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PREFACE AND SUMMARY OF
THE ARGUMENT

TuE predominant feature of The Mystery of the Trade
Depression is its intelligibility. There is a common
notion that there are some subjects that can not be
written of in intelligible English prose. That is an
absurd notion. Nothing that is intelligible to a single
human mind is beyond the range of intelligible expression
in simple language.

Foreign trade, employment and everything that comes
within the sphere of economic studies are things of real
life——not metaphysical conceptions nor mathematical
abstractions. However elusive the other sciences might
be, Economics, the science that deals with only things
that one can touch and see, must lend itself to being
written of in simple English prose. Economics is the
science of the common people.

The issues raised in this book are issues on which
every man and every woman must give a definite and
decisive verdict, and I am convinced that this book can
be read and understood in its entirety by every intelli-
gent reader of a London daily newspaper.

Few men and women realize that the peoples of the
industrial countries of Europe (in common with almost
the whole of the rest of mankind) are living in an
economy that no one understands or even pretends to
be able to understand. Every people outside Soviet
Russia lives (even under Socialist governments) under
the capitalist system of economy. No one has, however,
to this day investigated whether the economic ends
that the individual consciously seeks are forwarded or
frugtratcd by the capitalist system. Exactly how the
capitalist system functions no one is able to tell.
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Everything under the capitalist system is presented
to the individual as a problem, an unsolved problem—
a perhaps insoluble problem. There are innumerable
unsolved problems, that is to say, no one has yet succeeded
in enunciating a few simple and clear principles that
explain the agglomerations of facts that are daily taking
place.

There is a vast complex of antagonistic policies. There
is a thickening maze of irreconcilable theories, which, as
Sir Josiah Stamp says, ‘‘live lusty lives in isolation.”
Above all, the problems, the theories and the policies
alike are stated in a jargon that no one pretends com-
pletely or even largely to understand. There could not
have been more confusion in the tower of Babel than
there is in the sphere of economic science today.

Capitalist practice and theory constitute a moving
mosaic of shifting contradictions. Up to this day no
one has found any fixed points, and the apologist or
upholder of the capitalist system always ends up by
disowning everything and everybody except his par-
ticular fad and himself. There is not a writer who has
to this day produced a compendium of the whole mass of
practices, policies and theories of the capitalist system or
pursued any one theory to its logical conclusion. John
Stuart Mill, the only economist who strove to reconcile
the capitalist system with the economic welfare of the
masses of mankind, found himself slipping into Socialism.
He could see no alternative but Socialism to the con-
tradictions of the capitalist system.

Between the practical men of industry, trade and
finance and the economists there is supposed to be a
vast gulf. There is no gulf. The economists have
merely put into words, phrases and theories all the
contradictory things that the practical men and their
instruments, the politicians, do under the capitalist
system. If the practical men and the politicians can
not recognize their own work in the books of the
economists, it implies a wholesome human revolt against
the enormity and the absurdities of the capitalist system
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that is of good augury. The truth is—there is no need
to mince one’s words—the capitalist system is reeking
with intellectual dishonesty.

To expose that intellectual dishonesty, to evolve order
out of that chaos, to bring communicability to that tower
of Babel, to sweep away the mists, to clarify all the facts,
to reveal the whole situation to all the people, to point out
the only way, to ask the men and the women who do the
work of the world (whether in fields, mines, mills, fac-
tories, railways, ships, aeroplanes, banks, offices, shops,
theatres, or homes) to take their destinies into their own
hands and to trust to common sense alone as a guide—
that is the high and daring purpose of this book. I
earnestly hope—-nay, I firmly believe—-that this book
will make every man and every woman an economist.
That is what every man and every woman should be.

In the early stages of the long 1nquiry that has resulted
in the publication of this book I found it quite impossible
to believe that bank managers, financiers, industrialists,
businessmen, politicians and statesmen were really
doing the things that they most certainly were doing and
that professors of Economics, economic and financial
experts and journalists were really the authors of the
things that I had been reading and most certainly cor-
rectly understanding. Again and again I felt that I had
made some mistake, that I had overlooked something
that was fundamental. I shall not be more astonished
if 1 see the Great Pyramid of Egypt inverted than I
have been at moments during the early stages of my
inquiry.

Economicwelfare and trade—-both internal and foreign
—-are realities. I have experienced no difficulty what-
ever in understanding or in writing of those realities
in the plain and simple language in which alone one can
understand anything at all. My chief difficulty through-
out the whole of the inquiry has been to give some
organized shape or form to the mass of contradictions
that the practices and the theories of the capitalist
system constitute for presentation against the background
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of the realities of economic welfare and trade. No one
who finds the contradictions in the capitalist system
strung upon a single thread in this book can form any
idea of what that achievement has cost me in thought
and labour. I firmly believe that the economists them-
selves will be astonished to find all their unassociated con-
ceptions swept into a single comprehensible conspectus.

The selection of the quotations has been a most
difficult task. Writers on economic subjects have
nowhere shown an ability to write of one thing at a
time. Every idea is inextricably mixed up with half a
dozen other ideas, and I have had to drop many a telling
quotation because of some complicating phrase. Despite
the difficulties presented by the texts of all the writers
and speakers I have quoted, the integrity of every
quotation in this book is unimpeachable.  All the italics
—with a few unimportant exceptions—are mine.
Interpolations are indicated by square brackets, [ ].

This book begins at the very beginning of the subject.
The reader is not expected to know anything about
foreign trade or internal trade or economic welfare.
There is not a reference to anything on a single page
anywhere in the book that has not been previously
explained. There are no statistics, except a fgw simple
tables of figures. There are only three footnotes. Thereare
no appendices. Nevertheless, the truth of every statement
of fact is demonstrated. There is no index. I have
never found the index of any book that I have read of
the slightest use—even in this inquiry. A reader’s own
notes make the only useful index. There are no foreign
words (ancient or modern), except in two or three quota-
tions. Above all, there is no mathematics. Mathematics
does not belong to Economics.

Every word is used everywhere with the same meaning
or signification. There are no set definitions, but every
term used is explained. Every individual is referred to
every time by name. Every book, every newspaper,
every source of information is given its full title every
time. Everything is every time referred to by the same
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term. There is no scope whatever for doubts or
uncertainties. All I have learnt since my fifteenth year
I have learnt entirely by myself. I know all the little
perplexities that puzzle one at the beginning of a new
subject. 'This book embodies over twenty years’ experi-
ence of solitary study, and I, therefore, fearlessly submit
it to men and women who ‘“know nothing about
« Economics.”

The plan of this book is very simple. The first two
chapters are introductory. In the third chapter I show
that the principal purpose of the foreign trade of a
country, under the capitalist system, whether it be a
Free Trade or a Protectionist country, is an excess of
exports over imports or a favourable balance of trade
and that a favourable balance of trade implies the lending
of goods and services to other countries. In the fourth
chapter I prove that the depression in trade in Great
Britain and the other industrial countries of Europe is not a
depression in trade, but a collapse of the lending of goods
to other countries or the export of capital as it is called.

The fourth chapter ushers in the main thesis of
this book. This book is a complete exposure of all the
fallacies and pretexts on which the export of capital
has hitherto been justified. The main pretext has been
that the export of capital from Great Britain and the
other industrial countries of Europe gives rise to an
income in the form of imports of other goods, chiefly
foodstuffs and raw materials, for the support of an
increasing population in Great Britain and the other
industrial countries of Europe.

In the five chapters commencing with the fifteenth
chapter I decisively prove that the income that Great
Britain is supposed to derive from the investments of
British capital in.oversea lands is a financial fiction and
that the whole of the thousands of millions of pounds
sterling of British capital that have hitherto been exported
——except for the portion that was brought back during
the World War of 1914—-18—has been completely
lost to the people of Great Britain.



X Preface and Summary of the Argument

In further decisive proof of that fact I had analysed
the crises in foreign exchange since 1914. After
writing over ten chapters unravelling the facts of the
foreign exchange crises since 1914 I decided that the
material constituted a redundant proof of the central
theme of this book and would too largely swell the size
of this book. That material will be embodied in a
separate book, The Mystery of the Crises in Exchange.
That book will dispose of what Professor Edwin Cannan
described as ‘‘ the orthodox theory of the exchanges, as
“ taught by the economists.” * The orthodox theory of
‘“ the exchanges, as taught by the economists,” forms
the basis of the reports of the Cunliffe Committee.
The reports of the Cunliffe Committee, which except for
one economist consisted of practical men, constitute
the most authoritative post-war justification of foreign
trade under the capitalist system.

In the twentieth chapter the glaring contradictions
in the foreign trade policy of a capitalist state are laid
bare, and in the twenty-first chapter the argument is
continued in the unravelling of the Reparations problem.
The solution of the Reparations problem is the acid test
of the capitalist system. The whole of my investiga-
tions into the Reparations problem will be embodied in
another book, The Reparations Fraud.

The scope of foreign trade is exhaustively explained
in many chapters. In the twenty-second chapter the

urpose of foreign trade is incisively brought out.

he twenty-third chapter is entitled ““ The Myth of
¢ Mercantilism.” It sweeps over the whole page of
modern economic history and shows that in The W ealth
of Nations Adam Smith attacked a fiction. * The Myth
“of Mercantilism " is the climax of my exposure of the
illusions, absurdities, contradictions and intellectual dis-
honesty which form the theoretical basis of foreign trade
under the capitalist system.

In seven chapters, that is, from the twenty-fourth to
the thirtieth, the central theme of this book broadens
and embraces the whole domain of economic welfare.
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I show that the export of capital—which, as proved in
the first twenty-two chapters, is as disastrous to the
borrowers as it is to the lenders—-arises from the
constitution of society under the capitalist system and
that the aim, object and sole purpose to which, under
the capitalist system, the increased production of a
community could be applied are, and must inevitably
be—-not the promotion of the economic welfare of the
masses of the people in every country——but the
accumulation of needless fixed capital. That fixed
capital, in ancient times, took the form of palaces and
pyramids, and in modern times it takes the form of
unwanted railways, roads, canals and telephones. Another
fact definitely proved is that industrial peace is wholly
impossible under, and entirely irreconcilable with, the
capitalist system. In the twenty-eighth chapter I show
that the establishment of Industrial Capitalism in Germany
forced Germany to seek a colonial empire and that the
World War of 1914-18 sprang from the necessities of
organized German Capitalism. In the twenty-ninth
chapter the conception of ‘““a nation of capitalists”
is demonstrated to be a deception, and in the thirtieth
chapter the indictment against the capitalist system is
concluded.

