage their capacity for serving the
Reich. y

Levies under the heading ‘“‘occupation costs” were likewise avail-
able in part for financing German imports. According to offtcial Brit-
ish statements, details of which are entered in Table 1b, the charge
on the chief occupied countries on account of this item up to the
end of August 1944 totalled 61,500 million marks. By that time,
the liberation of large areas of France, Belgium and Holland had
greatly reduced the amount of tribute which Germany could collect. A
year earlier, however, the annual drain upon the resources of the
occupied countries in the form of occupation costs and clearing claims
amounted to 22,500 million marks, or over $9,000 million at the
official exchange rate for the mark. This amount corresponfls to be-
tween three and four times the annual “disinvestment” of oversea
assets by the United Kingdom (whose population in 1939 was 47.8
million a8 compared with a population of g9 million in the occupied
countries), and it was only 23% less than United States lend-lease

1 Excluding remittances to Holland and the “Protectorate,” as well as to the
“Ggneral Government” during the last few months of 1043 which were effected by
meays of postal cheques. _— .

z According to another German estimate, 2 billion marks. ,

3 Obviously, to the extent that the sums remitted were added to Germany's
clearing debt, they were not really transferred and the payments to the addressees
had to be financed by the “receiving” countries. .

+ Norway is known to have a debt on clearing account to Germany due to im-
ports into Norway from Germany for the German army of occupation (W orld
Economic Survey, 1941/42, page 24).



Tab!e IS

Levies on Certain Occupied European Countries and
Clearing Debts to the Same Countries ¢

Reichsmarks (000,000,000's)

Cléaring claims
on Germany
Occupation costs and A
nnual
other charges rate of
Total up Total as increase

to August Annual of August  August
31st, 1044 rate 31st, 1044 1944

France ......vovvvviieecanannn 35.3 a 7.7 ' a
Belgium ...................... 5.7 0.7 4.8 0.3
Netherlands .............c..... 8.6 0.0% 7.9 I.I%
NOrWaY «ccvviinenenerrnniraens 7.4 1.7 b b
Denmark ..................... 1.8 I.I 1.3 05 ¢
“Protectorate” (Bohemia, Moravia) 1.8 0.3 4.2 1.9
Slovakia ........cccovivennnnt c ¢ 0.6 0.4
Serbla ®...cionmeeicinnnnnnans 0.9 0.2 b b
Total for above countries .... 61.5 3.9 26.5 4.2
Ditto, in billion $2 ............ 24.8 2.0 10.7 1.7

2 The figures have been adjusted downwards in order to make an approximate
allowance for the effect of the liberation of large areas of France, Belgium, and t_he
Netherlands. Eleven months earlier (i.e., on September joth, 1043} the annual in-
crease for these countries was estimated at (figures in billion reichsmarks) :

Occupation costs, etc. Clearing claims
France .....cocviiinmnnnnnasd PR 9.5 2.2
Belgium ..........coiiiiiiiiiinen., 1.7 1.3
Netherlands ..........cocoieena.t. 1.2 1.9

b The balance in the clearing was in favour of Germany. It includes the equivalent
of imports into Norway on account of the “Wehrmacht.”

¢ Not available.

4 Converted at the rate of 1 RM = $0.4033.

Note. Source: Parliamentary Debates (House of Commons) October 26th, 1043
{Vol. 393, Ne. 112}, and October 10th, 1944 (Vol. 403, No. 129). The source shows
the amounts in reichsmarks and in sterling, converted at the rate of 1 RM = 1s. 6d.,
which is 25% less than the official exchange value of the reichsmark. In the above
table, conversion to dollars has been made at the official rate. “QOccupation costs and
other charges” include levies imposed by Italy. “No allowance has been made in
these figures for losses suffered by the U.S.S.R,, nor for loot, nor for any destruc-
tion to pfuperty or injury to persons.” Data for Greece are excluded. Levies up to
the end of June 1943 are reported at 580 billion drachmae (no reliable conversion
rate is known), with German demands varying from month to month and tending
to rise steeply; no recent information on the Greek clearing balance was available.

The following information for certain areas not included in the above Jable refers
to September 3oth, 1943:

Reichsmarks (000,000,000's)

Occupation costs etc., Clearing Claims
Sept. 30th, Annual Sept. 3oth, Annual
' 1943 rate 1043 rate
“Gerferal Government” (Poland) 2.1 0.5 0.3 0.1
“Croatia” 0.3 0.15

It is pointed out, however, that in the case of Poland (as in the case of previously
occupied areas of the U.S.S.R.), “exploitation largely took the form of loot the
value of which cannot be assessed.”

Occupation costs have been levied in Hungary since March 1044, The annual
rate of such costs is believed not to have been less than a thousand million reichs-

marks; in addition there was a German clearing debt to Hungary of about one
thousand million reichsmarks. .



akl ip 1943. Indeed, the total drain in respect of occupation costs ap -
to the end of September 1943, calculated in similar fashion? exceeded
total United States lend-lease aid up to the same date by about 50%.
If we take the value of total merchandise imports from all coufitries
into Germany and Austria in 1938 as our standagg of comparison,
we find that the annual increase of clearing claims alone@ slightly ex-
ceeded this figure, and that the value (in marks) of annual occupa-
tion costs was over two and a half times as great.

At the time when German exploitation of western Europe was at
its peak, however, German trade was already beginning to be affected
by the change in the fortunes of war., Late in 1942 the area with
which Germany could trade began to contract in the south and east.

SThe loss of trade with French North Africa meant the drying up
of an important source of foodstuffs and fertilizers for the Reich.
In peace-time the surplits of foodstuffs of this area had been gbsorbed
largely by France, but from the time of the Armistice in 1940 until
November 1942 the great bulk had been diverted to Germany. The
average annual export of wheat from French North Africa in the
period 1930-38 (392,000 tons) corresponded to 70% of Germany’s
annual net import-of wheat during the same period; and the area was
a principal source of supply for wine, olive oil, grapes, citrus fruit
and dates. It also furnished practijally all the raw phosphate used by
Europe. The Allied occupation of‘Sicily, Sardinia, and southern and
central Italy further deprived Germany of supplies of foodstuffs
(particularly citrus fruit) and minerals such as pyrites,’molybdenum,
sulphur, zinc, antimony and asphalt.*

In the East, vast areas with a surplus production of foodstuffs
and raw materials were lost to Germany with the Russian advance
in 1943 and 1944. According to German data issued in April 1944,
the eastern regions then evacuated by Germany had during the period
of occupation supplied the following quantities of goods for use by
the troops of Germany and her allies and for consumptign within
Germany and other European countries:

Tons
Cereals vovvverrrnnennrenrercsssoesnsnstoaessn 7,000,000
MEEE ©overernesrvnssnarstrassannssstsonnran 675,000
O dtS & e raaanan 140,000
POtatoes ...vvveeneeravarsransssnnssasnasssos 2,700,000
Fodder . .ouuveeneseevannnersransnsosannesanss 2,000,000
PetrolBUIml . ovnvreenrvnensnsresanseanssesannes 250,000

. » L]

In the early part of 1944 several non-belligerent countries gvere
persuaded to reduce their deliveries of strategic products to Germany.
Thus, Portuga! discontinued her deliveries to Germany of wolfram

10n the other hand, the occupation of southern and central Italy by the Allied

Powers probably reduced German deliveries of civilian supplies. Before that occupa-
tion, Germany is stated to have sent over 300,000 tons of wheat annuallyto Italy.
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oge, and JFurkey hers of chrome ore; Spain reduced her exportseof
wolfram‘)re toa fraction of earlier sales, and Sweden agreed to cut
her exports of ball bearings to Germany. Later in the year, Switzer-
land®consented to discontinue her exports of war maferials.

From the middle of 1944 the shrinkage of the German trading
area Wwas aceelerated. The liberation of France and Belgium severed
the Reich’ from trade not only with these countries but also with
Spain and Portugal. Turkey and Finland broke off relations with
Germany, whilg Roumania and Bulgaria switched from the position
of satellites to that of enemies of the Reich; and as the railway con-
nections over Yugoslavia with Greece were cut, German trade with
the last-mentioned country came to a standstill. Later, as the fight-
ing fronts moved closer to Germany, her trade with the greater part
of Yugoslavia and Hungary was also cut off. The loss of trade with
southeastern Europe deprived Germany of her chief external sup-
plies of mineral oil, cereals, oil seeds, tobacco and many other prod-
ucts. German trade with Sweden was practically discontinued in the
autumn of 1944 as a result of measures taken by that country, and
German trade with Norway was hampered by the suspension of all
freight traffic through Sweden from and to Norway.

Diagz'am 2
Shrinkage of the German Trading Area

The share in the combined trade of Germany and Austria in 1938 of the
areas open to the trade of these two countries on the dates indicated below:

August 31, 1939 November |, 1942  December 31,1944

1x 163

~ The importance of these changes may be judged from the follow-
ing figures for 1938. In that year the areas which were open to.the
trade of Germany and Austria at the beginning of November 1942
accounted for approximately 52% of the imports and 64% of the
exports of these two countries, while the areas open to their trade
in Decemnber 1944 accounted for only about 17% of the imports and
24% of the exports (Diagram 2). The figures suggest a decline in
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thextrade of Germany and Austria by about two-thirds oversa period
of less than two years. . J

In the twelve months ending March 31st, 1944, Germany was able
to import on Balance 11.4 mllllon tons of foodstuffs,' or about 50%
more than in 1938. These imports, as well as those gf industrial raw
materials, must have shrunk to small proportions in the gourse of
the last half of 1944. The supply of industrial products was also
curtailed, esgecnall)_f after the llberatlop of France and Belgium. Given
the manner in which Germany had integrated the ecanomies of the
occupied countries into her own,? her domestic industrial production
must alsq have suffered. The loss of France and Belgium was the
more serious for Germany because the bulk of the supplies she ob-
taifted from these countries did not have to be paid for by German
exports. Two-thirds of the total annual levies in the form of occupa-
tion costs, clearing clainis, etc., specified in Table 15 had been Juet by
these two countries.

During the two years preceding the liberation of France and Bel-
gium, Germany lost ground in North Africa, Italy and the U.S.S.R.,
but was still able to keep, and in some instances tighten, her economic
grip on the greates part of Continental Europe proper. There were
indications, however, that the attempt to mobilize Europe’s economic
power under German control was ot wholly successful. In partic-
ular, as prices in several Europead countries tended to rise, a con-
siderable deterioration occurred in Germany’s terms of trade. This
was felt mainly in transactions with southern and southeastern Eu-
rope, but to some extent also in transactions with other European
countries. Figures for German import and export prices are not
availahle, but, given the extent to which Germany dominated the
trade of Continental Europe, the general trend of price movements
is likely to be correctly reflected in the improvement since 194¥ in
the terms of trade of countries such as Bulgaria and Switzerland
(Table 16). .

This change resulted largely from the drain of goods in the direc-
tion of the Reich, and from the inflationary effect in the exporting
countries of advance payments to exporters on account of the un-
settled clearing claims on Germany. Various measures were taken to
diminish ®his inflationary effect. Thus, in Denmark public loans were
issued to absorb the purchasing power resnlting-from payments to
exporters, and a similar procedure was adopted in the Netherlands
and in ‘“‘Bohemia-Moravia.” In Belgium, part of the payments in
question were effected in interest-bearing treasury certificatese In
Hungary and Roumania, large amounts of the claims were absorbed
by ansicipatory orders for German goods to be delivered after the

1 First Report to Congress on United States Participation in Operation of

UNRRA. Imports are given at 12.9 million tons, exports at L.5 million.
2Cf. World Economic Survey 1941/42, pages 80-81.
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Table 16

Figures Illustrating Changes in the Terms
of Trade of Bulgaria and Switzerland .