I can conceive of no more precise, comprehensive and
decisive indictment of an economic system than the
indictment that I have made of the capitalist system in
this book. It is for those who uphold the capitalist
system to answer that attack with the same precision,
clearness and completeness or to admit the facts.
There can be only an ““ Yes” or a ““ No " upon every
one of the clear and definite charges in my comprehensive
indictment of the capitalist system.

In the thirty-first and final chapter I outline my plan
for the re-organization of human society upon the basis
of individual liberty, personal property and private
enterprise so as to avoidP the disastrous consequences of
the capitalist system. I am fully conscious of the dis-
advantage of submitting a constructive plan only in
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outline. It was only after much anxious thought that
I finally decided to put the plan in outline in this book.
I should have preferred to submit the plan in a form in
which criticism would have been anticipated. The plan
will be elaborated in a book, titled The Principles of
Individualism or The Individualist State. A

The plan is a very simple one. Only very simple
plans can be applied to mighty tasks. The plan does
not call for ‘““a plunge into the dark.” It involves
no measures that have not already been thoroughly
tested under the capitalist system. The instrument
by which the plan is to be carried out belongs to the
armoury of the capitalist system. No one can deny,
however, that the plan would effect a mighty trans-
formation in the whole constitution of human society.
I have pondered and examined all the reactions of the
plan, and only the task of composition stands between
the production of the manuscript of the complete plan
and the outline in this book. Every man of affairs—
be he statesman, politician, financier——and every econo-
mist can work out the reactions of the plan for himself.
I know that every reaction to the plan will be the elimina-.
tion of an admitted evil under the capitalist system.

I submit the plan in outline in this book because I
am convinced that this book would be incomplete with-
out it. Even the outline of the plan shows clearly that
the evils that arise under the capitalist system would be
impossible under the plan and that the plan must
solve the whole economic problem at a stroke, start
full production and annihilate unemployment.

My inquiry has not been confined to the problems of
trade ancci1 unemployment alone. I have covered the
entire economic sphere. There is nothing in this book
that has not been fully thought out in relation to every-
thing else in the economic organization of society as a
whole. The Mystery of the Trade Depression is the first of
a series of works. To the principles I have enunciated
in this book there are and there can be no exceptions what-
ever. There is not an economic problem to which I am
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not prepared to offer a complete solution upon the
principles enunciated in this book. There is not an
economic puzzle that I can not completely unravel upon
the principles enunciated in this book.

he scope of my inquiry is revealed by the titles of the
series of books of which The Mpystery of the Trade Depression
is the first. Three have already been mentioned. The
others are:

The Mystery of the Depression in Agriculture,

The Mystery of War Debt Magnanimity,

The Mirage of Modern Capitalism, and

America on the Road to Ruin.

This book is entirely my own work. I am, therefore,
relieved of the always difficult task of thanking others
for friendly assistance. The writing of the manuscript
was greatly delayed by a grave illness. For my com-
plete recovery from that illness I owe a deep debt of
gratitude to Professor Doctor Paul Fleischmann of
Berlin. I have to thank the publishers and the printers
for getting the book through the press within six weeks.

I sincerely appeal to all earnest men and women in
every land dispassionately to read this book and resolutely
to examine the facts that I disclose and the principles that
I enunciate. To none do I more sincerely appeal than
to the practical men, the politicians, the economists and
the journalists whose writings or utterances I have in
this book attacked. Their responsibility begins where
this book ends.

I appeal also, with no less sincerity, to the Socialists.
The broad economic ideal of Socialism is the broad
economic ideal of every man and woman of intelligence,
imagination and feeling. That is why men and women
of high intelligence, strong imagination and deep feeling,
who see no hope of the realization of their idealism under
the capitalist system, are drifting, in increasing numbers,
into Socialism. That was the explanation of the Socialism
of John Stuart Mill in his later days and that is the
explanation of the Socialism of many distinguished men
and women of our own time. Upon the principles and
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the plan outlined in this book, I am convinced, the good
Socialist and the honest individualist can shake hands
and terminate an unnecessary conflict. I am willing to
demonstrate that everything that the most fervent
Socialist aspires to achieve under Socialism can be realized
“in our time” under the plan outlined in this book,
even as complete political liberty and constitutional
government have been realized under a limited monarchy.

This book will prove whether the upholders of the
capitalist system stand for individual liberty, personal
property and private enterprise or for the economic
domination of the masses of the people in every country
by a small band of capitalists, who alone shall have
individual liberty, personal property and the scope for
private enterprise.

Of the men and the women who would sacrifice the
welfare and the happiness of the masses of mankind
and of womankind to the lust of power of a small group
of individuals in every country I have no terror. The
capitalist system has failed, and the economic organization
of human society can not continue upon a declaration of
complete bankruptcy. I frankly defy the “ die-hard ™
upholders of the capitalist system to do their worst. Let
them deliver their attacks. I am prepared to stand up
by this book and deliver the answer.

The economic problem is vast and ghastly. The lives
and the happiness of millions of men, women and children
are at stake. In the noble words of a true Prince among
men, ‘‘There must be something utterly wrong.”
The issue is grave. The issue is vital. The issue is
imminent. The alternative is terrible. The reaction
to the age-long dictatorship of the capitalist class will be,
not Socialism, but the dictatorship of the proletariat.
The battle will be fought not between Individualists and
Socialists at the polls but between Individualists and
Bolshevists in blood and fury on the face of the whole
earth. Communism is spreading all over the world
and menaces Socialism and Capitalism alike.

Under the capitalist system the interest of the con-
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sumer is consistently and necessarily sacrificed to the
interest of the producer. Woman is more of a con-
sumer and less of a producer. Man is more of a pro-
ducer and less of a consumer. The balance in economic
life can be preserved only by a balance between the
genius of Man and the genius of Woman.

The complete emancipation of Woman in Great
Britain, the home of both modern political liberty
and Modern Capitalism, opens a new epoch in the
economic history of the human race. 1 rejoice that
the production of this book has been possible on the eve
of the first exercise by Woman in Great Britain of the
political power that will now always be hers. It is
Woman who has been the principal victim of the capitalist
system, and it is by the hand of Woman that, in poetic
justice, the capitalist system must fall.

There is, there can be, nothing in the economic
problem that is beyond the grasp of an intelligent, open-
minded, trained and persevering inquirer. I have
served a sufficiently long apprenticeship in positions of
responsibility in journalism and in business to take the
measure of an undertaking and the measure of my own
abilities. I have given of my best to the utmost of
my will, powers and resources to this book. I know
its integrity and reality. I have complete faith in its
truth and soundness. I have reasons for that faith.
For nearly three years, in many lands, I have given my
days and my nights solely to this book. This book is
no arm-chair * contribution to the subject.” This book
1s no essay ‘‘ written in the intervals of business.” This
book is no by-product of a holiday. This book is a
definite and decisive challenge which calls for a definite
and decisive answer.

This book would have lacked reality had I sought to
avoid identifying the various political parties in Great
Britain with the theories and practices that I have
attacked, and in writing this Preface I can not pretend to
be unconscious of the fact that this book will be published
within four weeks of a General Election, in which (upon
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the unanimous testimony of all the political parties) the
fundamental issue will be the issue that is the subject of
this book.

Every one of the political parties of Great Britain,
including the Socialist party, has admitted in the most
definite terms that it has no permanent solution of the
problem of unemployment and restricted production.
In other words, not a single party undertakes to eliminate
human poverty. The Right Honorable David Lloyd
George, as the leader of the Liberal Party, has, however,
come forward with an economic programme that he
claims will temporarily relieve unemployment, As he
has expressed it, he undertakes to reduce unemployment
to “ normal proportions ’* within twelve months and to
give the economic system a stimulant.

The economic programme of Mr. Lloyd George is a
programme for the accumulation of needless fixed
capital—unwanted roads, canals and telephones. It is
the quintessence of Capitalism. It represents a desperate
attempt to conceal the failure and the fundamentally false
basis of the capitalist system. The economic programme
of Mr. Lloyd George has not, as the Socialists claim, been
derived from the programme of the Socialists. It is a
%’ogramme that has been borrowed from Germany.

he programme that Mr. Lloyd George has submitted
to the people of Great Britain 1s thus a programme that
has failed to solve the economic problem in Germany where
there are two and a half million unemployed today.

The economic programme of Mr. Lloyd George is the
work of Professer Maynard Keynes, who has, in his
published works, admitted that the accumulation of fixed
capital, by the sacrifice of the ecomomic welfare of the
working classes, is the main function of the capitalist
system. The economic programme of Mr. Lloyd
George will force up the price level and effect the
maintenance of a few hundred thousand of those now
unemployed by robbing those who are now employed.
It will complete the economic ruin of the people of Great
Britain. There is no fundamental difference between the
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economic programme of Mr. Lloyd George and the
building of the Pyramids in ancient Egypt. If the
Liberal Party is returned to power at the General Election,
the Liberal Party will still further fasten the curse of
Egyptian helotry upon the masses of the people of
Great Britain.

The principles upon which the programme of Mr.
Lloyd George is based are the direct antithesis of the
principles enunciated in this book. That is a fact that
I must face. I do not in the least shrink from it. If
the conflict between the principles enunciated in this
book and the programme of Mr. Lloyd George has to
be definitely established, I am perfectly willing to meet
Mr. Lloyd George in a public debate on either his
programme or the propositions I have submitted in this
book——whichever he may prefer.

I have written this book with a deep sense of civic
duty. It is in the firm faith that centuries of human
history will date from the publication of this book that
I submit it to the judgment of the world.

Freperic E. HoLsINGER.
Le Raincy, France.
April 11, 1929,

P.S.—Any communications addressed to me to the care of the
publishers will be received by me at my address in London.






PRELIMINARY REMARKS

The Case for an Inquiry into the Present Economic Situation

For eight years the world has contentedly accepted
the view that the enforced contraction of production in
mines, mills and factories and the unemployment of
millions of willing workers in the industrial countries of
Europe since the autumn of 1920 arises from a decline
of the foreign trade of the industrial countries of Europe.
There has been a decline of the export trade, but there
has been no decline of the import trade of the industrial
countries of Europe since the autumn of 1920. The
imcf)ort trade of Great Britain, for example, is greater
today than it was before the World War of 1914-18.

The maintenance of full production and of full employ-
ment in the industrial countries of Europe is, according
to economic theory, entirely dependent upon a large
export trade. That belief is not held only by those who
claim that the capitalist system represents the most
desirable economic organization of human society. One
of the principal measures taken by the Labour or Socialist
Government of the Right Honorable Ramsay Macdonald
in Great Britain in 1924 was the appointment of a large
committee of most able men to investigate the decline
of the export trade.

The first question to which the attention of the Committee
should be directed is the present position of British overseas trade
and the prospect of British participation in the markets of the
world being such as to ensure sufficient and continuous employ-
ment and a satisfactory standard of living in this country.—
Memorandum accompanying terms of reference to the committee of
inquiry of which Sir Arthur Balfour was chasrman.

xx
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The primary purpose of foreign trade is to effect the
exchange of the products of one country for the products
of other countries. That function of foreign trade is
illustrated in the import of wheat and wool from Australia
into Great Britain and the export of iron and steel goods
from Great Britain to Australia. Without such an
exchange of products between one country and another,
life would be barely supportable or extremely uncom-
fortable in many pai‘{s of the world. Therefore, it is very
truly said that the foreign trade of a country is vital or
very nearly vital to the existence of its population.

In addition to effecting the exchange of certain classes
of goods for other classes of goods, foreign trade is
expected ““ to ensure sufficient and continuous employ-
‘“ ment and a satisfactory standard of living ”’ in a country.
It is the belief that the maintenance of those conditions
depends entirely upon foreign trade that is responsible
for the vast importance attached to a large foreign trade.
When the expression, “ We must export to live,” for
example, has been employed at international conferences
to describe the economic situation of a country like Great
Britain or Belgium, it is the secondary purpose of foreign
trade that has been implied.

It is generally supposed that foreign trade has acquired
its present importance as a factor in the economy of the
industrial countries of Europe only since the increase
of population in the nineteenth century. That is not
correct, for, even in the eighteenth century, the opinion
prevailed that foreign trade was the most important factor
in the economy of a country. Adam Smith wrote in

1776:

The inland or home trade, the most important of all, the trade
in which an equal capital affords the greatest revenue, and creates
the greatest employment to the people of the country, was con-
sidered as subsidiary only to foreign trade.—‘‘ The Wealth o
Nations,” Book 1V, Chapter 1 (Cannan’s Edition, Volume I, P.

4oI1).
That might as justly be said of the present day as of
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the days of Adam Smith. In 1 776, the population of
Great Britain was less than ten millions, and foreign trade
was an utterly insignificant factor in the economy of Great

Britain.

In the eighteenth century foreign trade was of so little import-
ance to the majoritfy of the inhabitants of England, that, but for
some importation of wheat, the whole might have been destroyed
without making any appreciable change infthe habits or wealth of

the people.
The rich would have been deprived of some luxuries, the poor

of very few, a small class of traders would have been affected and
an unimportant branch of revenue destroyed; but no other result
would have followed. . . .

Till the nineteenth century we were an agricultural nation, even
exporting corn to the Continent. . . .

Before 1790 the only foreign goods we imported on a large
scale were silk, hemp, wine and tropical produce.

Till the growth of the cotton trade, which may be perhaps
considered to date from 1750, woollen cloth was our only export
of importance.—Arthur L. Bowley, *“ England’s Foreign Trade in
the Nineteenth Century,” Pp. 5-7.

Even since the Industrial Revolution the production
of goods for export to foreign countries has provided
employment only for a small part of the population of a
country.

Great Britain exports a far larger percentage of its
total production than any other country. Nevertheless,
the exports of Great Britain comprise only twenty per
cent. of its total agricultural and industrial production.
Mouch less than one-fifth of its labour power is employed
in the production of goods for export. If the whole of
the one and a half million unemp?oyed in Great Britain
are to be absorbed in the production of goods for export
to othe{ countries, the exports of goods, which nowamount
approximately to /700 millions in value per year, would
have to be increased by a great deal more than fifty
per cent.

When a country sends goods to other countries, it
must receive some corresponding advantage. For
example, the purpose of the export of manufactures from
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Great Britain, it is asserted, is the import of foodstuffs
and raw materials for the support of the population of the
country. That, however, as already indicated, is not
the sole purpose that the expansion of exports from the
chief industrial countries of Europe is expected to fulfil.
‘That is the paradox of the present economic crisis.

The foreign trade of Great Britain during the past
hundred years hag’annually shown a large excess of
exports over imports. The excess of exports over
imports in 1928 was (149 millions. The Right
Honorable Reginald McKenna, Chairman of the
Midland Bank, has thus described the foreign trade
position of Great Britain : '

Year by year England produced more than she either con-
sumed herself or couldg exchange for the products of other nations.—
Address to the forty-eighth annual convention of the American
Bankers’ Associationy, New York, October 5, 1922.

The industrialization of the continental countries
commenced about fifty years ago, and since that time an
excess of exports has been a feature of the trade of
Belgium, France and Germany. They, in common with
Great Britain, have endeavoured to maintain full pro-
duction in their industries and full employment for their
peoples upon the basis of an excess of exports.

Since the industrialization of the United States of
America—-especially since the World War of 1914~
18—the United States of America has developed a large
excess of exports over imports, and the maintenance of
full production and full employment are as dependent in
the United States of America today upon an export
surplus as in any country in Europe. Mr. Hergcrt
Hoover, the President of the United States of America,
has declared :

I believe that we have today an equipment and a skill in pro-
duction that yield us a surplus of commodities for export beyond
any compensation we can usefully take by way of imported com-
modities.—* The New Republic,” December 29, 1920.

The United States of America has not been able
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always to maintain full production or always to provide
full employment for its people. The works of Messrs.
William Trufant Foster and Waddill Catchings of the
Pollak Foundation for Economic Research have brought
to light in vivid colours the enormous losses that the
American people have sustained by the recurrence of
periods of economic paralysis.

During the past seventy-five years there have been
several acute production and unemployment crises in the
United States of America, and since 1918, that is to say,
since the economy of the United States of America has
been more dependent than before upon an export
surplus, the heaviest industrial and trade depressions
have been experienced in that country. During a
great part of 1920 there were approximately five
million unemployed workers in the L})nited States of
America, and in 1928 the number of unemployed was
estimated at between one and a half millions and four
millions.

Density of population and scantiness of natural
resources, therefore, can not be held responsible for

roduction below capacity and unemployment in the
industrial countries of Europe, for if those two factors
were responsible, production below capacity and unem-
ployment would not be dominant features in the economic
situation of the United States of America, of Australia
and of Canada. Australia and Canada are countries
with scanty populations and abundant natural resources.
The cause of production below capacity and unemploy-
ment must lie in conditions or in institutions that the
countries of the New World share with the countries of
the Old World.

The corner stone of the present economic system in
both the Old and the New World is the export surplus,
and there is thus a clear case for an inquiry :

Firstly, whether an excess of exports over imports
promotes the economic welfare of the masses of the
people of a country, and

Secondly, why full production and full employment
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in the industrial countries of Europe should be dependent
upon an excess of exports over imports.

The case for a comprehensive inquiry into foreign
trade and the entire capitalist system is reinforced %y
three facts. The first fact is that there is complete and
admitted ignorance of the character of foreign trade and
of the functioning of the capitalist system among all
classes of the people in every country. Nowhere is that
ignorance more complete than among the merchants
who conduct international trade. The second fact is
that the economists, upon whom lies the responsibility
of investigating and explaining economic phenomena,
have, during the past eight years, been entirely at a loss
for an explanation of the causes of the present crisis.
The third fact is that there is no organization of any kind
engaged upon the examination of the mighty problem
with which the peoples of the industrial countries of
Europe are faced.

In March, 1928, the Association of British Chambers
of Commerce published a memorandum on the overseas
balance of trade, prepared by Mr. Arthur Michael
Samuel, Financial Secretary of the British Treasury.
The memorandum was a response to a request that Mr.
(now Sir) Gilbert Vyle, President of the Association, had
made in the following terms :

It would be helpful to me and to all who are interested in this
subject if you would kindly write for us a little pamphlet explaining
in non-technical terms the meaning of the balance of overseas
trade, how it is arrived at, and any other points that will make the
subject more lucid than it is at present to the non-expert mind.—
*“ The Times,” March 27, 1928.

It is, surely, very remarkable that the President of the
Association of Chambers of Commerce of the first trading
country in the world should feel that he and ** all who are
‘“ interested in the subject "’ need an exposition of * the
“meaning of the balance of overseas trade " in *‘ non-
“ technical terms.”  One would be inclined to suppose
that the members of chambers of commerce would know
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and be able to interpret all the facts of international trade
and that the technical terms employed would be well
within their comprehension. The frank terms of Sir
Gilbert Vyle’s letter show that that is not the position.

Adam Smith described the merchants of his time as
* those who were surposcd to understand trade,”” and the
parliaments, councils of princes, nobles and country
gentlemen whom the merchants used to address when
they desired a change in the laws regarding trade as those
who were * conscious to themselves that they knew
“ nothing about the matter.”

Adam Smith says :

That foreign trade enriched the country, experience demon-
strated to the nobles and country gentlemen, as well as to the
merchants; but how, or in what manner, none of them well knew.
The merchants knew perfectly in what manner it enriched them-
selves. It was their business to know it. But to know in what
manner it enriched the country, was no part of their business.
This subject never came into their consideration, but when they
had occasion to apply to their country for some change in the laws
relating to foreign trade.

It then became necessary to say something about the beneficial
effects of foreign trade, and the manner in which those effects were
obstructed by the laws as they then stood. To the judges who
were to decide the business, it appeared a most satisfactory account
of the matter, when they were told that foreign trade brought
money into the country, but that the laws in question hindered it
from bringing so much more as it otherwise would do. Those
;}uments, therefore, produced the wished-for effect.—* The

ealth of Nations,” Book IV, Chapter 1 (Cannan’s Edition,
Volume I, Pp. 400-1).

Since the economic conditions known as the depression
in trade set in in Europe in 1921, merchants, in common
with other people, have argued, as merchants used to do
in the days of Adam Sguth, that foreign trade brin
wealth into a country and that laws at home, especially
taxation laws, and laws abroad, especially tariff laws, have
‘“ hindered it from bringing so much as it otherwise
“ would do.” Of the balance of trade—-* this highly
“ important subject,” as Sir Gilbert Vyle calls it in his
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letter to Mr. Samuel—even the members of the Associa-
tion of British Chambers of Commerce are * conscious
‘“to themselves that they know nothing about the matter.”

The attitude of the economists during the past sixty
or seventy years towards the balance of trade is unmis-
takably revealed by Professor Alfred Marshall in his
book, Money, Credit and Commerce, which was first
published in 1923, that is, over two years after the present
defression in trade had setin.  In a volume of 350 pages
only ten pages are devoted to the subject. He apologizes
for introducing it at all. He commences the chapter as
follows :

This chapter is reﬂtlxircd for completeness. But it is concerned
only with matters that are familiar to many business men.—
P. 130.

According to Professor Marshall, whose works have a
higher authority than the works of any other economist, the
balance of trade was so thoroughly examined by English
statesmen and economists immediately after the Napo-
leonic War that *“ but little ground of first-rate importance
‘“was left to be covered by their successors.” (Money,
Credit and Commerce, P. 135.)