August  August August June  March

Bulgamia 1939 1040 1941 1942 1043
(a) ImpoPt price index ...... 100 135 170 216 178
(b) Export price index ...... 100 120 138 174 190
{(c) bas%ofa ............... 100 96 77 81 107

* 1938 1041 1042 1943 1043

Switzerland 4th qr.
(a) Import price index ........ 100 180 216 227 238
(b) Export price index ........ 100 130 161 196 205
(c)basFoofa .............. 100 72 74 87 g

* Approximate figures.
4

war unfler special guarantee by the Reich. These two countries were
also allowed, along with Bulgaria and Slovakia, to use part of their
clearing claims on Germany for the repurchase of domestic securities
in German hands—a move which contrasts with the policy of financial
penetration which the Reich pursued during the early part of the war.
Furthermore, Germany endeavoured to persuade her trading partners
to stabilize their export prices; fhus towards the end of 1942 she
concluded reciprocal agreements \o that effect with Bulgaria, Den-
mark, Ttaly, Slovakia and Turkey. The results of this policy do not
appear to have been satisfactory, since the stabilization of prices
tended to discourage exports to Germany. The German clearing debt
continued to rise in 1943, and it was stated' that the bulk of the in-
crease resulted from the rise in prices in certain countries. A proposal
to correct the trend of price relationships by introducing a policy of
“flexible exchange rates” (with a higher than the prevailing ex-
change value for the mark) had to be discarded ; instead, a system of
“elastic export prices,” varying according to the country of sale, was
adopteddy Germany.

In the second half of 1942 import, and in some cases export duties,
between Germany and German-controlled areas were for the most
part abolished. Thus, Germany abolished import duties® on most
goods imported from Belgium, Estonia, Denmark, France, Greece,
Latvia, Lithuania, Hungary, Italy, Norway, Poland (‘‘General Gov-
ernment”), the Ukraine and Yugoslavia (except areas occupied by
Bulgaria).a In certain cases, controls of trade through import and

1 By the President of the Reichsbank at the bank’s annual meeting.

2 As from December 1st, 1942, in most cases.

3 “Bohemia-Moravia” had been incorporated in the German customs area on
April 1st, 1040. Trade between Germany and the Netherlands had been free of

customs duties since the beginning of 1941, but license control continued until the
autumn of 1942.
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expgrt permits were also abolished. In the circumstances, the meas;
ures tliiis taken seem to have been of importance chiefly as tending to
divert to Germany the trade which the German-controlled areas
might otherwise have conducted with other countries. The so-talled

multilateral clearing system which Germany had institpted, continued

during 1942 and 1943 to be of very limited practica? value for trade
among European countries.! B

Recent trends in European trade may be further illustrated by
data fo_r individual countries, beginning with those ynder German
occupation.

From information in the press concerning the movement of quanti-
ties and prices of the goods entering into French trade, it is possible
to galculate approximate trade values for 1943 and the first five
months of 1944 as follows:

3 French francs {000,000,000)

. Foodstuffs Industrial Finished @
Imports raw materials Products Total
(1% 12.5 26.8 6.7 46.1
0o 2.6 6.3 58 14.7
1944 {Jan-May) ........... 0.9 2.0 22 5.1

Exports .

1038 (i iaeaaaaa 4 0.8 16.4 306
) Y L 10\3 8.5 16.9 36.2
1944 (Jan.-May) ........... 5]( 3.I 10.3 18.5

Import prices are estimated to have risen on the average, between
three and four times, and export prices about three times. The quan-
tum of imports in 1943 was only 10%, and in the first five months
of 1944, 7% of what it had been in 1938. The quantum of exports,
on the other hand, was almost half what it had been, and, in the case
of foodstuffs, it was even considerably above the 1938 level. For
1941 and 1942 some information is available concerning the geo-

graphical distribution of French trade: .
Francs {000,000,000's)

Imports Expgrts

19038 1041 1042 1038 1041 1942

Germany, Austria and
Belgium ..........co00iienene . 6.4 . 89 6.1 . 20.9

French oversea

Territorigs .......coviiiueiann 12§ 143 124 84 53 6.5
Other countries ..........cconees 27.2 [ %4 45 161 22 2.2
Total vevvrivennvnencnnsens 46.1 . 258 306 . 29.6

The large increase in exports to Germany, Austria and Belgjum
reflects the draining away of French goods by Germany: it does so,

\ . : i how
i “In’actual practice, multilateral clearing so far has had little more to s
than permits, given in isolated cases, to employ certain limited amountsthRl’ Pa};‘
ments in third countries.” (Bank for International Settlements, Annual Report,

1942-43, p. 30')
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howeverg dnly incompletely, since in addition to exports proper tiere
have beé1 large deliveries of goods to German forces in Frfance.!

French imports fell off heavily in 1943 owing to the discontinuation
*of ttade with French North Africa, which in 1942 had supplied 48%
of the imports of metropolitan France. In the summer of that year,
150.000 tofs of cereals were obtained from North Africa to bridge
the gap bétween French consumption and domestic supplies until the
new crop became available.

At least unto and including 1942, the terms of trade changed
markedly in France's disfavour, and a foreign trade compensation
fund was established in 1942 with the object of lowering the high
prices of certain imported products through subsidies financed out
of levies on excess profits made by French exporters. The French
clearing claims on Germany rose by 11,500 million francs (575 mil-
lion marks) in 1941, by 30,000 miilion in 1942 and by 60,000 million
in 1943. The amount outstanding at the end of 1943 was close to
120.000 million francs; in August 1944 it exceeded 150,000 million
francs. During the first ten months of 1943 clearing entries to the
credit of France were piling up 4 1/2 times as fast as entries to the
credit of Germany. In that year the bulk of the jndustrial output is
reported to have been exported to Germany, or delivered to German
armed forces in France. Moreovlr, in spite of the fact that France
had been cut off from North A¥rican supplies, she was obliged to
furnish the following quantities of agricultural products to Germany

n 1943: ¢

Wheat .............. 800,000 tons
Oats ........... cann 500,000 tons
Meat ............... 230,000 tons
Potatoes ............ 400,000 tons
Cheese ............. 100,000 tons
SIraw ....oeveinnnn.. 400,000 tons
Hay ......cc....o... 450,000 tons
Fats ................ 235,000 tons
Wine .............. 3,500,000 hectolitres

<
The following fhgures for Belgian trade show the effect of de-
liveries to Germany on Belgium’s balance of trade up to 1942:

1938 1941 < 1042
per cent
Proportion of exports taken
by Germany ......................... 12 72 78
Ratio oi total exports to ,
€ total IMPOTts .ouneriierinenniinn.... o1 157 265

1 The Revue de I'Economie Contemporaine for April 1943, from which the above
figures for 1941 and 1942 are derived, suggests that the foreign trade turrdover of
France (including deliveries not entering into recorded exports) was approximately
the same in 1942 as in 1938, i.e. 76,700 million francs. Total exports (in a wide
sense ) would accordingly have exceeded 50,000 million francs.
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The total foreign trade of Belgium is reported’to have fallen tq
half it} pre-war value in 1942. In that year and the fisst nine months
of 1943 Belgian clearing claims on Germany were accumulating at
a rate of abouf 16,000 million francs (1,300 million marks) a‘year;
in addition there was a considerable rise in Belgian credit balances
with controlled “central clearing,” mainly on accounf of am excess of
Belgian exports to France and Holland, which countries wére unable
to maintain their exports of foodstuffs to Belgium. In the first nine
months of 1944 the aggregate Belgian clearing claigns rose from
24,000 to 44,000 million francs.

Trade between the Netherlands and Germany was made “com-
pletely free” in 1942. This does not mean, however, that trade was
thereafter governed by the market-price differences between the two
countries; in fact, it was found necessary to regulate trade by meas-
ures affecting export prices in both the countries, and the price-con-
trol order introduced in the Netherlands in December 1943 pfovided
for the “‘equalisation” of export prices to bring them into correspond-
ence with the German price level. After the “freeing” of trade, clear-
ing advances to Germany continued to increase at a rate of 1,900
million marks a year. At the same time trade between the Netherlands
and several other countries declined.

An agreement of September 5tfj, 1944, provides for a customs
union«of Belgium and Luxembur# with the Netherlands, to enter
into force as soon as the governments of these countries have been
reinstated. The union is temporary, but is intended toeprepare the
way for the eventual realization of a permanent customs union.

Danish exports during the early part of the period under review
suffered from the after-effects of a bad crop in 1941. Meat exports
fell off by one-half in 1942. As crops improved and the livestock
population could be increased, exports of animal foodstuffs again
expanded in 1943, and the import balance of 156 million Kroner in
1942 was turned into an export balance of 72 million in 1943. There
was a still more rapid expansion in deliveries to Germangy, as is
shown by the fact that Danish clearing advances to that country rose
by about 870 million Kroner in 1943 as against 263 million in 1942.
Trade with other countries became increasingly difficult.

The plight of the Baltic countries seems to have been similar
to that of other areas controlled by Germany. It is reported that, as
the result of external pressure, Estonia’s exports during the period
of* German occupation up to the middle of 1942 were 26 times as
larg?® as her imports. .

Greek trade was reduced to a fraction of its previous level. While
Greec® was still under Axis domination the exchange of goods with
Germany was facilitated by the establishment of the “German-Greek
Commodity Equalization Company” which subsidized exports out of
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levies on'imports. German deliveries of civi!ian supplies in 1943
amounted to 34,200 tons valued at 87.4 million marks. From Phe
early part of 1942 wheat and other foodstuffs, largely representing
'a gift of the Canadian and United States Govefnments, were
sent to Greece on Swedish ships and distributed under international
conttol. The rate at which such supplies were being delivered was
later raised to over 30,000 tons monthly. By June 1944 over 300,-
000 tons of wheat and 45,000 tons of other foodstuffs had been sup-
plied in this way.

Trade between Italy and Germany up to the middle of 1943 was
maintained at a high level reflecting the degree of economic inter-
dependence of the two countries. Germany’s difficulties in fulfilling
her engagements had become very marked, however, in the course of
1942 and the early part of 1943; thus, in March 1943 arrears in
deliveries of coal and iron ore were reported to have reached 42%
of the quota that had been agreed upon for the previous six months,
In consequence Italian advances to Germany on clearing account had
risen to 7,000 million lire (about 920 million marks). In an attempt
to remedy the situation, Italian exports of agricultural products to
Germany had been reduced by half early in the year. In liberated
Italy foreign supplies intended for urgent civilian needs have been
furnished by the armed forces ol the United States and the TJnited
Kingdonr. By the middle of July 1944 the value of goods thus pro-
vided exceecded $100 million.*

Up to the early part of 1944, Germany’s former satellites in south-
eastern Europe maintained their trade on a relatively high level and,
in contrast with German-occupied countries, were able to develop
their exchange of goods with certain of the neutral countries of Eu-
rope. Germany remained, however, their principal trading partner,
and their economic situation was greatly affected by inflationary tend-
encies released in part by the financing of advances to Germany on
clearing account. The succession of short crops, which had led to a
suspension of cereal exports in 1941 and 1942, was followed by a
bumper crop in 1943. As cereal exports were resumed on a large
scale, clearing claims on Germany increased rapidly and goernment
control of trading transactions was tightened.

Bulgaria agreed in 1943 to pay higher prices for German-manu-
factured goods in compensation for a 60% rise in the export price .
of tgbacco. Even before 1943 the National Bank of Bulgaria ran-
celled a portion of her clearing claims on Germany through the re-
purchase of Bulgarian Treasury Certificates which had been handed

! Report to Congress on Operations of the Foreign Economic Administration,
September 25th, 1044, page 42.



— 275 —

ovey to German firms in payment for goods sold to Bulgartason long-
term credit.? . v

During 1941 and 1942 Hungary continued to put her surplus &t
cereals from fhe incorporated southern territories at the disposal of*
Germany and Italy (in the proportions of 60% gud 40% respec-
tively). The accumulation of clearing claims on Germafly resdlting
in part from these exports was a dominating factor in trade. At-
tempts were made to check the movement through the repurchase of
domestic bonds in German hands for the amount ef 238 million
pengo (142 million marks) in 1942 and 1943, and through the plac-
ing of prepaid Hungarian orders for German goods to be delivered
after the war, in accordance with an agreement made with Germany
in she middle of 1943. These steps proved inadequate; but in March
1944, through her virtual occupation of Hungary, Germany gained
economic control of the tountry and charged Hungary with thg main-
tenance costs for the occupying army.

Roumania advanced large amounts to Germany on clearing account
(17,600 million lei in 1941 and 15,400 in 1942, corresponding to
225 and 204 million marks respectively) ; at the same time, however,
certain German dekliveries of capital goods were made on a long-term
credit basis outside the clearing. After a temporary slackening during

'the greater part of 1943, due possfbly to the repatriation of Rouma-
nian Government securities in Gerfman hands, clearing claims began
to rise again towards the end of the year when cereal experts were
resumed and part of the goods which used to find a market in Italy
were directed to Germany. Early in 1944 an agreement was concluded
with Germany providing for the reduction of clearing balances by
increased German deliveries of armaments.

The trading position of Finland up to the autumn of 1944 was
different from that of the three countries just mentioned. Finnish
exports had declined even in value, and, whereas before the war
Finland had for several years had an active trade balance, during
1942 and 1943 her imports exceeded her exports by tweo-thirds.
Foodstuffs had to be supplied largely by Germany and a clearing debt
to that country accumulated, rising from 5,500 to 8,500 million mark-
ka (that js, approximately 150 million Reichsmarks) in the course of
1943. Service of the bulk of the considerable Finnish debt to Sweden
was suspended late in 1943. N _

Switzerland experienced growing difficulties in obtaining essential
miterials from abroad. Exports of watches, particularly to the United
States, were comparatively large in 1943, but imports from oversea
countries remained at a very low level, while those from southeastern
Euroﬁe were checked by the high export prices of the countries in that

1 The amount of such certificates in the hands of the National Bank amounted
to 4,700 million leva at the end of 1941 and 8,600 million at the end of 1042.,
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grea. Tgade with"Germany was affected by the breakdown of tsade
negotiations eacly in 1943; the provisional agreement finally reached
provided for the progressive elimination of clearing debts. The decline
' Jn Miports was very marked in the course of 1943. During the last
quarter of that year the quantum of imports fell to 39% of the pre-
war*(19389 level, while that of exports stood at 69%, and an export
surplus &us arose. For the year as a whole the import balance was
only one-fifth of what it had been in 1942. The_ﬁg_ures for both
quantum and galue in 1944, as shown in Table 17, indicate a further
sharp drop in Swiss trade. The Allied landings in France interrupted
Swiss transit traffic through France, and it was not until 1945 that
this traffic was resumed. Switzerland’s trade with Germany was also
curtailed in 1944. -

Table 17
Switzerland: Foreign Trade Movements
Price Index Quantum index  Value in Swiss francs
(1938 = 100) (1938 = 100) {000,000s)
Import
Imports Exports Imports Exports Imports Exports Balance
1938 100 100 100 100 1,607 1,317 200
1941 180 130 e 8s 2,024 1,463 561 °
1942 216 161 R 74 2,049 1572 477
1943 228 196 47 63 1,727 1,629 98
1944 234 214 32 40 1,186 1,133 53

Spain and Portugal were able until the middle of 1944 to exchange
goods with countries on both sides of the blockade line around Ger-
man-dominated Europe. Their trade was highly profitable, largely
because of the rise in the prices of the strategic products which they
were in a position to supply. Their exports rose much more rapidly
than their imports (cf. Table g above) and the growth of their for-
eign currency holdings confronted them with unprecedented prob-
lems with respect to monetary policy. Imports from the Argentine
have compensated Spain for the low level of her domestic agricultural
production since the time of the Civil War. The favourable payments
situation has enabled her to redeem the bulk of her external liabilities
and at the same time to increase her holdings of gold and foreign ex-
change. An arrangement made late in 1943 provided for the redemp-
tion of the debt to Germany of 400 million pesetas (about 9§ million
marks) which she had incurred during the Civil War. In Portugal
thé¢ recorded surplus of imports over exports which in 193 rep-
resented over half the import value® has since 1941 been replaced by
a surplus of exports; in 1943 this surplus was reduced on account

1 Owing to the undervaluation of exports in Portuguese trade returns, this import
surplus should not be taken as representing the real trade balance.
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of larger imports of coal and wheat consequent on” a decling, in the,
domest® production of these commodities. In 1944 the trade«of both
Spain and Portugal was affected by the elimination of their exchangee
of goods with Germany., ..
Unlike the other neutral European countries, Sweden experienced
during the war a heavy fall in the total value of hét exports. Ex-
port credits to Germany were withdrawn: the amount out8tanding
fell from 120 million kronor early in 1943 to 81 million at the end
of the year and to § million in August 1944, the latter jeing due for
repayment before the end of the year. The trade agreement with
Germany for 1944 provided for a reduction in exports to that coun-
try of iron ore from 10 to 7 million tons, and of ball-bearings by a
half.3 German deliveries to Sweden of coal and coke were to be re-
duced from 4.7 to 4 million tons. During the third quarter of 1944
drastic restrictions on shépping® led to the almost complete cessation
of Sweden’8 trade with Germany, and in general with Eufopean
countries south of the Baltic. Up to that time Sweden’s exchange
with non-belligerent European countries had tended to increase at
the expense of that with German-occupied countries. A minor portion
of Sweden’s trade has been conducted with countries outside Con-
tinental Europe, chiefly through the so-called safe-conduct traffic.

?
Table &8
Sweden: Geographical Distribution of Trade
»
Imports Exports

Percentage share of : 1941 1042 1043 1941 1042 1043
Germany ......cosceveavneves 52 44 51 41 40 43
Switzerland, Spain, Portugal... 5 6 9 5 10 14
Rest of Continental Europe ... 26 27 25 42 39 35
Other countries ..........ccenn 17 23 15 12 11 8
Total ..viiivcvasnencnans 100 100 100 100 100 100

In October 1944 Sweden granted a credit of 150 million krenor to
Finland for rehabilitation, and undertook to deliver considerable
quantities of foodstuffs and other necessities. Arrangements were
also made for large similar deliveries on credit to Norway, Denmark
and the I\fetherlands, to be made after the liberation of these coun-
tries.

) llIhe export of ball-bearings to Germany was further reduced in June, and en-
tirely

discontinued in October 1044.
2 Cf* Chapter VII, page 287.



CHAPTER VII

THE TRANSPORT SITUATION
" When the last Survey was written in the autumn of 1942, the ship-
pirg situation ®f the United Nations had begun to improve after the
severe dtrain to which it had been subjected by the heavy losses of
merchant ships since the middle of 1940. Conditions were, however,
far from sat{gfactory. The losses, though declining, were still high and
had not by any means been made good by replacements. During the
period which has elapsed since the autumn of 1942, the shipping situ-
ation has taken on an entirely different aspect, owing both to a decline
in losses and to increased production. c
The decisive period in the fight against the submarine menace ex-
tended from the middle of 1942 to the middée of 1943 in the course of
whicl! shipping losses fell to a level at which they no longér constituted
a major threat to United Nations shipping. The heavy losses suffered
during the early part of 1942 along the United States Atlantic Coast
were almost completely eliminated after the middle of that year.!

Table r

) .
Losses of Allied and Neutral chant Ships from All Causes (En-
emy Action and Marine Risk) up to the End of 1948

. Sept.-Dec.

Number of ships lost: 1939 1940 1041 1942 1943 Total
British 158 728 892 782 361 2,921
United States . 4 32 61 422 234 753
Others: allied . 17 201 4665 {565 154 1,184

neutral 144 384 00 63 900
Total 323 1,345 1419 1850 812 5758

Capacity of ships lost, in gross

tons (000's) :

British 498 2725 3047 3605 1678 11,643
United States . 3 56 150 2,053 1,040 3,311
Others: allied . g0 2 1,496" {2,34: 837 5,180
neutral 344 946 ' 249 82 2,027

Total 935 4540 4603 8338 5,646 22,161

* Losses are recorded as “allied” or “neutral” according to the status of the countr
under whose flag the vessel was registered at the time it was lost. In the earlier yeari
of the war, therefore, losses of neutral ships include vessels sailing under the flags of
cm;ntn_u which havq subsequ_ently _bccome allied or enemy countries. "+

tAllied ships lost in 1041, including those of the United States from the t:me she
El:trl;.gs :h:f vtvhaer, [}::lrrel:lerseg m314$cr?u:u;mg 1,29;3:300 gross tons; neutral ships, includ-
i ore she -
ing 349,000 et ess e : entered into the war, numbered 185;, measur

! Losses resulting from enemy action on the sea lanes s i i
SEs 1 1 - tretching from N Scot:
to F]Sonda, ;)ter has been disclosed, amounted to only 3 ships duringgthc 15 mg::hs ce?u?l;f
ing S*ptember 1943 ; from July 1942 to May 1943 not a single ship was lost.
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Protgction of the sea-lanes across the North Atlantic met withecertair
difficulfles which were not solved until the latter part of Mar¢h 1943,
when convoy losses in this traffic dropped dramatically by two-thirds®
The proportion’of ships lost in the North Atlantic and United Kihg-.
dom coastal convoys was one out of every 181 ships which sailed in
1941, one out of 233 in 1942, one out of 344 in 1943 ; in tRe Jast half
of 1943 the proportion of losses had fallen to less than one in 1,000
ships.! The losses suffered by the American and British convoys on the

Diagram I
United States: War Risk Insurance Rates on Cargo on Selected
Routes from Atlantic Ports

A: to United Kingdom (west coast)

B: toIndia {Calcutta)
to South America (south of Paramaribo)

C:
D: to Australia (via Panama)
- 4 - %
25} - — 25
Y 0
! | s
&' [\ :
] A '
20 \ - 20

10

N PY  OEC. MAR JUNE SEPT OEC. MAR. JUNE SERT DEC. MaR
EC. MAR. JUNE SE 1944 ‘945“ l“i

1941 1942 1943
?

1 Statement of the First Lord of the Admiralty, March 7th, 1944.
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highly exposed route to Murmansk also declined sharply. Thuy, the
sinking® of United States ships carrying Lend-Lease goods to the
“U.S.S.R. on this route fell from the high figure of 12% in 1942 to
*.one per gent in 1943. The total tonnage of ships lost by allied and
neutral powers {n 1943 was only 44 % of what it had been in 1942, and
was well Btlow the figures for 1940 and 1941.

The continued downward tendency is illustrated by the data for
sinkings by enemy submarines which are not, however, responsible
for all the tomnage lost. Of the total sinkings by submarines in 1943,
47 % occurred during the first quarter, 27 % during the second quarter
and 26% during the remaining two quarters. During the first seven
months of 1944 allied losses through submarines were “almost negli-
gible in comparison with former years.”? :

The increased security for shipping is reflected in the decline of war
risk igsurance rates on cargo (Table 2; Diagram 1). Between August
15th, 1942, when the rates reached their peak, and December 15th,
1044, the rates for shipments from United States ports to Europe,
India, the Near East, Australia and Oceania, fell by between 87%

Table 2

United States: Percentage Wor{ Risk Insurance Rates on Cargo fot
Selected Routes and Dates, as ted by Commercial Underzyriters"

. 1941 1942 1643 1944
e B el " — M
Dec®  March Aug. March June Oct Jan. June Dec.
From Atlantic ports to:
United Kingdom
{ west coast) 7-5 7.5 10 10 7.5 4 34 1.54 o.754
Egypt 6e 6 30 175 10 7 6 75
Red_ Sea ports 2.5 5.5 25 15.0 10 2 6 40 3o
India (Calcutta) 2 10 30 1%.5 125 85 73 4.0 3o ¢
Caribbean 0.075 4 1 : X .
; PAmcriu_;b:outh 5 4 2 0.75 0.375 0.25
0 ar 1 0.I 5 2 10 . .
Gu(lfofMl i 4 5 7 4 2.5 .25 0.5
Coastal) 0.0 4 1 .
Australia, New 5 5 5 4 z 075 o0.25 0.15
via Panama 1 6 25 12.5 9 5 4 2.0 1.25
From Pacific ports to: . :
Australia, New
Zealand 0.75 6 78 6 5 4 3 L5 1.0
th: ;::1 t{fi’:;d"ig tgl. Commerce and Commercial (New York). The rates refer to th.e middle o

b Uniteds States ships only.
¢ Imports (exports 7.5%) foreign ships only.
4From Atlantic ports not south of Cape Hatteras,

&

L

! Statement of the Prime Minister in the House of Comm:
; : ons, August 2nd, 1944.
Submarine warfare is reported to have flared into renewed activity in l%ccember :m
but net 50 as to affect the low war risk insurance rates. '



and 95, to South America by 8%, and to the Canbbean ahd Gul#
ports by 98-09%.

The chief prpoducer of new merchant ships was the United S,tates
though there was a considerable output elsewhere, particulatly in "the
United Kingdom and Canada. The spectacular incgease in United
States production from 1942 is shown in Table 3 and D:agram 2.