Professor Marshall’s contemptuous indifference to
the balance of trade as a factor in the economy of
a country is by no means singular. One searches the
writings or speeches of Cannan, Cassel, Foster and
Catchings, Irving Fisher, Hawtrey, Hobson, Maynard
Keynes, Reginaﬁ‘l McKenna, Pigou, George Paish,
Josiah Stamp, Taussig, Hartley Withers and others in
vain for the slightest trace of a more scientific attitude of
mind.

Both the balance of trade and the whole subject of
foreign trade have been completely neglected in economic
literature.  There are not half a dozen volumes, devoted
either entirely or in considerable part to the economics
of foreign trade. Since the works of Adam Smith,
Ricardo and John Stuart Mill there has been no investiga-
tion whatever of the circumstances in which foreign
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trade is beneficial to a country. It is assumed that foreign
trade must, in all circumstances, promote the economic
welfare of a country. In those works that are generally
entitled, Principles of Political Ecomomy, all the space
devoted to foreign trade is a brief chapter or two. The
works of Marshall, Nicholson and Taussig are examples.
Professor Gustav Cassel gives no definite place to foreign
trade in The Theory of Social Economy.

The economists have made hardly any contribution
at all to the solution of the economic problem of the past
eight years. Almost the only works that have been
published on the subject are those of Messrs. Foster and
Catchings of the Pollak Foundation for Economic
Research, The Economics of Unemployment by Mr. J. A.
Hobson, The Road to Prosperity by Sir George Paish and
the Memorandum submitted by Professor Gustav Cassel
to the World Economic Conference held at Geneva in
May, 1927, under the auspices of the League of Nations.

To the lurid interrogation inscribed upon the face of
capitalist civilization by the long and lengthening shadow
of millions of unemployed the theoretical exponents of
Modern Capitalism have vouchsafed not merely no
satisfactory answer but hardly any answer at all. That
failure, amazing as it is, is rendered still more amazing
by the fact that the present economic situation constitutes
a paralysis of the production and distribution of wealth.
For two hundred years economists have produced
treatises, which, it has been claimed, explain the production
and the distribution of wealth. Face to face with the
paralysis of both the production and the distribution of
wealth in the industrial countries of Europe during the
past eight years, however, the economists have preserved
almost complete silence.

Economic research has been largely subsidized out
of public funds and the public-spirited donations of
Eljntc citizens. The economists have, therefore, apart

m the moral responsibility involved in their pursuits,
a distinct obligation to the community in the hour of its
distress. But since the depression set in in 1920
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employers and employees alike have looked in vain for
enlightenment from the citadels of economic learning.
If the investigation of economic truth rests with the
Professors of Economics in the Universities of Europe
and America, that trust has been shamelessly betrayed.
A lecture upon the production and the distribution of
wealth in any university today can possess no reality.
It is a stupid farce, an indecent mockery. If the econom-
ists are unable—-and they confess they are unable—-to
explain the present economic paralysis, the time has
certainly arrived for them to abandon their role as the
economic instructors of mankind.

More incomprehensible than the failure of the
economists to explain the cause of the present economic
situation is their attitude towards the problem—-as
disclosed by the following :

The great slump, though there are signs of improvement, is
not yet (1923) over. The fundamental thing needed to dissipate it,
over and above all palliative measures, is, if our analysis is right, @
recovery of business confidence.

As Dr. Marshall has said in another context, the greater part
of the evil associated with an industrial depression “ could be re-
““ moved a/most in an instant if confidence could return, touch all
¢ industries with her magic wand and make them continue their
* production and their demand for the wares of others.” (“ Prin-
ciples of Economics,” P. 7111;). R

The moral is plain. Nearly five years ago the war ended.
Since then there has been an interregnum of neither war nor peace.
Let the interregnum also end.—Professor A. C. Pigou, ** Essays in
Applied Economics,” P. 4o.

It is many years since the ‘‘ iwterregnum of neither
* war nor peace” has ended, but the slump remains.
Professor Pigou has, therefore, had ample time to decide
whether his analysis was right or not. But neither
Professor Pigou nor any of his fellow-economists in the
seminaries of economic learning and research have
brought forth any explanation of the failure of business
confidence to emerge from its secret enclave * touch all
“ industries with her magic wand and make them continue
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““their productionand their demand for thewares of others.”
The wisdom of the high priests of Modern Capitalism
has departed, and their sense of the ridiculous too.

Sir Josiah Stamp is an economist, financier and
statistician, whose opinions carry as much weight as those
of any other man in the economic sphere. In the
Foreword to Sir George Paish’s book, The Road to
Prosperity, he expresses the view that the present economic
situation presents intellectual problems beyond the
capacity of a single human mind. Sir Josiah Stamp
writes :

It seems impossible for any one person to have a clear grasp of
them all. It needs an army of skilled observers, led and generalled
by a group of penetrating analytical thinkers, to cope with the
merely intellectual problem as a whole satisfactorily. Neither the
numbers nor the equipment exist, for there only are a mere handful
of writers and thinkers who have a new post-war apparatus of
thought and principle sufficiently incisive for the purpose.

In the same Foreword Sir Josiah Stamp stated that
hopes then rested on ““ two potent possibilities—the
“« lgconomic Section of the League of Nations and the
‘ International Chamber of Commerce.” The Inter-
national Chamber of Commerce has already disappointed
whatever hopes it might have excited at the beginning
of 1927, for at the session in Stockholm in the same year
the International Chamber of Commerce demonstrated
that it interpreted its function as being merely the expres-
sion of the views of the merchants who constitute its
membership. Moreover, the collective wisdom of the
International Chamber of Commerce can not transcend
the wisdom of constituent members like, for example,
the Association of British Chambers of Commerce.

The Economic Section of the League of Nations,
which has been in existence now for close on a decade,
has every advantage with which any such organization
could be endowed. The Economic section of the
League of Nations has been able to draw upon all the
sources of information and upon all the economic talent
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of the world and has had abundant funds at its disposal.
The Economic Section of the League of Nations recog-
nizes that it has precisely such a responsibility as Sir
Josiah Stamp has indicated. What has it achieved ?

In May, 1927, after twenty months of special prepar-
ation, a World Economic Conference was held at Geneva
under the auspices of the League of Nations. The only
result of the labours of the conference was a series of
resolutions, embodied in a report, which expressed in
terms of doubt and hesitation, the opinion—-an opinion
unsupported in the report by facts or arguments of any
kind—that a reduction in customs tariffs was calculated
to effect an improvement in the economic situation of
the whole world. The recommendations of the con-
ference were * accepted " by several countries but were
carried out by none, and a year after the conference had
ended it was solemnly noted in the records of the Lclvafuc
of Nations that the World Economic Conference of May,
1927, had achieved nothing.

The World Economic Conference of May, 1927, made
no invcsti%?.tion whatever of the general economic
situation. The documentation prepared by the Economic
Section of the League of Nations, under the direction of
the Preparatory Committee, contained no analysis of the
general economic situation and is a monument of un-
directed, uncorrelated and objective-less labour. The
delegates to the conference found no use for the documen-
tation, and the Economic Section of the League of
Nations did not even expect the delegates to the con-
ference to read the documentation.

The Preparatory Committee of the World Economic
Conference prepared neither a programme of investiga-
tion nor an agenda of any kind for the conference. At
the first plenary session of the conference the delegates
occupied themselves, during four days, in airing individual
opintons. The * general discussion,” as the speech-
making was described, was led by Professor Gustav
Cassel. The theme of his speech was the export of goods
on credit from the industrial countries of Europe to the
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new lands like Australia and the Argentine. When
Professor Cassel, subsequently, pressed his views upon
the conference he was told that the theme of the great
oration with which he had opened the ‘ general dis-
“cussion " at the first plenary session of the conference
had been entirely outside the scope of the conference!
The president of the conference had, however, not called
Professor Cassel to order.

No attempt was made to reach any conclusions or to
formulate any resolutions upon the basis of the speeches
delivered in many tongues at the first plenary session.
There was neither an analysis of the statements of facts
made nor a synthesis of the innumerable conflicting
theories propounded. The striking of the clock abruptly
terminated the speech-making, and the delegates to the
conference were, forthwith, shepherded into three com-
missions of Commerce, Industry and Agriculture—-no
one knew why. Once within a commission, a delegate
was confined to the special subject referred to the com-
mission, and, therefore, the examination of the general
economic situation was effectively barred after the fourth
day of the first plenary session of the conference.

The two commissions on Industry and Agriculture
accomplished absolutely nothing, and the truth was
frankly admitted. The commissions on Industry and
&griculture had been set up by the organizers of the

orld Economic Conference of May, 1927, for no other
purpose than to create the false impression on the world
that the conference was a general economic conference.
The World Economic Conference of May, 1927, was
not a general economic conference. :

There was no analysis of even the problem of high
%{;)tcctive tariffs either in the documentation of the

orld Economic Conference of May, 1927, or during
the proceedings of the conference or of the Commerce

mmission. The recommendations of the World
Economic Conference were based upon a document of
forty pages—-that is a document shorter than the report
of the conference—submitted by the Trade Barriers
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Committee of the International Chamber of Commerce,
and that document consisted solely of proposals for the
removal of tariffs and other barriers to the import of
goods into the various trading countries based upon the
assumption that the ecomomic situation had been caused by
high tariffs.

Neither the International Chamber of Commerce, nor
the Economic Section of the League of Nations nor any
of the experts and other delegates to the conference
produced any kind of document, evidence or argument
that even claimed to show that the World economic
situation had been caused by high customs tariffs. No
one can pretend to know how the World Economic
Conference of May, 1927, came to the conclusion that
the International Chamber of Commerce was right in its
view that the world economic situation arose out of high
customs tariffs.

The Tariff Barriers Committee of the International
Chamber of Commerce submitted a Preliminary Report
to the Preparatory Committee of the World Economic
Conference of May, 1927. An application that the
present writer addressed to the central office of the
International Chamber of Commerce in Paris for a copy
of the Preliminary Report elicited the following startling

disclosure :

The preliminary report to which you refer was never published
and it only exis:;rKcrc in manuscript form.

The world will hardly credit the fact that, although the
Economic Section of the League of Nations had been
engaged for twenty months in preparing and printing
documentation for the World Economic Conference of
May, 1927, the World Economic Conference possessed
absolutely no documentation at all in support of the
recommendations that it actually made. The achieve-
ment of the International Chamber of Commerce in
persuading the World Economic Conference of May,
1927, to adopt the recommendations of the Tanff
Barriers Committee of the International Chamber of
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Commerce surpasses any of the recorded achievements
of secret diplomacy before the establishment of the
League of Nations.