Table 3 .

United States Ship Completions, as Reported l?y the
Maritime Commission

. In thousands of deadweight tons

Quarter 1939 1940 1941 1042 1943 1044
1st 49 o 107 197 779 3.757 4,116
2nd 92 168 286 1.771 5036 . 4,608
3rd 109 151 280 2,561 5,019 3,426
4th 92 - 208 325 2,080 5,406 4,103

Year 342 635 1,088 8,001 19,238 16,343
* Diagram 2

United States: Quarterfy Ship Completions
In millions of déadweight tons

s |- s
4| 4
™
3 - —{3
®
2r— —2
']

AN dy®
o Lt demtmet=t | [ Y O I P
1939 1940 1941 1942 1943 1944
¢ 100}
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¢ Production of ships in the United States in 1941 though ‘v'ép%
higher than in 1940 had amounted to only 1.I million deadweight

ﬁon‘s.‘ In 1942, however, production rose to over 8 million, and in 1943

'«to over 29 million deadweight tons. The United States thus became
an important sepplier of ships just at the time when shipping losses
were rapidly decreasing. United States production in 1943 alone cor-
responded to a fifth of the world’s merchant marine before the war. In
the course of 1943 the raté of increase in United States shipbuilding
slowed down® The tonnage produced in 1944 was 16.3 million dead-
weight tons or 15% less than in 1943, and the production planned
for 1945 is 13 million deadweight tons.

The tonnage figures alone, however, are not an adequate reflection
of the course of production, for the quality of the ships produced has
improved. The rapid expansion up to the middle of 1943 had been
made possible by the construction of so-called “Liberty” ships of sim-
plified design, suited to large-scale production, but with a speed of
only 11 knots. In the fiscal year ending June 1943 such ships repre-
sented 80% of the number of ships produced; but in 1943/44 the
proportion of “Liberty” ships fell to 56% and there was a correspond-
ing increase in that of faster ships, chiefly of the “Victory” type, with
a speed of 15-17 knots. '-

In the United Kingdom, in g‘t;cordance with an agreement made
with the United States, about 70% of the shipbuilding effort has been
devoted'to paval construction, including that of landing craft. “Re-
pairs to merchant vessels absorbed more than half the manpower
available for merchant work; this was due to damage caused not only
bv enemy action, but also by the abnormal weather met with in the
high latitudes frequented by convoys to and from North America and
Russia. At one period the amount of merchant shipping in hand for
repair was over 214 million tons.”? Nonetheless, the merchant vessels
completed in the United Kingdom from the beginning of the war to
the end of 1943 totalled 4.7 million gross tons or 7 million dead-
weight tons, equal to almost a fourth of the construction in the
United States during the same period. Of this amount, 0.2 million
gross tons were completed in the last four months of 1939, 0.8 million
in 1940, 1.2 million in 1941, 1.3 million in 1942 and 1.2 million in
1943. Recently, extended use has been made in British shipbuilding
of modern pre-fabrication and pre-assembly construction methods.

Canada is estimated to have launched 2 million gross tons (about
3 iillion deadweight tons) between 1940 and the end of 1943, “Early

in January 1045 it was stated by the Canadian Minister of Trade that
1 The figure for deadweight tonnage of average-sized ships exceeds that of gross
tonnage by about 50%.

2 Quoted from Statistics Relating to the War Effort of the United Kingdom
(Cmd. 6564).
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“whéh the Canadian programme is completed, as it will be within thes
next few months except for a few vessels, it will hdve turhed out
roughly 400 ships of various types, totalling around 2.7 million gros¢™
tons or 3.7 million deadweight tons.” | .

Despite the reduction in losses and the increase in psoduction in the
course of 1942, the United Nations merchant marine is estignated to
have experienced a net loss of one million deadweight tons (approxi-
mately 100 ships) during that year.' The information available sug-
gesfs that the whole of this loss occurred during the fir8t half of the
year ; during the second half there appears to have been a net gain.? In
1943 the gain was very marked. By the end of November 1943, all
the lpsses suffered by the United Nations since the beginning of the
war had been replaced ; the tonnage of their merchant vessels had then
reached the pre-war figuse of 57 million deadweight tons. In view of
the rate at which ships have been built during the past year the tannage
must have increased considerably since then.

Besides the increase in the number of ships available, another source
of improvement has been the shortening of shipping routes. Through
their occupation of North Africa and Sicily between November 1942
and July 1943 the United Nations gained control of the shipping lanes
through the Mediterranean. The elifhination of the long route round
the Cape of Good Hope to the Middle East and India released more
than 200 vessels (aggregating over 2 million deadweight tens) for
other uses and greatly shortened the time required for shipping sup-
plies. Early in 1945 the Black Sea was opened for Allied shipments
and the supply route to the U.S.S.R. thus greatly shortened. Advan-
tages for shipping between certain Atlantic ports were obtained when
Portugal agreed in the autumn of 1943 to the British request for
temporary use of naval and air bases in the Azores. In the Pacific
certain shipping routes were shortened as a result of the advance of
United States forces. .

The rapid increase in the mercantile tonnage available and the short-
ening of shipping routes does not necessarily imply that the United
Nations’ shipping problem has been solved. The major military cam-
paigns ufldertaken simultaneously in western Europe and in the
Pacific caused an acute strain on the shipping situation in the latter
part of 1944. In August 1944 about § million deadweight tons of ship-
ping under the United States flag were engaged in various shuttle
serviles within the three principal war areas. The following figures
show how the United States War Shipping Administration, which is

1 Acc(;rding to a statement by the United States Navy in Aéjril 1943,

2 This is implied by an official statement to the effect that during the six months
from August 1042 to January 1943, inclusive, the United Nations joint mercaptile

fleet had grown by 14 million deadweight tons.
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sn charb€ of 95% of the United States merchant marine, allocet& the
tonnag@under'its control in 1942 and 1943."

1942 and

early part « Endof

of 1943 1943
- ' % %
“ L . o R 41 ' 49
“Navy Carg0” oveeernnsvrnrnsons T TR 13 10
Lend-Lease material and commadities ......... [RPPPTE 3o 29

Essential raw materials and civilian necessities for the . .

United STates .....oovniineiiiinsienrancecssnssinanes 16 12
B 0 Y 100 100

Aslittle as 16% was thus engaged in carrying “‘essential raw mate-
rials and necessities for the United States” in 1942 and the early part
of 1043, and the figure had fallen to 12% at the end of 1943. But
owing to the growth of the fleet, this 12% carried a greater volume
of cargo than the 16% had transported a year earlier. Nonetheless, in
August 1944 the shipping situation, according to the Chairman of the
United States Maritime Commission and War Shipping Adminis-
tration, was “extremely tight” and would continue to be so through-
out the third quarter of the year and probably throughout the fourth
quarter. In fact, the shortage of shipping space was still very acute
in the early months of 1945, anll made it difficult to supply the liber-
ated European countries with urgently required overseas pfoducts.

The necessity for husbanding the available shipping facilities is
reflected in' the measures taken to perfect the co-ordination of sea
transport among the United Nations. In an agreement concluded on
August sth, 1944, eight United Nations Governments®*.undertook “as
a common responsibility the provision of shipping for all military and
other tasks necessary for, and arising out of, the completion of war in
Europe and the Far East and for supplying of all the liberated areas
as well as of the United Nations generally and territories under their
authority.”” The allocation of.shipping is to be determined by a central
authorfty consisting of a council (United Maritime Council) and an
executive board (United Maritime Executive Board). The arrange-
ment provides also that ships of all flags performing the same or
similar services shall charge the same freight rates, and that ships
must be employed as required without regard to financial consider-
ations.

As the shipping situation of the United Nations is so largely gov-
erned by military requirements, it naturally evades an analysis con-
finéd to the economic aspects of ocean transportation. The same is true
for other forms of transportation, which have been in large part

tl ,}/JS) War Shipping Administration, Report 1942-1943 (U.S. Merchant Marine
at War).

2 e, those of Belgium, Canada, Greece, the Netherlands, N
Unite¢ Kingdom and the United States. cther orway, Poland, the
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mqlggh-zed for war purposes. A few indications will sufficep therefore;.
to indicate the general trends in transport by rail and roads ’

In the United States rail traffic and commercial road traffic fves
greatly increased, in spite of the more extensive use of pipe lifles for
the transport of oil from Texas to the Atlantic Coast.' As the follow-
ing table shows, the volume of rail traffic in 1944 Wag abdut 215
times its pre-war level, and inter-city motor traffic by trucks and
buses had risen almost as much.

Table 4
United States: Indices of Volume of Transportation
(1935-1939 average = 100)

i Rail trafhic Inter-city motor traffic Air Oiland Combined
JPeriod Goods* Passen- Total “For hire” Buses Total Traffic gaspipe index®
3 gers trucks lines

1938 - 00 o8 o1, 101 105 102 112 100 95
1939 104 103 104 114 104 112 142 110 106
1940 115 108 114 130 110 125 198 117 117
1941 146 133 145 172 143 165 259 130 142
1942 104 423: 200 , I9O 214 195 315 149 179
1043 219 240 211 279 227 425 189 214
1044 223 434 247 210 291 229 580 252 224

_ * This index rose much more than tha) of freight car loadings (which stood at 138
in 1g43), owing to an increase in the awerage load as well as in the average haul.
® Including certain types of transportation not considered in the previous columarg
(local rail transit and water-borne domestic traffic). ?

The larger volume of railway traffic was handled with an equipment
substantially the same as before the war. Thus, in 1943, there were
5% fewer freight locomotives than in the first half of 1939, only 6%
more freight cars, 13% fewer passenger locomotives and 1% fewer
passenger cars. Motor-truck transportation has increased in spite of
the fact that the number of trucks in operation, amounting to about
5 million late in 1941, had been reduced by about 8% two years later.

Railway traffic in the United Kingdom, again largely iff connection
with the war effort, has also increased considerably since 1939, as the
following table shows.

Romd traffic by private motor cars has very greatly declined. The
number of such cars licensed fell from 2z million in August 1939 to
700,000 at the beginning of 1944, and the amount of motor spirit used

. by private cars is only about an eighth of what it was before the war.
Bhe number of passengers carried by buses has increased by almost
a fifth, and the number of passenger miles of bus traffic by a third.

1*The so-called “Big Inch” line came into opcr;tion in August 1943 and the second

line early in 1944; together these lines have an operating capacity of 560,000 barrels
daily, oryover one-third of the volume of oil transported to the Atlantic Coast before

the war, Up to 1042, 95% of the oil was sent by tankers.
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Table 5
Traffic on Main-line Raskways in Great Britain
Passenger traffic Freight traffic in ton miles
{000,000's)
Number of M Cn;l, coke
jdtrneys Passenger erchan- and patent
. (i':oo,ooo’s) miles dise Minerals fuel
-38 (average 1,1 . . . .
:?sgg-g ( ‘ 77 .. 5,102 3,182 8,295
1942 o L1061 . 8,503 5279 9Qs! .
1943 1,368 . 9,659 5.355 9,343
38 (1938-39)
1935-38 (1938-39
to 1943 8% 60% B6% 68% 13%

C
.

This is in spite of restrictions which, for instance, in 1941 reduced the
total mileage of bus routes by 40%. Inland waterways carried almost-
the same tonnage in 1943 as before the war, .

In Canada the number of ton-miles of goods carried by rail more
than doubled between 1939 and 1943, while the number of passengers
increased 3Y%-4 times. ) . .

The transport system of the Soviet Union has successfully per-
formed the gigantic task of supp]yi’ng the Soviet armies engaged in
recovering“the territories occupied by Germany. Important arteries of

mmunication were freed after the battle of Stalingrad, beginning
with the restoration of shipping on the Volga, which normally ac-
counts for half the inland water traffic of the U.S.S.R. As the front
moved westward, railways which had been largely destroyed during
the retreat and then converted by Germany to European standard
gauge had to be restored and reconverted.! Lend-Lease supplies re-
ceived from the United States which contributed to the Russian suc-
cess included, up to December 1, 1944, 362,000 motor vehicles, 1,045
locomotives, 7,160 flat cars, 1,000 dump cars, 100 tank cars and
478,000 taas of other railway equipment. In spite of obvious difficul-
ties, the Soviet Unton has continued to extend its railway net behind °
the front lines. Among the achievements of 1943 may be mentioned
the completion of the North Pechora railway of 1,847 kilometres,
linking the central part of European Russia with the arctic region.

The position of German-controlled shipping has rapidly deterio-
rated since the Allied Powers obtained supremacy in the air over
western Europe and control over the greater part of the Mediter-
ranean. Heavy losses were incurred in the process of shipping sup-
plies to the German and Italian forces in North Africa up to the early

1 Of late, the gauge of Soviet rolling stock is reported to have been chan
to permit its use on the standard gauge railways of the west. ged 50 a1
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payt of 1943." According to an estimate by the British Admjralty, the
volume of German and Italian shippi r

. . pping sunk or damaged by surface
ships, submarines, planes and mines during the 46 months of war .
to the end of 1943 exceeded 10 million gross tons,” of which 2%
million were sunk or damaged in the course of 1943. Thé total ton-
nage lost or damaged was well in excess of the agdregate tonnage of
German and Italian ships at the beginning of the war (%14 million
gross gons). It should be observed, however, that Germany had in the
rgeagtime gained control of a considerable amount gf foreign ship-
ping through her occupation of various European countries. It is
reported that Germany had to resume the construction of cargo ships
in order to maintain communications with northern Norway, when,
ir® the summer of 1943, Sweden no longer permitted the transit by
land of war material for German forces in Norway. The pressure on
German shipping in 1d44 was increased by the tightening of the Brit-
ish b19ckade (as, for instance, through the imposition of the’embargo
on shipping through the Bay of Biscay in February), by the intensi-
fied bombing of German ships and ports, and by a series of measures
taken by Sweden. The last included (i) the suspension of the remain-
ing (civilian) transit betwebn Norway and Germany through Swe-
den (in September); (ii) the suspension through the withdrawal of
Government war risk insurance {in August) of traffic by Swedish
ship¢ calling at German ports; @nd (iii) the closing of all Swedish
ports on the Gulf of Bothnia and the Baltic Sea to foreign shipping
(in September).? ’ ’

Traffic by rail and road in Continental Europe was affected by
German attempts to coordinate and direct the various national trans-
port systems in the service of the German war effort. The control
over goods transported by rail between southeastern Europe and
“Greater Germany” as well as western and northern Europe, was
vested in special agencies (Frachtenleitestellen) with headquarters in
Berlin, and the control of railways in Germany and the occupied
_ countries was exercised, in large measure, through the sam?® or similar
regulations.

Increased commercial or military traffic called for new road and
railwa® construction in certain parts of German-dominated Europe.
Strategic railways were built in Poland, Norway and occupied areas
of the Soviet Union (thus, one line linked the Crimea with Kherson

1 In his speech of May 10th, 1943, before the United States Congress, Prime Min-
istér Churcgill indicated that the “African excursion” has cost Germany gnd Italy

2.4 million gross tons of shipping. . .
2 As mentioned earlier, a given number of grosg tons is normally equivalent to an

approximately 50% greater number of deadweight tons. .
pg Since, at {hz same time, access to Eiorts on the Swedish West Coast was in large

measure blocked by Swedish minefields, Sweden's trade with Germany practically
came to an end.

A
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by, way of she Perekop Isthmus). In Bulgaria a number of new rail-
ways wergeonstructed and others double-tracked. In Denmark certain
railway lines were double-tracked to handle the increase in traffic due
s the tore extensive use of domestic fuel (as imports‘of coal were
reduced) ahd to the reduction in road transport. In France and else-
,wherewa fewwrailwhy lines were electrified in order to save coal. On the
whole, howkver, railway construction and maintenance were neglected
in western Europe, and the solling stock, particularly of France and
Belgium, was reduced. A large part of it was taken over by Gengnany
for use chiefly in the areas occupied by her in Eastern Europe. To the
losses from this cause were added those due to wear and tear and,
particularly after the middle of 1943, to air bombardment. The
French State railways, which now embrace the major part of the
French railway system, record reductions up to September 1943 of
30% in the number of locomotives (40% in the case of heavy loco=
motives), 535 in the number of freight cars and 36% in the namber
of passenger cars. During the last few months of 1943 and the early
part of 1944 the reduction continued at an accelerated pace and at the
time of the liberation of France the number of serviceable locomotives
had fallen to 24%. In Belgium the depletion of rolling stock had gone
even further than in France—in thTmiddle of 1943 only a third of the
freight cafs remained. Even the rails of existing railways are repprted
o have been transported from France and Belgium to the Eastern
front. In Belgium, 375 out of 3,200 miles of track had been removed
by the end of 1942.

The whole of Germany’s need for railway equipment could not be
met in this way, and late in 1942 the production of locomotives in
Germany had to be increased. The existing 119 types of locomotives
in production were reduced to 13 standard types, of which the manu-
facture on a large scale afforded substantial savings of materials, par-
ticularly copper and tin, as well as of labour. Locomotive production
is said to f1ave risen in May 1943 to a level three times higher than
the monthly average for 1941. It is reported that the process of man-
ufacturing railway cars was standardized and simplified. Various
measures were taken to economize existing transport facilities: max-
imum haulage distances were fixed for certain goods, efforts were
made to produce certain goods (as for instance beer and flour) in or
near principal consumption centres; and civilian passenger travel over
longer, distances was further reduced and made subject to authorisa-
tion in each case, etc.

The volume of railway traffic in Germany increased up to 1943. In
1041, the ton-mileage of goods traffic was 32% higher than in 1940;
later increases are reflected {given the fact that rates and fares have
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begn constant) in the figures for the receipts of the Getman Stste
railways: ’ 9

. ' Reichsmarks (000,000's)
Receigts on account of : 1941 1942 " 1943
Passengérs and luggage 3,250 4,032 5,201
Goods 5,283 518 5,663

In the course of 1044, railway traffic in Germany was, however, in-
creasingly affected by Allied air attacks' even though the retreat of
the G#rman armies seems to have led to a numerical in®rease in rolling
stock inside Germany’s frontiers.

In France, despite the reduction in rolling stock, the ton-mileage
of goods traffic on the State railways was greater in 1942 than in
1938. This wis due to an increase in the average load per car and in
the average length of haul. The number of passengers carried had also

risen. ° o
. Avcrgge Goods in
Daily car load per tons Ton-miles Passengers
loadings car, tons (000,000's) {000,000's) {000,000's)
1938 374560 9 115 24 540
1942 25860 13 102 27 580
1043 21920 * .. .-

*Excluding Alsace-Lorraine. \

Figures of this kind, however, must be considered in th? light of .
the fact that a large part of the trangport facilities in the’ occupied
countries were more or less directly in the service of Germany—first
for supplying German military forces stationed in those countries, and
secondly fortransporting goods to Germany. The volume of railway
traffic serving the interest of the occupied countries was reduced, not
only because of the lack of sufficient equipment, but also because of
the growing scarcity of fuel. Thus, in France, the number of trains in
use was further reduced in November 1943, and at the same time
restaurant- and sleeping-car service was discontinued. On thg Belgian
State railways commercial freight traffic declined to 62% of its 1938
Yolume in 1942 and §6% in 1943. The total freight traffic (including
that for the occupying forces) as well as the passenger traffic was
maintained approximately at its pre-war level.

The severe restrictions on non-military traffic in Germany and the
countries occupied by her reflects the degree to which transport facili-
ties were strained in the areas concerned. In the occupied Russian
terrifories the lack of equipment made it necessary to divide thegrail-
ways into minor zones, each with its own locomotives—an arrange-
ment which did not permit rapid through traffic and was in obvious
contradiction to the declared policy of railway integration.

1 Herbert Block, “European Transportation under German Rule,” in Social Re-
search, May 1944.



*In sothe ways, the loss of the territories in question tended to

lieve th® German transport situation. But the simultaneous intensi-
Hcatiop of the war and its spread to new fronts more than ofset any
gain resulting from the shortening of supply lines. The borabing
of rajlway jnstaljations and rolling stock, particularly from the au-
tumn of 1943, greatly hampered traffic in certain parts of Germany,
Belgium, Italy and northern France. Road traffic was affected by the
growing shortage of motor fuel. The shortage of rubber tires was
another limitifg factor which explains why little progress wag made
during the period in using “producer gas” as motor fuel. Traffic on
inland waterways has also been adversely affected by military opera-
tions. Thus, in April 1944, the Danube was so successfully mined by
allied aircraft that traffic on the river had to be temporarily suspenéed.
By an arrangement with the Allied powers, Switzerland suspended
the trarsit traffic in coal and iron between Germany ang northern
Italy early in 1945. . .

In certain of the areas wrested from German domination, economic
activities were to a large extent paralyzed as a result of damage to
transport facilities. In Belgium, the canal system suffered heavy dam-
age. In many parts of France, the destruction or bridges, stations,
repair shops and other installatigns made railway traffic for a time
almost ifnpossible. Some of the damage, however, particularly in the
~ case of railway bridges, was quickly repaired, and in February 945 it
was stated that the Allied authorities had brought to France 1,500
steamn locomotives, 3,000 Diesel locomotives and 26,000 freight cars.

In southern and central Italy the systematic destruction of electric
power plants and transmission lines by the retreating German troops
paralyzed the transport system, since the Italian railways depend on
electricity for most of their power supply.

The transport situation in Free China has remained extremely
difficult. But the closing of the Yunnan-Burma highway as a result of
the Japgnese occupation of Barma in May 1942 has not entirely cut
the country off from foreign supplies. Goods haye continued to enter
by air and by road. It is reported that the “American air highway”’
from India to Yunnan province in China carries “far more tonnage
than was ever delivered or was likely to be delivered, in m=asurable
time, over the Burma road.” Simultaneously the work on new land
connections of strategic importance has been pushed. Thus, a pipe line
for the delivery of petrol has been laid from Calcutta up the Brahma-
putia Valley through Assam into North Burma and is being extended
into the central Yunnan area in China. When completed, this pipe line

1 Statement by Prime Minister Churchill in his review of the war in the House of

Commons on August znd, 1944.—The amount of goods carried over the Burma road

before April 1942 seldom exceeded 15,000 tons monthly (Sizteenth Report 1o Con-
gress ou Lend-Lease operations, page 33).



. willbg, the longest in the world—nearly 2,000 miles. THrdugh tife -
cooperation of the Allied powers, a supply route to China%has been
arranged by way of Iran and the Soviet Turkestan-Siberian railwa}r.p
At the end of January 1945 a new land road from Ledo in Lndia over®
northern Burma was linked with the upper stretchyof the so-called
“Burma Road.” Internal transport is very inadequate in fgee China,
which even before the recent Japanese advance along important rail-
ways in central and southern China inclutled only 15% (3,000 kilo-
metregh of the total Chinese railway system. Efforts Imve been made
to improve and extend existing transport facilities, but a great set-
back was suffered when Japanese forces gained control of the greater
part of the Canton-Hankow railway in the autumn of 1944 and vir-
tually cut Free«China in two parts.