If the recommendations of the World Economic
Conference of May, 1927, were to possess any reality,
it was indispensable that the economic position of the
countries that were to carry out the recommendations
should have been examined and the applicability of the
recommendations to each country demonstrated. The
conference did not, however, consider whether the
recommendations it made were equally applicable to
debtor countries (that is, countries that had borrowed
money from other countries and had to pay interest on
those borrowings) and to creditor countries (that is,
countries that had lent money to other countries and had
to receive interest on loans), to countries that had to
Bay Reparations and to countries that had to receive

eparations.

he World Economic Conference of May, 1927, has
thus clearly demonstrated that there can be no hope
whatever of the Economic Section of the League of
Nations impartially and intelligently investigating either
the present economic problem or any other economic
roblem, even with the aid of international conferences.
he international financial and economic conferences that
the League of Nations has already organized have proved
unredeemed and most expensive failures, and the liter-
ature that the Economic Section of the League of Nations
has hitherto produced is chiefly notable for the jibes
which it has excited in the Press. The League of
Nations will make itself only an object of deserved
derision and unmitigated contempt among the peoples
of the world by organizing any more international
financial or economic conferences.

Upon the hypothesis of Sir Josiah Stamp, therefore,
there is not even the prospect of a solution of the present
economic problem. He can not be accused of mere
pessimism. In fact, he is entitled to respect for the
courage and persistence with which he has sought a clue
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to the solution of the economic problem and the sincerity
and candour with which he has expressed his conclusions
at every stage of his inquiries.

In every one of the industrial countries of Europe and
in the United States of America both capitalist and
socialist economists are, admittedly, equally unable to
explain the collapse of the production and the distribution
of wealth under the capitalist system and to offer a
practical solution of the mighty problem of unemploy-
ment. Capitalist economists are looking to the solution
of the unemployment froblcm by the removal of the
present army of unemployed by death. In other words,
the 2 §0,000 miners and their five or six hundred thousand
dependents must be left to perish upon * the derelict
“areas ”’ of Great Britain like the entrapped crew of a
sunken submarine whose rescue is impossible. Against
the reappearance of a new army of unemployed, which
the economic system might produce, the economists
point with confidence—-but withouta palliating expression
of a sense of shame and humiliation—-to the diminishing
birth-rate.

The economists have, unconsciously, made a formal
declaration of the bankruptcy of the capitalist system.
Under the capitalist system, Man has been beaten in his
long struggle against Nature for a subsistence and must
now accept the consequences—reduction of population
by death and limitation of population by birth-control.
Ify the capitalist system presents mankind with no escape
from the most drcadfur poverty and the direst misery
exccfpt through the door of death, the capitalist system
has falsified all the hopes that mankind has reposed upon
it and must give place to another economic order—-be
it individualist, socialist, or communist.

The readiness with which economists have accepted
birth-control as 2 means of solving the economic problem
discloses astounding ignorance of the extent and the
wealth of the natural resources of the world and of
Man’s power to exploit the natural resources of the
world. g'ohe economists lack even a sense of perspective.
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It has been scientificlly established that Brazil—-and
Brazil is the third of the three largest countries in the
world—-is capable of supporting a population of
2,000 millions, that is, a greater population than the
population of the whole world today.  Half the inhabit-
able parts of the world has no population at all, and
the other half of the inhabitable parts of the world
has not half the population it could support. The over-
population of the world is a myth. Malthus was a very
1ignorant man.

Now, the failure of both individual economists and
collective organizations to solve the present economic
problem does not prove, as Sir Josiah Stamp has argued,
that it is an intellectual problem beyond the grasp of a
single human mind. The most superficial examination
of the subject brings to light not only that there has been
no proper investigation of the problem but also—-what
goes to the root of the whole mystery—-that the problem
has been attacked only through a maze of contradictory
theory.

Neither Sir Josiah Stamp nor any other inquirer into
the economic problem has approached the economic
problem with ““ a new post-war apparatus of thought and
‘¢ principle.” Not one of them has attacked the problem
even in the spirit of scientific inquiry or complied with
the most elementary rules that searchers after truth in
other fields have observed. Inan address on the economic
situation that Sir Josiah Stamp delivered before the
Birmingham Chamber of Commerce on October 6,
1927, he quoted a saying of Napoleon, * Get your
¢ principles right, and then it is a mere matter of detail.”

‘“ A new post-war apparatus of thought and princifplc ?
is by no means an acquisition beyond the reach of any
open-minded man who honestly sets himself to discover
what is wrong in the economic system. Every investi-
gation into the economic problem hitherto made from
the individualist standpoint has failed, because every
investigation has been based upon the wholly un-
warranted and absolutely fatal assumption that the
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capitalist system is the only economic system that can
ensure individual liberty, personal property and private
enterprise.

Those who have been impressed by the ideals of
Socialists and Communists have made the no less un-
warranted and no less fatal assumption that the economic
welfare of the masses of mankind is wholly irreconcilable
with individual liberty, personal property and private
enterprise, because, as is certainly true, the capitalist
system has proved to be irreconcilable with the economic
welfare of the masses of mankind.

Individualisma stands in danger today of being over-
whelmed by Socialism, Communism or Anarchy, because
Individualism is identified with Capitalism. Capitalism
is only one form—-the most primitive form—-of Indi-
vidualism. It is a heritage of the Stone Age.
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THE MYSTERY OF
THE TRADE DEPRESSION

CHAPTER 1
FOREIGN TRADE

The Constituent Elements

THE transactions of the foreign trade of a country,
like the transactions of the internal trade of a country,
are carried out by individuals, and the goods and services
that enter into foreign trade are the goods and services
that enter into internal trade.

When a manufacturer in Birmingham supplies a
factory in London with a machine, the transaction is
part of the internal trade of Great Britain. If the same
machine were shipped to India or to the Argentine, it
is a transaction of foreign trade.

When a Belgian who lives in Erquelines, a station
on the French frontier of Belgium, travels from there to
Herberthal, a station on the German frontier of Belgium,
the service that the railway renders the Belgian is a
transaction of internal trade, because both Erquelines
and Herberthal are within the territory of Belgium.
When a Frenchman travels from Paris to Berlin through
Belgium, the service that the Belgian railway renders
the Frenchman between Erquelines and Herberthal is a
transaction in the foreign trade of Belgium, and that
transaction constitutes an export of services from Belgium
to France. .

Every country engaged in international trade periodic-
ally publishes returns of the goods imported or brought
into the country and of the goods exported or sent out

B
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of the country. Such returns of foreign trade do not
constitute a complete account of the foreign trade of the
country, because every country either exports or imports
services, in addition to exporting and importing goods.
Calculations of the amount of the total imports or of the
total exports of a country must include the services it
receives from, or renders to, other countries. Goods
constitute visible trade, and services are described as
invisible trade.

The importance of the item of services in the foreign
trade of a country is seen in the foreign trade of Great
Britain. The value of the total imports of goods into
Great Britain is, approximately, {1,100 millions a year,
and the value of the total exports of goods is £700 millions
ayear. Itis exports of services that enable Great Britain
to bridge the gulf between imports and exports of goods.
The British mercantile marine does half the carrying trade
of the world, and the services that Great Britain exports
to other countries amounts to a very large sum in each
year.

The services that foreign visitors to a country receive
in that country form a part of its export trade. Thus,
France is a large exporter of services, because every year
hundreds of thousands of people from all parts of the
world visit France. In payment of the services that
American tourists, for example, receive in France, the
United States of America exports to France every year
millions of dollars’ worth of motor cars, cinema films,
cash registers, clocks and other goods.

The services that a country imports and exports, it
will thus be seen, are varied in character. They do not
admit of accurate measurement like the imports and the
exports of goods. The value of the services that a
country imports or exports has, as a result, to be esti-
mated. There is a margin of error in the estimates of
services, but the available estimates are sufficiently
accurate for the purposes of an analysis of international
trade. The accurate calculation of foreign trade in
services is practicable without adding greatly to the
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complexities of international intercourse, but, unfortun-
ately, it is only in a very few countries that the systematic
calculation of the invisible trade has even been attempted.

Trade, whether internal or international, is essentially
an exchange of goods and services. Thus, Great Britain
exports manufactures and the services of its mercantile
marine and imports such raw produce as wheat, tobacco,
cotton and jute. India exports raw produce and imports
manufactures and the services of the mercantile marines
of Great Britain and of other countries, because India
has no mercantile marine of its own.

In the calculation of the foreign trade account of a
country services are just as important as goods, because
it is the money value of each item of imports or of exports
that is taken into account. Exports of services of the
value of £100 millions from Great Britain pay just as
well for imports of foodstuffs, raw materials or other
goods as {100 millions of manufactures. India is one
of the world’s largest importers of services, and India is
obliged to export raw produce in payment of both the
services and the goods that it imports.

Despite the clarity of the facts, there is, unfortunately,
a great deal of confusion on the subject. People have
got into the habit of thinking that the only usequexports
are the exports of goods. The only purpose to which
the exports of services can be put is the payment of
imports of goods. If the countries from which Great
Britain imports foodstuffs, raw materials and other goods
prefer to receive payment in the form of the services of
shipping companies rather than in the form of manu-
factured goods, no difference whatever would be made to
the foreign trade account of Great Britain.

International trade is greatly influenced by the seasons,
and the foreign trade of a country may show large
fluctuations. During certain months of the year agri-
cultural countries send out the bulk of their fproduce,
and during such periods there is an excess of exports
over imports. During the rest of the year the imports
greatly exceed the exports. Such fluctuations might
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cancel each other, and at the end of the trading year
equilibrium might be established between exports and
imports. In the same way an excess of exports in one
year might be cancelled by an excess of imports in the
next year or two.

The foreign trade of very few countries shows even a
state of approximate equilibrium between the total exports
and the total imports. The total exports either exceed
or fall short of the total imports, year after year, giving
rise in each year to what is known as a balance of trade.

An excess of exports over imports is described as a
favourable balance of trade.

An excess of imports over exports is described as an
adverse balance of trade.

When the merchandise exports of a country exceed its imports,
the country is said to have a ** favorable balance ” of trade. When
its imports exceed its exports, the balance is said to be * unfavor-
able.” .

The general notion underlying these terms is that a country
gains by having dealings with other countries which are expected
to bring specie in, and loses by those which are expected to take
slgccie out.—F. W, Taussig, “ Principles of Economics,” Volume I,

. 476.

The precious metals, gold and silver, are as much
goods or commodities as wheat, rice, coal, iron ore,
timber, machinery or textiles, and it would be quite easy
and correct to treat them as goods or commodities. So
many economic and financial theories have been built
upon the movement of gold and silver coin (or specie)
in international trade, however, that it is necessary to
consider them as they have hitherto always been con-
sidered, namely, as enjoying an independent position in
international trade.