As was indicated in the previous Survey, Japan’s shipping losses
during the garly part of the war in the Pacific were largely offset by
gains rgsulting from the chartering, seizure and salvage of non-
Japanese ships. In March 1943, however, the United States Secretary
of the Navy stated that, out of an estimated total of 6.4 million gross
tons of Japanese shipping in {941, between a fourth and a third had
been destroyed by ‘United States forces, and that replacements had

,accounted for only about half of the loss, so that a net loss of 14%
was likely to have occurred. In Seplember 1943 the Secretary of the
Navy 8tated that a third of the Japanese tonnage of 1941 plus replace-
ments (which by then amounted to 134 million gross tons) *had been
sunk. Accordingly the net loss by that time must have risen to over
20%. Since then Japan's shipping situation has gone from bad to
worse. She has been losing ships at an increasing rate—average
monthly sinkings of Japanese vessels (including warships) by United
States submarines alone rose from 10 in 1942 to 20 In 1943 anq 42
in the first eight months of 1944. Late in December 1944 the United
States Secretary of the Navy announced that sinkings of Japanese
merchant ships by United States submarines since the begigning of
the war exceeded 3% million deadweight tons, As American naval and
air bases in the Pacific have moved nearer to the Asiatic mainlapd, not
only has Japan’s commercial intercourse with southeastern Asia been
in large wart paralyzed, but her ships have had increasing difficulty in
supplying her military forces in this area. _

At the same time, however, the Japanese advance along important
railway lines in China has opened new though by no means adequate
supply routes overland. Early in December 1944 the distance ofgless
than 100 miles between Nanning and the terminus of the Indo-Cl_-una
railway system represented the only gap in asJapanese supply corridor

stretching from Manchuria to Singapore. ’ .
In considering the changes in the world’s merchant marine as a

whole, it is interesting to note that the amount of merchant tqunage
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sunk dutifig the war up to the end of 1943 may have exceeded half the
world tohnage ‘of 65 million gross tons or approximately 100 million
deadyeight tons at the beginning of the war. The tonnage of new

* ships laupched during the same period was probably ‘well belew the
shipping losses,and though the world’s mercantile marine increased
during the" first nine months of 1944, it may still be smaller than it
was before the war. The distribution of the total world tonnage among
nations has changed greatly. The United States merchant tonnage,
which before she war representéd only one-eighth of that of thg.world,
has increased both absolutely and relatively. The tonnage of the ships
controlled by the United States War Shipping Administration, and
comprising, as was mentioned above, the great bulk of the United
States merchant marine, rose from less than 12 mill‘on deadw¢ight
tons in February 1942 to almost 30 million at the end of 1943 and
over 3§ million in the middle of 1944. The 'mercantile marine under
the British flag, which before the war represented 1712 million gross
tons (about 26 million deadweight tons) ‘had by the end of 1943 fallen
to 15 million, or rather, if allowance is made for ships which in due
course will be returnable to other flags, to 134 million ‘(about 20 mil-
lion deadweight tons)—a decline of 23% since the beginning of the
war. The merchant tonnage of the countries of Continental Europe,
which before the war represented two-fifths of the world tonnage,
appears to have shrunk by half af the end of 1943. The losses are not
confined to ships in German-controlled trade; countries such as Nor-
way and Greece, which have been able to engage the bulk of their fleets
in trafhic outside Europe between United Nations ports, have suffered
extremely heavy losses, and replacements have been inadequate.
Canada and a number of Latin-American countries have increased
their merchant marine and even Switzerland has acquired a number
of ocean-going ships.
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ANNEX: Quartc:rly Merchandise Trade

Million U.5.A. Dollars. Special Trade.

1. World except Continental Europe.
IMPORTS
Country or Quarterly Average 1943 1044
Group 1938 | 1930 li940 1041 | 1947 | 1043 | 1044 1 2 3 4 1 2 3 4
Africa «.ooovviiiiiiiainn 368 e ‘e ‘e oee .
Algeria, Tunis, Fr. Mor.| 62| ... oo | g . . . .
Union of South Africa . 112 gg 90 '1(3)1 *g; 56'1 .e . A P s ane ‘e s cen
E f o i veisnanseninns 45 3 30 4
Gold Coast onnniiiill) sl %l %1 6| 8| s| 8|, 7| 2| Toy 8| 8| B TB| o
Nigeriab .......vonus 10 7 7 6 11 en- . 11 aee fon aee iee .es aes .
Mozambigue .......... 5 4 4 4 6 7] .. 41" 6 0 81 ... | ...
QOther countries ....... 125
North America .......... 663 | 752 | 882 | 1139 | 1083 | 1252 | 1301 | 1121 | 1265 |"1200 1& 1364 | 1500 | 1313 | 1380
United States ......... 487 | 560 | 635 | 806 | 6oz | 844 | 978 755 | 841 | 888 o72 | 1078 | 876 | o8y
Canada .....eoovevenns 160 | 177 | 241 | 325 | 371 | 392 | 398( 350 | 408 | 395 | 414 3761 406 422 | 38
Other countries G...... 7 6 6 *8 Ig| 6| *15 16| *16| *16) %16 *16| *16 | *15 | *13
Mexico and Caribbean . 159 ...
Mexico G* ...oovunnnns 27 30 a1 47 39 47 97 6 51 47 53 62 | ~187 1 /)] 69
Other republics ........ 50 50 48 621 64 79 e 5 72 80 79| *86 | *83 ‘e ce
Curagao G ............ 54| ... ces v
Other countries ........ 28 ..
South America .......... 304 | 267 | 2751 273 258 270,[ ... 231 | 248 | 302 | 208 /p: 339 ces ee
Argentine ,.e......... 111 88 99 8s 8s 64 67 55 65 73 63| 7" 60 67 o3 59
Brazil G .....ccvueen.. 74 66 63 20 Go 78 | 103 63 60 93~ o5 79 | 112 95 | IM
Venezuela G ...... 24| .26 23 19 16 17 . 15 194 18 14 10 51 42
Chile ....coovivvnnnnen 26 21 26 27 32 33 a6 27 ao 33 41 33 31 35 46
Peru ...ccovvvvvnnnnns 15 12 13 14 13 17 20 13 16 19 21 17 15 24 23
Qther countries ....... 54 | - 54 51 58 52 61 vee 58 58 66 63 63 63 ves -




A.}ia (excl. USSR) ...| 867 {,880 | o941 " ..
a @
lg-‘znnosa ......... 202 203 237 ... e
Manchuria G* ......... 90 | 111 | *107 ciegl ean
Other occup. countriest .| 258 | 250 | 270 | ... | ... e A .
Thailand ..4......... 13 12| *r4| ...
China€e............... 65| 100} 150 | *178 | ... P \ .| s..
India .ovvenernennnnnns @137 | 130 | 115| 127 8 8| ... oo | ¥ 84 83 8| o3| ... | ... .
Ceylon .....convvennen 20 18 19 19 P I
Other countriest ....... 82| *65 | *49
Oceamia ,............... I90 | 162 | 172 178 4 222| 320 260| w90 | 318 35p | 311 275 | 256, 292 | =217
Australia Gt .......... 128 | 110 | 127 131 170 | 234 | 186 2331 228 | 236 238] 210 ] 163 104 | 176
New Zealand® . ........ 54 44 37 29 43 77 635 57 8 105 64 56 84 8 32
Other countries ....... 8 *g *3 B * * g P ¥ *5 *g *g *g * *g *
Non-continental Europe ..| 1102 | 083 | 1187 | 1178 | 1054 | 1260 | ... . ces ves vee cer ces .es
United Kingdom! ...... 1040 | 032 | 1136 | 1142 | 1007 | 1222 | ...
Ireland G, Iceland ..... 53 st st |- 36 47 8! ... 35 o7 38 40 40 36 42
USSR coiiiiiiannnnn 67 ] ...
ToraL Imports ..... 3720 . . . v,
* Partly estimated; G General trade; ... Amount unknown,
# Including bullion and/or specie, viz. (Quarterly averages): .
IMPORTS - 8 EXPORTS
1938 1939 1 1941 1042 1943 1938 1930 1940 1941 1042 1043
Gold Coast (bullion) ............. - xchided 6.0 6.8 7.3 7.0 m.. cee
Nigeria (bullion) ................ Excluded 02 "— %o MW — -
Mexicp (bullion and %Specie) ...... —_ — - 2.5 142 127 13.1 78 *146 26
New land (bulllon) lllllllllll - L] 1'3 LU -anm LA LN LN

Note: Imports into Mexico in June Quarter !944 mclude 103 goid

b ¥rom 1.VI40, General trade; the Re-exports (Quarterly average) were 0.3 in 1938.

cFor 1041 and later, including lend-lease exports, vis. (Quarterly av. per year) : 1941, 185; 1043, 1224; 1943, 2501; 1044, 2822.
4 Excluding inter-trade of the three countries,

© Of which, trade with rest of China was: Imp. from China 5,4 *5; Exp. to China: g;11;*

£5h1 See foot of Exports portion of table.

See also General Note at foot of Table 2.



ANNEX Quarterly Merchandise Trade, cqntinued

Million U.S.A. Dollars. Special Trade.
1. World except Gontinental Europe, continsed.

EXPORTS
Country or Quarterly Average 1043 104 -
Group 1038 | 1930 | 1040 | 1941 | 1042 | 1943 | 1944 1 2 3 4 1 2 3 4
Africa .ooeiiieniiiiiin 262
Algeria? Tunis, Fr. Mor 61
Union of South Africa® 36 37 35 .o aes .es - cee
EQYPt wevveenvennranss 30 37 27 23 19 26 .
Gold Coasta ........... 13 iff| 14 13 12 12 12 14 1§ 14 9 11 14 11 I
Nigeria®® ,,........... 11 11 1 14 4] ... ... 14
Mozambique .......... 3 1 2 2 3 gl ... 3 5 4 3
QOther countries........ 102
North America .......... 084 | 1012 | 1250 | 1635 [ 2541 | 3830 | 4337 | 2020 | 3717 | 4445 | 4274 | 4106 | 4870 | 4301 | 4071
U.S. of America® ...... 764 | 78t 3 | 1255 | 1990 | 3148 | 3536 | 2407 | 3041 | 3664 | 3479 | 3401 | 3940 | 3557 | 3238
Canada ............... 211 | 223 | 270 | 373 | 542 | 682 ) 792 so4 | 667 | 772 | 786 606 | o012 | 735 | 824
Other countries G ..... 9 8 6 *7 9 *o 9 9 *9 *9 *o *9 *o *o *9
Mexico ond Caribbean ...[ 170 | ... A
Mexico GA .,.......... 47| 43| _a44| 381 51| S8 52 6o{ 66 sty 55| s8| 571 ST 41
Other republics ........ 54 56 46 71 68 | 116 . 881 118 | 126 | 131 | *136 | *168 . wer
Curagao G .vvvvnnnnnn- 47 - '
Qther countries ....... 22
South America .......... 360 | 375 ( 3451 387 | 412} 404 ] ... iy .o . e R s
Argentine ............ 110 | 117 108 110" 132 162 177 115 144 | 190 | 200 190 | 167 170 [ 180
Brazil G .............. 74 27 66 85 g6 | 112] 138 781 11| 121 136 120 136 | 134 | 162
Venezuela G .......... n 68 74 62 60 51 64
Chile ................. 35| 34] 35| 40] a4l 45| 40 431246 53l 37|.st| 41| af) s
g:;u ..... (e 19 18 17 ég 19 1§, 21 16 17 (I)g g 18 2t | 221) %23
er countries ....... 54 5% 57 4 0 9 1 *38 | * - .,
Asia (excl. USSR) ....{ 81 {._ 022 | o056 ... 7 3 79 94’; 90 T 97
Japan, Korea,
Formosa Go ......... 205 | 253 233) ...1 ...| ...| ... R I
Manchuria G® ......... stk 52| *42 2
Other occup. countriesf .| 308 | 331 | 388 | ... 1 ... | ... | ... A U O




Thailand ............. I 20 | *21 .
China® ............... J% 28 2| *30| ... eee | WL, R
India ......o0ivvunnns. 148 | 152 138 ) 167 | 155 | 1404 ... 120 | 151 13t | ‘Ist | 168 ... R TN
Ceylon ....ovvvvevnnn. 24 25 27 29 O N

Other countriest .. ..... 78 | *61 | *s8({ %1l ... Y
Oceania ..o .....oo..... 198} 160] 187 | 180 193 1(7)8 186 172 165 0| 1 187 | 165 | 200 ® 192
Australia Gb ., ........ 130! 106) 120| M3 | N6 | & 17 110 96 [ 107 | 11 117 { 105 ¢ 1259 121
New Zealands .. ..... e 57 52 56 54 65 s8 58 s 58 61 62 50 40 | «64 6o
Other countries ....... 11 | *1o | *rx | %11 | *1z | *i 1 *12 __,*u *1r1 | *12] *rx | *1ir| *1x| *ix
Non-continental Europe ..| 608 | 523 | 455 10! 316 274} ... 247 | 285 | 2031 270] 277 | 324 230 ]| ...
United Kingdom! ...... 575 | 491 | 415 369 273 | 235| 260p 213 | 246 | 258 [ 222 | 2390 | 288 | 211 | 303
Ireland G, Iceland ..... - 33 32 40 41 43 301 ... 34 39 35 48 38 ab ol ...
USSR ..eiin..... 63| ... -
" ToraL Exports ..... 3516 e

* Partly estimated; G General tradc ... Amount unknown,

2 to ¢ See foot of Imports portion of table. b
» I Namely, respectively (Quarterly averages) :
IMPORTS » EXPORTS
Japanese-occupied 1038 1030 1040 1041 1042 1043 1938 1030 1040 1041 1942 1943
Burma ... ..coiiiriiiiiiiinines 19 19 20 22 43 44 40 49
British Malaya G .............. 78 81 97 ees ces ees 81 o4 132
French Indo-China ............ 14 15 *16 T.s ... ves 21 22 *zg
Hong Kong G ................. 47 41 43 ves - 39 37
Philippines ...........00... . 33 30 . M *37 can - 20 30
Netherlands Indies ............. 67 64 <60 *z ... ... 95 104 125 . *138°

her countries” bf Asia:

T B 23 18 14 11 14 ™18 38 31 24 26 20
‘Iraqg (incl. petroleum) ......... 1t 9 8 7 12 16 *10 *3 6 *5 * een
galmm G 18 16 !é 12 20 ... 7 6 2 2 4 ...

yria-Lebanon G ............... 14 9 9 5 2 1 .
Other countries ................ 16 %13 *10 *8 . 14 *Ir *8 e e ®
Note: The Syria-Lebanon corresponding Special Trade figures for 1038 are; Imports 9; Exports 49 -

5 Excluding Manchuria and the trade therewith.

B The Re-exports included are {Quarterly averages 1938-43) 1.8; *L.7; *1.6; *1.6; .,
iIncludmg lend-lease and reverse Jend-lease (...). In 1039-4%, mch.ldmg Government’ trade in “munitions (...) 'exclilled tharea'fter

Eorts 1942 and 1943 respectively ( Quarttr]y average) : 108; 659; Exports .... Exports exclude stores for British armed folces, 4
S'ee also (gneral Note at foot of Table 2.



ANNEX: Quartt;ly Merchandise Trade, conlinued

Million {U.S.A, Dollars. Special Trade.
2. Continental Europe (excluding U.S.5.R.).

| uarterly Average 1043 1044 ° -
Country | 1938 | 1939 1940 [ 1941 | 1042 { 1943 | 1944 1 12 ] 3| 4 1 2 y 3 | 4 .
IMPORTS ’
Ge{many. Avstria ....... 609 4Sg 00 | 700 ng 840 | ... = 56 . ee - s
Bulgeria® ............... 15 I 21 31
Finlandsbd ...,........... 46| 38| 25 1 59 &5 45 63 "66[ 67 58 37 52 | 53 16 '
Hungary® .....c.cooenses 3| 35 43 53 67° 31 .. 71 9 | 93 78 [ SR SR e
galy B 147 134 o . .. "
OUMANIA .uvvrerenvnons 4 1 41 ...
Denmark .......c00nvnn. gg 39 67] 64] 64| 65! 62 67| 66| 6| ©6o 71 71| 64 1y
GITeCE .ovvinverenannnns 13 35 20 8 70 .1 .- A B
NOTWAY . cvnvrirrnncnners 72 79 54 oy | ... ees .
Other occup. countriesd ..| o1r } ...
Portugal ............... 25 21 22 25 25 3 ... 20 33 35 gg 28 43
Spain® .........c0v0enns 38 | *36 51 45 50 7 cen 57 78 76 e s . .ot
Swedefi ............ aree| 131 1s0| 119 100 106 ] 1 99 1o | 10} 116 ) 107 | 107 | 1161 100 74
Switzerlands ........ Caen 92 ] 106 ] 10§ 118 | 119 | 100 69 11z | 116 87 86 8 88 50 41
Turkey .oovvvneinrnrinas 30 | 423 13 28 ol ...
Other countries® ......... 5 .. . ‘.
Totar IMPORTS ...... 2307 ~ ce. e . A
EXPORTS
Germany, Austriaf ,..... 566 { s20 ] 490 | 690 | 770 | 870 . e ees . ven
Bulgaria® ............... 17 18 21 28 41 5A 53| ...
Einland® .........0000.. 45 39 14 22 0 44 a3 31 42 50 52 46 45 32 9
Hungary® ....vovevnennes 39 42 a6 57 3 93 ... o8 84 77 | 114 102 ... cee
| (1 L 7Z0 BE ¥'5 5 SO D I T ..
Roumania ..........0..s 39 47 46| ...
Denmark ............... 84 8o 74 62 1 70 4 56 76 68 82 76 70 63 74
Greece . iieiieeininness 22 18 15 6 6
Norway ..vocvevne PR . 47 47 a5 134 . : .es
Other occup. countriesd ..| 445 o ces
Portugal ............... 12 13 15 30 39 40 .. 391 .35 43 44 30 3t
Spain® ,.............. *25 | *29 32 ga 52 72 1 ... 86 76 52 73 e P .
Sweden ............. .ol 116 | 113 8 1 79 60 50 5 By 75 50 42 83 | 48 55
Switzgrlands ............ 75 73 75 85 o1 | %93 66 8 .04 87 | 1007 81 4 423 86
gltx;;key...a ............. 29 25 21 ... 32 49 ‘v;g e '1.‘
er countries® ......... 1 e
ToraL ExrorTS .....| 1906 o]

* Partly estimated; ... Amonnt unknown.

2 Including bullion and/or specie, 762, (Quarterly averages) :



IMPORTS *. EXPORTS

1938 1930 I 1941 I 1 1938 1030 1040 1041 1042 1043
Bulgaria (bullion and specie) ..... 9% TS e et Toa . A R e A e
Finland (bullion) ................ 0.6 0.1 —_ vee .e- - L N — . . &.
pain *bullion and specie) ........ LAUS S —_ - —_— A \;_— — — g
witzerland (non-bsnking ’ e ® .
bullion only) ®.............. 1.0 1.0 — - ves o - — ¥ .
b From 1.1.41, excluding arms and ammunition but including civilian goods for Ardfty.
¢ From 1941 inclusive, converted at dollar rate prevailing in January-Juneglg41. e .
4 Namely (Quarterly averages) : IMPORTS e EXPORTS
1938 1030 1940 3041 1043 1938 1930 1940 1041 1042 1043
France ....oiviiiniiiiinirnnenn 332 *3 74 219 149 183
Belgium-Luxemburg ............. 102 165 %0 . - 181 183 fin ces cae ves
Estonia ..coovievinrinnnnrronenes 7 6 N 7
Latvia .........civihiviienealen, II 10 11 11
Lithuania .........ccoivvennnnnnn, 0 7 ¥ 10 9 .
Netherlands ........cccvvvevunnes 195 202 *127 - ves it 143 120 *82
Poland-Danzig ................... 6z ... . 56 ... ees
Czechoslovakia .................. 73 88 -
“Slovakia” ........ccevininnrnn, e & 25 , 30 34 37 — *19 27 27 3t 35
Yugoslavia ............ vertesiness 28 27 34 . 20 31 38 ean
“Croatia” R R R TR —_— _— — “ea ‘e 37 — - - e e’ 23
ANA Luiininieiarienana, . 2 .. > S .r
TOTAL .oci B errirrenrenonnnes 11 . . ver 745 . -

s Note: France: For 1942 and later, as the bulk of French trade was with Germany, the conversion to dollars has been made
ergin French irat)xcs through the Reichsmark, at the Fr. fr./RM rate applied in German-French transactions (Fr. fr. 20 = RM1;
1 = $0.4033). . _ .
“Croatia” : The same remark applies; the kuna, successor to the dinar, varied from RM 0.06 in Jan. 1941 to 0.038 in Dec.
1943. The excess of imports over exports {merchandise trade; quarterly averages; million dollars) in 1042 and 1943 respece - .
tively was: 13; 14, -*
¢ Chiefly Malta.
f Quarterly averages of: Jan.-Sept. (Norway, Belgo-Luxemburg), Jan.-June (Greece).
£ Excluding Exports of bulk war material.
General Note i6 the above tobles.

‘ - 13 ] - [

Where not otherwise indicated, the figures rdpresent special trade in merchandise ohily, even in the case of countries which are proe
ducers andgmajor exporters of gold, . ) b p .

The figures refer to U.S.A. dollars according to the 1934 parity, equalling 0.88867 gramme of fine gold, or 50.06% of the “old” gold
dollar employed in certain earlier publicatiops, Conversion irom national currencies has been made in accordance with the pl:mmples gtated
in Review of World Trade, 1938, Annex & l(11;)1). 58-59). The difficulty of making international comparison of trade values dncreased very
much during the war owing to the adoption of exchange cont®ol in almost all countries and to blockades. In partiular, thg higusges for
Continental Europe do not lend themselves readily to comparison with those for other parts of the world. They have, accordingly,
given in a separate table.

»



RE;B;NT,B{JBLICATIONS OF THE ECONOMIU,
FINANCESL AND TRANSIT DEPARTMENT

ECHNOMICeAND FINANCIAL COMMITTEES: REPORT TO THE
GOUNGIL GN THE WQRK OF THE JOINT SESSION
LONDON, APRIL-MAY 1942—PRINCETON, N.J., US.A, AUGUST 1942

.This Report sets out the views of the Committees on the broad problems of post-war relief and
recorstruction and describes the pmgranfme of work, designed to assi_st in the solution of certain
of these problems and tee formulation of post-war economic policies, which ha{ beep under-
taken by the Economic and Financial Organization of the League. -

(LONP. 1942 T1.A4) 28 PABES cooororroierrermraomesemssecsmsssssasssonssssossss s paper bound 1§ $b35

-

ECONOMIC AND FINANCIAL COMMITTEES: REPORT TO T'E
COUNCIL ON THE WORK OF THE JOINT SESSION#

. PRINCETON, N.J., USA., DECEMBER 1943 , e

A review of the analyses of post-war international ecopomic problems that are, Ering carried
out by the League services at Princeton, N.J. Among the ‘questions considered are the' conditions
of successful post-war economic policy, post-war monetary policy, problems of foreign investment,
and the relations between the League services and UNRRA and the Interim Commission*én Food
and Agriculture. Special attention is paid to post-war internatic%l trade policy.

§

An appendix to the Report contains the conclusions’to the nine dies on post-war economic
P po P

problems already published by the League.
(LON.P. |944.II.‘A.1) 81 pages ... reresserntens st by et s en e nremras paper bound 2/6 $o0.50

c

THE TRANSITION FROM WAR TO PEACE ECONOMY

t
Report of the Delegatior on Economic Depressions—Part I

_ This first part of the report is an attempt to map out the methods and measures, both domes-
~tc and international, by which a smooth transition from war to peace ecwnomy and the main-
“temance of production and employment after the war may be facilitated. -

(LONP. 1043.11A3) 118 PAEES et e b paper bound 4/6 $r1.00

< cloth bound 6/~ $3.50

2

ECONOMIC STABILITY _IN THE POST-WAR WORLD:

The Conditions of Prosperity after the Transition from War to Peace.
Report of the Delegation on Economic Depressions—Part 11

This second part of the report is concerned with the longer-term problem of securing
economic stability and the fullest use of productive resources once these resources have been

readapted to peace-time requirements. X i3 divided into two sections; the first gives a general
description of the nature and mechatics of depressions; the second, which ends with a chapter of

conclusions, is concerned with policies for securing a high and stable level of employment.
(LONP. 194511.A2) 310 Pages ..o, LU paper bound 10/~ $2.50 '
cloth bound 12/6 $3.00

F

RELIEF DELIVERIES AND RELIEF LOANS, 1919-1923

_This study deals with the organization of government relief activities after the last war; the
work done by charitable organizations; the cost of comizunal feeding; the composition of the
meals provided to the undernourished children of Europe’ 4hc¢ connection between relief and social

:ir:ﬂa f:i'::ar:‘?:l |1’1 :bli]lit_yl«éd msc E:tc of reiief lloans; the effecr‘of relief deliveries on the price and stock
ni tates, etc. It also contains a eries i idence
orden by thie plose of Lhvear series of conclusions based on the eviden

(LONP. 104311 A1) 62 page

............................................. paper bound 3/6 $1.00

LI



s
EUROPE’S OVERSEAS NEEDS, 1919-1939,\4ND §OW
THEY WERE MET V. o ;)

The pyrpose of this study, which is a companion to “Relief Deliverify a d Relkf I

o . n elief Loans,
lglg-gg,“gsm consider what were the effects of the lack of any policy.of recbnstruction aftlc‘f) th’c
last war .and ho.w and to what extent, in the absence of concerted action, Rurope was able to
provide itself #vith the raw materials and other essential goods it neede he poft-arnfitice
situation is briefly deslribed, the value and the kind of purchases effected, both by

1 ) . ¥ the Céntinent
of Euhpc as a whole and by various regions, are shown and an estimate & made of Europe’s
balance of payments during the two years 1919 and 1gz0. *

] -
(LON.P. 1943.JLA6) 52 PABES cooooeerecereeneee oo cenesaeeeane ettt seean pager bound 2/8 $o.50

AGRIGULTURAL PRODUCTION IN* CONTINENTAL EUROPE °*
DURING THE 1914-18 WAR AND THE
v RECONSTRUCTION PERIOD

«The major _pwose of this volume is to consider what were the causes of the slow recovery of
European agriculture after the last war and whether those causes are likely to repeat themselves

after fyi#war. In addijion it examines the trend of agricultural production in Continental Europe
and th S.R. during the last three decades.