The chief function that the precious metals fill in
international trade is the settlement of balances of trade.
When the total exports of a country exceed the total
imports there is an inflow of the precious metals, and
when the total imports exceed the total exports there is
an outflow of the precious metals.
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From gold-producing countries there are regular
exports of freshly-mined gold, and such exports of gold
cannot be distinguished from exports of wheat, wool or
iron ore. Occasionally, gold-producing countries are
compelled to supplement the exports of freshly-mined
goldp with exports of gold coins withdrawn from the banks
or from circulation in order to settle an adverse balance
of trade. Australia, a gold- roducin§ and gold-exporting
country, was recently forced to supplement its exports of
freshly-mined gold by exports of gold coins that had
been lying in the banks. The production of gold in
1927 was less than (24 millions. Nevertheless, the
exports of the precious metals in 1927 amounted to £12
millions.

Although a country may pay for its imports of goods
and services from another country by exports of goods
and services, the payment need not be made directly to
that country. For example, Great Britain exports large
?uantities of goods to India, but the imports of goods
rom India to Great Britain are of much less value.
Exports of goods from India go chiefly to the continent
of E(\)lrope, rom which India imports comparatively little.
The countries on the continent of Europe, therefore, pay
Great Britain for a large part of the goods that the
countries on the continent of Europe receive from India
and in that way meet India’s obligations in Great Britain.
Thus, a country, the foreign trade of which shows no
balance at all, may have a favourable balance of trade
with one or two countries and adverse balances with all
other countries.

In the eighteenth century people believed that the
exports from one country should be exactly equal to or
should exceed the imports from every other country.
That notion is still current, for, when Great Britain
broke off diplomatic relations with Russia in 1927,

rominent British businessmen declared in interviews

in the Press that, as Russia had been exporting more
to Great Britain than Russia had been importing

rom Great Britain, the loss of the total trade would not
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be a disadvantage to Great Britain. If Russia exports
more goods to Great Britain than Russia imports from
Great Britain, Great Britain must send goods to other
countries in payment of the obligations of Russia in
other countries.



CHAPTER 1II
THE BALANCE OF TRADE

The Meaning of an Excess of Exports or of
An Excess of Imports

A COUNTRY can receive compensation or payment for
its exports of goods and services only in other goods and
services, and when, therefore, the total imports fall short
of the total exports, giving rise to a favourable balance of
trade, compensation or Ipayment is not received for some
part of the exports. In other words, there remains a
debt owing to the country with the excess of exports.

Until the end of the eighteenth century, a country
received payment of such a debt in the precious metals,
gold and silver, but since the beginning of the nineteenth
century the Yractice has grown up of accepting the
precious metals in payment of a part of such debts and
converting the balance due into long-term loans on
which interest is charged.

An excess of exports of goods and services in the
foreign trade of a country thus represents, except to the
extent to which it is liquidated by imports of the precious
metals, the amount of the goods and services given on
credit to foreign countries. An excess of imports of
goods and services in the foreign trade of a country
represents, except to the extent to which it is liquidated
by exports of the precious metals, the amount of the
goods and services received on credit from foreign
countries.

During the nineteenth and the present century, as a
result of fresh discoveries of gold in the United States
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of America, South Africa, Australia and Canada, the
production of the precious metals has vastly increased,
and the imports of gold into the industrial countries of
Europe——in none of which the precious metals are mined
——has been on an incomparably vaster scale than had
taken place in the eighteenth century.

It is not generally realized to what a large extent the
gold and silver produced during the hundred years before
the World War of 1914-18 were absorbed by Europe.
Gold and silver are used for monetary and for industrial
purposes. Of the gold and silver used for industrial
purposes Europe, unquestionably, took a larger share
than any other continent. Of the absorption of gold
and silver by Europe for monetary purposes Karl Helf-
ferich, the most authoritative writer on the subject, made
precise calculations.

The total amount of gold and silver held for monetary
purposes in the whole world on December 31, 1913,
was £2,660 millions. Europe held over half of all
the gold and nearly half of all the silver for currency

urposes in the whole world on December 31, 1913.
he East is generally believed to be the principal absorb-
ent of silver for monetary purposes, but even of silver
for monetary purposes it is Europe that held the largest
amount in 1913.
The distribution by continents was as follows :

Continent Gold Silver Total

In millions of pounds sterling
Europe . . . 1,091 306 1,397
America . . . 535 210 745
Africa . . . 43 4 47
Australia . . . 45 2 47
Asia . . . . 111 214 328

1,825 736 2,561
(Karl Helfferich, « Money,” Volume I, P. 206.)

Russia is the only country in Europe in which gold is
mined on a considerable scale. Silver is not mined in
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Europe. The major portion of the enormous amount
of the precious metals in Europe on December 31, 1913,
had been imported from countries outside Europe.

The imports of the precious metals into Great Britain,
France, Germany, Holland, Switzerland and the other
countries of Europe, in which neither gold nor silver is
mined, had, however, been insufficient to liquidate the
excess of exports over imports in the foreign trade of
those countries, and in 1914 the rest of the world owed
them over /f11,000 millions for goods and services
received.

The value of the goods and services that had been
exported on credit from each of the chief trading countries
of Europe up to December 31, 1913, was, approximately,
as follows :

Millions

Great Britain . . . . . £6,000
France . . . . . . 2,000
Germany . . . . . . 2,000
Holland, Switzerland and other countries . 1,000
11,000

Loans had been given by Great Britain, France,
Germany, Holland and Switzerland to countries in every
continent, including Europe. For example, France and
Great Britain had given very large amounts of goods and
services on credit to Russia.

Most of the gold in Europe before 1914 and most of
the gold that has been produced since 1914 are now in
the United States of America. During the World
War of 1914-18 Great Britain and its allies imported
goods from the United States of America in excess of
their own exports of goods and services. The difference
had, therefore, to be settled partly by the export of gold
from Great Britain and its aﬁics to the United States of
America and partly by the arrangement of loans to
Great Britain and its allies from the United States of
America. It is those loans that constitute the war debts
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of Great Britain and its allies in the World War to the
United States of America.

Since 1924 the foreign trade of the United States of
America has registered a vast excess of exports of goods
and services, and that excess has been paid for partly by
exports of gold from Europe and partly by means of
loans raised by Europe in the United States of America.
At the end of 1927 the amount of gold in the United
States of America was half the world’s total stock of gold
available for currency purposes, and the loans given by
the United States of America to countries in Europe,
exclusive of the debts incurred during the World War
of 1914-18, amounted to £3,000 millions.

The lending of goods and services by one country to
another is indirect, that is to say, the manufacturers who
export the goods do not themselves give the loans. If,
for example, a self-governing dominion of the British
Empire invited a manufacturer in Great Britain to con-
struct 2 hundred miles of railway and wait for payment
for thirty years, the manufacturer in Great Britain would
certainly refuse to accept the invitation even if he were
assured of interest on the amount in the interval. He
would explain that he ““ had not the money ” to construct
the railway and wait for repayment for several years.
He would express willingness to undertake the construc-
tion of the railway only if he were assured of full payment
on completion. He would probably stipulate for a large
sum in advance and for other payments at various stages
of the work. Consequently, the direct lending of goods
by manufacturers never takes place.

Since what a manufacturer requires is payment in the
money or currency of his own country, if a foreign country
is able to raise a loan of money in the country of the
manufacturer, the foreign country will at once have the
means of making payments to the manufacturer and
thereby bringing about the construction of the railway
or whatever enterprise the foreign country proposes to
carry out. 'The manufacturer has no interest in knowing
how the money is obtained. To loans that a foreign
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country may raise in, say, Great Britain, subscriptions
are made by people in Great Britain who have spare
money that they desire to lend on interest to govern-
ments, municipalities and other public bodies in foreign
countries.

The lending of goods by one country to another is
thus associated with the borrowing of money in the
country which lends the goods. For example, in Great
Britain, which has lent goods to foreign countries on a
vast scale, foreign countries are always raising loans of
money. Hardly a week passes without an announcement
being published in the Press that some self-governing
British dominion, colony or protectorate or some foreign
country is floating a loan for a certain number of pounds
sterling at five, six or seven per cent. interest per annum.
The return of the principal is promised after a certain
number of years. The period might be over thirty years.

Manufacturers in Great Britain have been accustomed
to obtain orders for large public works from governments,
municipalities and other public bodies in oversea coun-
tries, as a result of oversea countries borrowing money
in Great Britain. The controllers of the big industries—
like the steel industry, for example—-in Great Britain
are, therefore, very interested in helping people in oversea
countries to obtain loans in Great Britain. The con-
trollers of the big industries in Great Britain, therefore,
maintain close relations with bankers and what are known
as issuing houses. The bankers and the issuing houses
are naturally also interested in floating loans to be given
to oversea countries, because they obtain handsome
commissions on such transactions.

Precisely how loans are given by the great industrial
countries of Europe to the non-industrij countries has
been described in incisive and even caustic terms by
Mr. A. Emil Davies, who writes with expert knowledge
on the subject of international borrowing.

It was not necessarily the contractor who quoted the lowest
price, who got the job. , More frequently it was he who offered
the easiest terms of payment. For instance, a2 man went to a
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South American government or city council and said: “ You
want a gas-works (or tramway system) here. I will put it up
for you, and you need not pay me a single dollar. Just print so
many bits of paper called bonds, undertaking to pay 6 per cent.
interest on them, and that will satisfy me.”

That man would get the contract in preference to his com-
petitor who quoted a much lower price, but required all, or part
of it, in cash. Now, the contractor obviously had to pay for his
materials and labour in cash, not in bonds, and his ability to secure
big works of this description depended upon his ability to turn
those bonds into cash.—*¢ Investments Abroad,” P. 11.

If, for example, a railway was desirable between, say,
two towns in some little-known state, but the government
of the state was unable ““ to find the money,” a British
manufacturer of railway material would obtain the tender
for the construction of the railway if a loan to cover the
whole cost of the undertaking could be raised in London.
The British manufacturer would, therefore, arrange with
a banking or issuing house in London to float the loan
for the state on the condition that the tender was given
to him—on his own terms.

It would soon be announced that the state of Pro-
gressomania would be issuing a loan in London for the
purpose of constructing a railway from Petertown to
Paulville. It would be explained that the line would
run through territory that was believed to contain valuable
minerals and that the soil would probably be found suit-
able for the cultivation of grape fruit, the demand for
which was threatening to outrun the present supply from
Florida.