(LONP. 943.11.A.7) 122 PAGES @.orvcrrovrrvicr s paper bhound 7/6 $1.75
Y clothabound 10/~ §2.25

* INTERNATIONAL CURRENCY EXPERIENCE

[ 4

A"m{ey of international monetary relations between the two wars, designed particularly to
bring out conclusion® of vajue for the task of reconstruction after the present war,

Thig study examines t &aeration arftl breakdown of the gold and gold exchange standards,
the use of gold reserves and foreign balances for international settlements, devafuations and
flucjuating exchanges, the emergence of currency groups such as the sterling area and the gold
bloc, the trend of central banking practices ard domestic credit policies geperally, the rise of
exchange stapilization funds, exchange contrcl and bilateral clearing arrangements, etc.

(L.ON.P. 1944.11.A 4) 249 pages ..... ereereierea et s areh s se SRR et ae e bRt paper bound 12/é $2.75
A o P8 l‘cl.o{h bound 15/~ $3.25

URBAN AND RURAL HOUSING

This vojume contgins a comprehensive account of the methods employed in a number of coun-
tries for improving housing condisions, with special reference to the cost involved and the results
obtained. It is of particular interest at the present time, since it deals largely with housing prob-
lems after the war of 1914-1918 and the attempts made to solve those problems in various coun-
tries up to the outbreak of hostilities in 1939. ) .

The countries dealt with are: Belgium, the United Kingdom, Canada,_Denmark, “Finland,
France, the Netherlands, Norway, Sweden and the United States of America.

(L.O.N.P. 1939.11.A.2) xxxvi + 159 PABES -evririmiiniene o SOOI papger bound 3/6 $0.80

THE NETWORK OF WORLD TRADE

The purpose of thi¥®volume is to analyse trade from a universal point of view, as it existed
before the ourBreak of the present war. It deals wjth the relative importance of the trade of the
various trading areas, the nature of the goods ent into trade, the dependence of the arca:
upon one another as buying and selling markets, and the aetwork of tr.ade channells _}hat c;ntm:é:c
the groups and form a worldwide vascular system. Finally, the world system of multilateral tr

is examined in the light of figures of trade balances calculated for this purpose.

............................... aper bound 10/— $2.00
{(L.ON.P, ‘1942.11.A.3) 172 PAGES coourerauonsensrisimsiraneninsenssanseens Pcllc)nh ound, 12//6 gt

. EUROPE’S TRADE

. . . Lo £ Europe before the
A specia) study, accompanied by detailed statistical ta'bles, of the trade o . >
omb,fak of the ‘zar_ Revil:!ws the ga layed by Europe in the trade of the world; COI'ISld;l’S ro:;
far Europe was dependent upon exte 1 markets and to what extent these markets were dep n[
ent upon her; illustrates the commerciaand general economic interdependence 8f different parts
of the continent, etc. b

..................... er bound 5 /- $1.25
(L.O.N.P. 1941.I1.A.1} 116 PAZES .cvcvsivriniiinisnaes PURVUTPUTRSRR N .- gap s 75//6 Figed



Lo \IERQ‘IAL ym,ﬁcy IN THE INTERWAR PERIOD: INTERNA-
‘ “\ - TIotgAL,_' OPOSALS AND NATIONAL POLICIES

. - [

fie Arst part ‘of this study compares the commercial policies pursued in the intefwar pegiod
wi-fthe recommendations made or the action agreed upon by conferences and othet international
baglies: the second part contains an analysis of the reasons for the frequent and striking discrep-
andy between, proposals and policy and, in general, for the success or failure o specific recom-
mendions ‘made ing tariffs, quotas, exchange control, M.F.N,, preferential customs égimes
and other aspects of commercial relationships. Finally, conclusions are drawn from thi twenty
years' experignce which have a close bearing on the projects concerning iriternational trade in' the
futufe now under gonsideration among the United Nations.

‘LO.N.P. 1942 TLA 6) 164 PAEES oot cemtuarerns paper bound 7/6 $1.75
< [ 3

COMMEREIAL POLICY IN THE POST-WAR WORLD.

Report of the Economic and Financial Committees

A survey of the Committees’ experience in preparing for intergovernmentz*action tn redfce’
obstacles to international trade and to secure equitable treatment for the commereg of all
nations. A brief review is given of international action in the years 1g2o-3g9. TH. - j¢< (ollowed
by a discussion of the vital interdependence between the restoration of a world triiding system
and the achievement of higher standards of living and “full .employment.” Other /iroblgms dis-
cussed concern€customs unions and regional agreements, private trade rostrictiyns ?ga]rtels),
intergovernmental commodity regulation schemes and obstacles to the supply of #.w Thaterials.
Conclusions are drawn and suggestions gut forward al to the lines along which™tommercial
policy should be directed in order to rebuild international trade. L o

(LIONP. 1945 TLA.7) 124 PAGES cirn s s spaper bound 57— $‘i:.’25

QUANTITATIVE TRADE CONTROLS: THEIR CAUSES
( AND NATURE

The purpose of this short study, prepared by Professor Gottfried Haberler of Horvard Univer-
sity in collaboration with Mr. Martin Hill of the League of Nations Secretariat, is to consider
what were the forces that induced Governmgnis to adopt quotas and other quantitative trade con-
trols in the interwar period; what are the relative advantages and disadvantages of such controls
compared with tariffs; whether, in the circumstances, such controls were the most suitable instru-
ments; if s0, why they were so generally condemned; if not, why they were so widely adopted;
whether circumstances favourable to their adoption are likely to recur after the waragnd in thal

"~ case, finally, what policies should be pursued. . o ) S

2 .
(LONEP. 1943 TLAB) 45 PARES oo ensssmmerssssssstsemssssossesessseeserasssssassen paper bound 2/6 $o.5¢

TRADE RELATIONS BETWEEN FREE-MARKET AND
CONTROLLED ECONOMIES

<

This study by Professor Jacob Viner of the University of Chicago deals with the post-wa
problem of the trading relationships between countries which do and countrie®® whicl do pd
subject their foreign trade to direct control. The problem is approached by an analysis of the
difficulties with which countries maintaining a substantially free trading-system were faced in the
1930's owing (o the growth of quotas, exchange control and Government moncpolies elsewhere.

A citical appraisal of the attempts me~5-0 meet these difficulties leads to the formulation of
constructive proposals for future policy.

(L.ON.P. 1943.11.A 4} g2 pages

T

................................................................................ paper bound 4/6 $1.00 >

ECONOMIC FLUCTUATIONS IN THE UNITED STATES
AND THE UNITED KINGDOM, 1918-1922 '

This volume is concerned with the problem of assuring the reemployment of mén demobilized
from the armies or munitions factories. As is stated in the last sentence of the volume, “the major
problem of the transition from war 10 peace economy prywed itself [in these two countries) to be
not one of getting demobilized men and machines reemgtlved, but one of the cyclical effects of the

mh:rp’w;‘&“‘““;%?c:y;’“mp? nt:t!-"'c of postwar t-y% demand.” The work deals, consequently,
: ovements in economic activi i i
made to facilitate recmpft:{;mcm. ic activity Shan with the detailed proposals that were

(L.O.NP. 194~ “L.A.7) 102 baq - SO st esstaen paper bound 6/- 31-50"/'



P - \ A
VI'HE FUTURE POPULATION OF EU] 93 aND
THE SOVIET UNION, 1940-19¥0, & = .¢

Lhis stugly, prepared for the League of Nations by Dr. Frank W. Notéhtein asoch
. . . ! and aksociat
(t)ifo ;EefOﬂicc?F Population Research of Princeton Un¥versity. gives detailed 'population proje:
fions | orheac ¢')if 29 countries of Europe at 5-year intervals from '1940-197ujgnd analyzes the
L Cchanges®in each country on the basis of the generalized experienc/ of past’ declnes
in fertility Ia;ntl rll}ortalﬁy in Europe as a whole. e o
OfI® the subjects covered are the effects of war on population size and stPucture, thé agein
°f:_g¢ Population in every European country, pr05pccgv§ changes ?:ren the labour force argxd iﬁ
military manpower, the probable intensification in the®competitive réles of women as workem, the
ect:lnqmlchand social problems likely to be created by regional differences in population growth
;: 3 in the relation of Population to resources, etc. Special attention is given to the problems
cly to arise@n connection with future efforts to for®stall population decline. ’

(L.Oghioie 109 TILA.2) 315 PABES cooooooreeeooeeonoee ereeenen? paper bound 12/6 $2.75
cloth bound 15/~ $§.5o

MODE]. BINTERAL CONVENTIONS FOR THE PREVENTION OF
INQ ATTIONAL DOUBLE TAXATION AND FISCAL EVASION

cond Regional Tax Conference of the Fiscal Committee,
_ Mexico, D.F., July 1948 : °

Thisg:‘e‘contaips three co-ordinited model conventions covering the various aspects of

W tax relations intended to serve as a basis in negotiating treaties between national

ies. The model conventions are accompanied by a Commentary which explains at once

the economic, financial®legal, agccounting and administrative considerations underlying their provi-

ﬁ:(:;‘ls, amd, the manner in dch their clamses can be adapted to individual national tax legis-
ons.

(L-ON-F. 1945.11.A.8) 86 PARES ..o srrrrsar s renrerins stvessssanssiasontescssones paper bound §/6 $1.00
L ]

- — —

FOOD RATIONING AND SUPPLY, 1948/44 .

This volume follows up and expands the pioneer study “Wartime Rationigg and Consumption,”
published in 1g42. It shows the rations of different foods in force in the late autumn of 1943 all
over Europe and in other countries for which information is available; analyzes the level and
composition_ of national diets, and compares wartime diets with standards of physiological
requiremesnd and with pre-war diets. The influence of wartime living and nutrition on public
heeh is analyzed #hd the study concludes with a chapter on food supplies i the crop year
1043/44, providing the background necessary to an understanding of changes in food consumption

and of the future outlook, especially in regard to relief potentialities. .
(LON.P. 1044.I1.A.8) 101 PAEES w.oorvrieinriceceerieiteria s sbssesss s paper bound 4/8 $1.00
MONEY AND BANKING 1942/44 .

Rart ? con™ s international summary tables showing currency composition and movements,
Central and commercial bank assets, recorded central gold reserves, value of world gold produc-
tion, cash ratios of co™mercial banks, indices of bank clearings, interest rates and value of
currencies in U.#5. cents. Part 1I contains individual balance-sheets of Central Banks, and, for

cach country, aggregate balance-sheets and profit-a accounts of commt?rcial banks. The
commercial bank returns are adapted to standard forms aefacilitate international comparison,
L.O.N.P. 1945.11.A. 0 ST U VPOV RO OO p P paper bound 12/6 $2.50
d 945 1) 224 pag . cloth bound 15/- §3.00

> ®

STATISTICAL YEAR-BOOK OF THE LEAGUE OF NATIONS 1942/44
. (Seventeenth edition) (in th® press)

(L.ON.P. 1g45.11.A.5) about goo PAEES cooornrrirsersmr ettt s Eﬁ){:ﬁr g::::g :::;E ;;:gg

e
MONTHLY BULLETIN OF STATISTICS g%th year) .

@5 pages oo annual subscription (12 numbers) £1.0.0 §5.00

"\ § sitgle numbpee 1/9 $045
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néve, Lausanne, Vevey, Montreux, Neucha:
tel, Berne, Bile. Hans Raunhardt, Buch-
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