The newspapers in Great Britain, faithful to the
economic doctrines of the day, would warmly commend
the issue to the public.  Grape fruit, it would be observed,
promised to vie in economic importance with tea
in the nineteenth century and rubber in the present
century. It was only to be expected that a government
as far-seeing as that of Progressomania should desire to
anticipate such a development. ‘The contract had been
given to a British firm. That was fresh evidence, if

o were needed. of the hich reputation that the
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manufacturers of railway material in Great Britain had
established in foreign countries. There could be no
doubt that foreign countries would increasingly appreciate
the advantage of buying British railway material, even if
the price were higher than that charged by manufacturers
on the continent of Europe or in the United States of
America.

The high standing of the bank or of the issuing house
would put the final seal of approval upon the issue from
the investor’s point of view, and the loan would, in all
probability, be over-subscribed, that is to say, the state
of Progressomania that was but little known a few weeks
before would find that it had been offered on loan in the
great London money market perhaps twice as much
money as it had in its modesty demanded. Needless to
say, the government of the state would be highly gratified
at the result.

Thus, the state of Progressomania would get a railway
about which no one in the state had ever been particu-
larly enthusiastic, the manufacturer an order on the
execution of which he would make a handsome profit
and the investors seven per cent. on money that had
previously been earning, Yerhaps, two and a half or three
per cent. in banks. All the numerous parties to the
transaction would, accordingly, feel that business was
good and that Great Britain was prosperous.

The remarkable success of the foan of Progressomania
would, of course, be the subject of comment in the
‘“ Money articles ”’ in the daily and weekly Press, and
an ‘‘ expert ”’ might write of the loan as Mr. Hartley
Withers wrote under the suggestive title, * Shall Man
¢ Live by Interest Alone? " in The Referee on June 26,
1927. ﬁiscussing the success of the Estonian seven
per cent. loan for £1,500,000 and other foreign loans
floated in London, he declared :

This popularity of investments which are stamped by their
prices and terms as not yet having won their way to first-class
rank is an excellent thing as long as they are taken by the right
people, that is, by those who can afford to take a risk.
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To such folk, investments with a dash of speculation seem
to me to be not only quite legitimate, but a duty; because if
nobody ever took a risk, there would be no development and no
progress, and active lending abroad is the best stimulus that can be
given to our languishing export trades, for whenever we lend abroad
we supply the foreign borrower with money which finally has to
be spent in England.

The loans of money given by one country to another
merely give the borrowing country the péwer to make
f)aymcnts in the money of the lending country in the
ending country, and those payments may include pay-
ments for goods to manufacturers in the lending country.
It is only if the lending country can afford to give a
certain quantity of goods and services in exchange for
the money that the loan can leave the lending country.
No money (whether it be in the form of Bank of England
notes or of American dollar bills) leaves the lending
country. The paper money of one country might be
sent to another, but it would have no value 1n the latter
country unless goods had been sent to be exchanged for
the paper money, which would, in that case, return to
the country of its origin. If the movement of the paper
money were not attended by the movement of an equiva-
lent amount of goods, the paper money would lose its
value—in other words, it would rapidly depreciate.

The export of capital, as the export of goods and
services on credit from one country to another is called,
involves two parallel operations. There is, in the first
place, the production of more goods than are consumed
or are exchanged for the goods of other countries, and,
in the second place, the arrangement of a loan of
money.

It 1s, of course, practicable to transfer the amount of a
loan from one country to another in gold. Several loans
given by the United States of America in 1927 and 1928
to countries in Europe and South America have con-
sisted of quantities of gold. That is because the borrower
required the metal for certain :Feciﬁc purposes, and the
amount of gold so loaned has always been very small.
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If, whenever we made a loan, we had to send the money to
the borrower in the form of gold, our gold store would soon be
used up, and we should have to leave off lending. In other
words, our financiers would have to retire from business very
quickly if it were not that our manufacturers and shipowners
and all the rest of our industrial army produced the goods and
services to meet the claims on our industry given, or rather lent,
to other countries by the machinery of finance.

This obvious truism is often forgotten by those who look on
finance as an independent influence that can make money power
out of nothing; and those who forget it are very likely to find
themselves entangled in a maze of error.—Hartley Withers,
<« International Finance,” Pp. 76-;.

It is, thus, upon the capacity to produce goods and
services for export without taking other goods or services
in return that the power of a country to give loans to
other countries depends. A country that has given loans
to other countries is described as a creditor country. A
country that has received loans from other countries is
described as a debtor country.

Now, since it is only in goods and services that one
country can make a payment to another country, when a
debtor country fulfils its obligation of paying interest to
a creditor country, the foreign trade of the debtor country
shows an excess of exports or a favourable balance.
Thus, an excess of exports or a favourable balance of
trade is a feature of the foreign trade of a country that
gives loans to other countries and also of the foreign
trade of a country that makes payments of interest to
other countries. When a creditor country receives pay-
ments of interest on the loans it has given other countries,
the foreign trade of the creditor country would show an
excess of imports of goods and services, provided the
creditor country has ceased giving loans to other countries.

The most interesting example of a country that main-
tains a favourable balance of trade in order to pay interest
on previous borrowings of capital is India. India has
annually to make very large payments of interest on
borrowings of British capital and has also annually to
send goods to Great Britain in payment of the salaries
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of British officials and officers in her service who may
be on leave and of pensions of British officials, officers
and soldiers who have retired from the service of India.
Consequently, a favourable balance of trade is indispens-
able to India.

The foreign trade position of India has been very
clearly described in the memorandum that was submitted
by the Indian delegation to the World Economic Con-
ference held under the auspices of the League of Nations
at Geneva in May, 1927. It was stated:

The economic condition of India and her relations with the
outside world may be very briefly stated. ~She is a debtor country
in the sense that British and other foreign capital is invested in
her railways and irrigation works and in some of her industries in
excess of her own investments abroad. On this capital large
sums have to be remitted annually by way of interest, the official
remittances, which are known as the “ Home Charges ” and which
include pension and other sterling disbursements, amounting to

between £30 and £35 millions annually.
In order to find the credits necessary for the liquidation of

these claims, both official and non-official, it is necessary for India
to export every year goods to a higher value than the value of her
imports; in other words, to maintain a favourable balance of her

visible trade.

Now, if the amount of the excess of exports in the
foreign trade of India is larger than the amount of its
total obligations in interest and ** Home Charges,” India
would be compelled to receive the balance in the precious
metals or turn lender itself. The excess is, as a matter
of fact, far larger than is necessary to meet the interest
charges and the * Home Charges,” and, as a result,
India has not only imported the precious metals on an
enormous scale but has also accumulated enormous
balances in London.

The people of India are not accustomed to subscribe
to foreign loans, and the proceeds of the excess of India’s

rts are lent on behalf of India by the Secretary of
State for India to reliable firms in London or are invested
by him in British Consols. Those transactions have
been severely criticized by Indian and English writers.
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For example, Sir Montagu Webb has in Advance India
denouncecf the policy under which ““ such colossal sums
“ of the Indian taxpayers’ money ” are * lying uselessly in
¢ London and only earning comparatively trifling rates of
‘““interest,” instead of *‘ being applied to the construction
¢ of reproductive capital works in India,” or, as one might
also suggest, the better feeding, clothing and housing of
the poverty-stricken hundreds of millions of the popula-
tion of India. So long, however, as India continues to
export in excess of what is needed to pay for all its
imports, all its obligations in interest on borrowed capital
and all the “ Home Charges,” the lending of the excess
in London is inevitable. It is forced upon the Secretary
of State by the balance of trade.

The loans given by the Secretary of State on behalf
of India to merchants in London, it will be seen, are
thus a sequel to, and not a corollary of, the balance of
trade. They present a striking contrast to the loans
given by Great Britain to other countries. Whereas the
export of capital from Great Britain is, apparently,
dependent upon previous arrangements for credit or
monetary loans, the export of capital from India is, quite
clearly, independent of previous arrangements for loans
from India to other countries.



CHAPTER III
THE EXPORT OF GOODS ON CREDIT

The Main Objective of the Foreign Trade Policy of
A Modern State

THE export of goods and services in excess of the
imports of goods and services is the main objective of the
foreign trade policy of a state under the capitalist system.
The Socialist or Labour Party in Great Britain also has
adopted an excess of exports of goods and services as the
objective of the foreign trade policy of a state.
~ The phenomenon of an excess of exports over imports
in the foreign trade of the chief trading countries of
Europe can be traced back to the eighteenth and even
to the seventeenth century. In the eighteenth century
it was a marked feature of the foreign trade of Great
Britain and of Holland.

The foreign trade of Great Britain during the hundred
years before the World War of 1914-18 and the foreign
trade of France, Germany, Holland, Belgium and
Switzerland between 1870 and 1914 showed an excess
of the total exports over the total imports. Since 1920
the foreign trade of Great Britain has registered an
excess of exports. Since 1914 the total exports of the
United States of America have in each year exceeded
the total imports by an enormous amount.

The sole purpose of the World Economic Conference
held at Geneva in May, 1927, was to open fresh opportuni-
ties to Great Britain and other countries further to increase
the present excess of exports in their foreign trade. Sir
Max Muspratt, one of the members of the British delega-
tion to the World Economic Conference, said at the first
plenary session :
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For over one hundred years we have been exporting manu-
factures, receiving in return food and raw materials. . . .

During this long period our exports and our services (shipping,
insurances, etc. . . .) have been so great that we could not receive
at home the payments for those services and for our exports, and, con-
sequently, a balance to our trade was accumulating in almost eve
part of tKe world.— Report and Proceedings of the World Economic
Conference,”” Volume I, P. 83.

In the memorandum submitted to the conference by
the British delegation it is stated :

The deficiency in savings has chiefly affected our export of
capital, which has been greatly reduced.—Paragraph 16.

Mr. A. Emil Davies writes :

It may or may not be true that *“ trade follows the flag,” but it
certainly is a fact that trade follows the bond. And the nation
which could best back up its great contractors in this manner
secured the greatest number of contracts, giving employment to
thousands of its workersat home. Thus, England got the start and
for a long time maintained it.—¢ Investments Abroad,” Pp. 11-12.

In The Road 1o Prosperity Sir George Paish pleads for
opportunities for Great Britain to renew * her capacity to
“supply the world with as much capital as formerly.”

. 32.

On _)]uly 26, 1927, The Times, in commenting on a
debate on the trade situation in the House of Commons
on the previous day, wrote:

Unless there were a margin available for investment abroad it
would be useless, for foreign nations to turn to this country for
loans which, generally speaking, are taken in the form of goods,
and the effect on British export trade would be disastrous. Sir
Philip Cunliffe-Lister was therefore fully justified in insisting that
the country must reduce its imports and increase its exports.

During the World War of 1914—18 the neutral states
of Europe granted large credits to the belligerents, and
Professor Gustav Cassel thus explains why that was done:

The fact that the credits they granted to the belligerents far
exceeded the amounts their available funds should have allowed,
was mainly due to the interest neutral states had in keeping up their
exports.—“Money and Foreign Exchange After 1914, P. 12.



20  The Mystery of the Trade Depression

Exporting industries have been given a high protective
tariff in many countries, in order that manufacturers might
charge a high price at home and reap such a handsome
profit on sales at home as to allow of the export of the
same article to foreign countries at considerably lower
prices.

Continental manufacturers frequently sell for export at prices
substantially less than are demanded from home consumers. For
instance, the prices for Belgian No. 3 foundry iron was recently
fixed at 610 f. (say, 70s.) per ton for home and 65s. f.0.b. Antwerp,
with further concessions for larger orders.— The Economist,”
September 3, 1927.

The following is from a message from a Sydney
(Australia) correspondent :

The Germans have cut prices to an extraordinary extent in
order to reach the ready-spending public. Australian manufac-
turers complain that the Germans send children’s cotton socks at
644. a dozen, and that they are paralysing local factories by selling
metal kitchenware and other manufactures at prices much below
the Australian cost of production.

Your Correspondent purchased a bedside clock of German
make for gs. this week, similar to one bought in London last
September costing 235.—%“ The Times Trade and Engineering
Supplement,” May 19, 1927.

British exporters act exactly like manufacturers on
the continent of Europe. In Great Britain manufacturers
of machinery and other goods not sold in large quantities,
who feel that they have a strong position in the home
market and that they could easily stave off foreign com-
petition, maintain a higher level of prices in the home
market than in India, the dominions, the colonies or
foreign countries.

The Times Trade and Engineering Supplement of April
23, 1927, contained an article in which the writer pointed
out that the chief recommendation of a trade association
was that it enabled manufacturers to maintain a high price
level in the home market and a low price level in foreign
countries. He wrote:
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In most trades it is obviously impossible to attempt to maintain
a fixed level of prices for export transactions, for the reason that
in the case of foreign markets an exporting manufacturer loses
what small advantage he possesses in his home territory through
proximity of works to buyer, implying earlier deliveries as well as
convenience in the case of repairs, and he becomes merely one of a
much greater number of manufacturers of all nationalities marketing
goods produced under entirely different conditions of cost and
bound by no rules as to prices or conditions of trading.

This position is recognized by most successful exporting firms,
whose export prices are usually very much lower than the level main-
tained in the home market.

The sugar industry of Australia presents the most
scandalous example of the exploitation of the home
consumer in the interests of the export trade.

An embargo was also placed on the importation of sugar,
except with the consent of the Minister of Customs, and by a
recent agreement this embargo has been extended.

The production of sugar during the last few years has been
in excess of the requirements of Australia and there has been need
for finding export markets. Consequently, and owing to the high
cost of production of sugar in Australia, it has been necessary to
enforce the embargo, and also to fix prices of sugar to meet the
difference between world market prices and a profitable return to
the local industry.

The price payable for raw sugar needed for home consumption
in 1925 was fixed at £27 per ton less £1 per ton to defray adminis-
trative and general expenses of the Sugar Board and to provide
special concessions to certain industrial consumers of sugar.

For that portion reserved for export the price was fixed at
£9 10s. per ton, subject to realization adjustments.

Final calculations by the Sugar Board showed that 56 per
cent. of the total production in 1925—26 was consumed in Australia,
while the net value per ton of exported sugar was {11 5s. 94.,
making the average price for the whole crop £19 10s. 7d. per
ton.— Report to fune, 1927, of H. M. Trade Commissioner in the
Commonwealth of Australia,” Pp. 40~41I.

The price at which a commodity is manufactured in a
country is governed by a variety of factors. When,
therefore, an industry sells its production at a certain price
at home and at a lower price abroad, it either takes a loss,
just meets the cost of production or makes only a small
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profit on its exports. If there is a loss on the exports,
the home consumer is forced to make good that loss to
the producer and, furthermore, provide him with a profit
upon the whole turnover. Consequently, the larger the
exports, the greater the loss to the consumer at home.
That is exactly the dilemma in which the sugar industry
has placed Australia.
Captain Anthony Eden, M.P., writes:

Production has so much increased that there is a substantial
surplus for export after the needs of the home market have been
supplied, and the loss sustained in 1924 on sugar exported was
so much as £9 10s. per ton. How to counteract so great a dis-
crepancy in price is the problem that the sugar industry in Australia
has to solve If it is to expand as it can and should.—< Places in the

Sun,” Pp. 56-57.

The exploitation of the home consumer for the benefit
of the buyer in a foreign country is the principal purpose
of cartels or combinations. The formation og such com-
bines is described as the * rationalization " of an industry.
The following is a reference to the British coal industry :

No doubt it is true that rationalisation, as it has been hitherto
worked, has meant selling fuel dear at home and cheap abroad. In
a crisis such as the present one this may be advisable and inevit-
able. As a permanent policy it seems full of menace to all the
coal-using industries of Great Britain.—Leading article in < The
Daily Mail,” November 22, 1928.

It being an axiom that the expansion of the export
trade is the proper objective of the economic policy of a
country, whether it be Free Trade or Protectionist, the
manufacturers in every country are able to force the
Government to advance their interests by various means—
whether they be at the expense of the rest of the com-
munity or not. For example, in 1928 and 1929 the
Parliament of Great Britain, in order to stimulate the
export of goods on credit, passed legislation to relieve the
productive industries of three-fourths of the rates they
pay to local bodies. The farmers are relieved of the whole
of the local rates.
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The scheme for the reorganization of local rates in
Great Britain was first announced by the Rt. Hon.
Winston Churchill, Chancellor of the Exchequer, in his
Budget speech on April 24, 1928, and an exposition of
the economics of the proposals was given in the leading
article in The Times on the following day. The proposals
were described as follows :

They set out to remove from production a direct burden which
has long been pressing heavily on our exporting industries. . . .

His EMr. Churchill’s] object is simple and straightforward
—namely, to shift part of the burden of local taxation from the
producer to shoulders better able to bear it.

Under the de-rating scheme, while the inhabitants of
a local area and the retail traders who supply the inhabit-
ants of a local area with home-made or imported goods,
including the necessaries of life, will continue to pay the
full rates, the owners of the mines, mills and factories
that produce goods for consumption in the country or for
export to foreign countries will pay only a fourth of the
rates. 'The whole of the population must, furthermore,
bear additional taxation, out of the proceeds of which
the local authorities would be compensated for the revenue
they have lost.

The rating reform proposals of all the political parties
are based upon the hypothesis that the rates are weighing
heavily upon the industries that export goods to other
countries. There is no difference of opinion upon the
principle that the exporting industries should be given
a certain measure of relief from taxation, and it must be
pointed out that the Government’s scheme relieves all
the industries, whether they are prosperous or not, of
three-fourths of the local rates, and thus establishes the
principle that the productive and exporting industries
have a claim to special consideration at the hands of the
state.

The preference for the expansion of exports rather
than the expansion of imports is revealed in the laws of
every country—whether it be avowedly Free Trade or
avowedly Protectionist. In Great Britain, a Free Trade
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country, a low scale of duties is levied upon imported
goods. The reason given is that customs duties are a
necessary source of revenue to the state. Exported goods
are not called upon to make a similar contribution to the
public exchequer. In the United States of America, an
avowedly Protectionist country, extremely heavy duties
are levied upon imports of very large classes of goods.
The levy of duties upon exports of goods is prohibited,
not by a law of the Fegislature, but by an article of the
constitution—like the production, importation or sale of
alcoholic liquor !

It might be contended that the object of the expansion
of exports from a Free Trade country is the expansion of
imports. Such a claim would not stand examination.
In the first place, an excess of exports over imports has
been the chief feature of the foreign trade of Great
Britain and of Holland, the two most prominent Free
Trade countries, even after they had adopted a policy of
Free Trade. In fact, the exports of capital from Great
Britain were never larger than after the establishment of
complete Free Trade. Inthe second place, Free Traders,
although they hold that imports should be subject only
to a low scale of duties, imposed for strictly revenue

urposes, do not concede that imports should be equiva-
ent to exports. On the contrary, an excess of exports is,
according to every principle of Free Trade doctrine, the
proper objective of the foreign trade of a Free Trade
country.

One of the principal exponents of Free Trade doctrine
in Great Britain is The Nation and Atheneum. In alead-
ing article on October 1, 1927, that journal went so far
as to discount an increase in production that had taken
place, because it had been in response to a demand from
the home market and, therefore, could * not help the
““balance of trade.” The Nation and Atheneum wrote :

Industries that work for the home market are comtinuing to
expand ; there is some reason to hope that they may even make a
fresh spurt during the next few weeks.

It is possible, therefore, to entertain a none too confident hope
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that the aggregate unemployment figures may fall rather than rise
over the remainder of the year. But this will not help the balance
of trade. If we survey the condition of the leading exporting
industries, the picture is almost uniformly depressing ; and we can see
no justification whatever for taking for granted a material recovery
in the volume of our exports.

Mr. Hartley Withers, an uncompromising champion
of Free Trade, wrote as follows in one of his regular
weekly articles in The Referee in 1927 :

The first need, in order to improve the condition of "the
working classes, is to reduce unemployment, and one of the most
obvious ways of doing so is' to provide a stream of cheap and
plentiful capital.

Mr. Withers’ argument is that the *“ stream of cheap
‘““and plentiful capital "’ would be lent to foreign countries
and thus expand exports on credit.

It was only during the World War of 1914-18 that
the foreign trade of Great Britain showed an excess of
imports of goods and services.

Speaking at Bangor in September, 1927, the Rt. Hon.
David Lloyd George, the leader of the Liberal or Free
Trade Party, made a statement on the foreign trade
position of Great Britain. He said:

Our exports have gone down, imports have risen rapidly. In
1922 the excess of imports over exports was £171,000,000. This
deficit was more than covered, however, by our invisible exports,
and we were left with a balance in our own favour of £1 54,000,000.

In 1924 the excess was still higher, but not so high that it
could not be still covered by the invisible exports.

Last year our adverse balance of imports over exports had risen
to £477,000,000. This year it promises to be no better, and the
invisible exports, stretchedy as they have been by revised estimates,
could not cover the colossal gap of 1926, and we had for the

Jfirst time in the trading history of this country an adverse balance
against us1—< The Manchester Guardian,” September 22, 1927.

1 In an article published in the Board of Trade Fournal of February 28,
1929, it was explained that more careful calculations of the inv.isible
exports in 1926 had shown that in 1926 there had not been, as originally
stated, an adverse balance.
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No one who reads that statement can have the least
doubt in his mind that the export of goods on credit is
the economic objective that Mr. Lloyd George sets the
British people. In a debate in the House of Commons
on July 25, 1927, on the trade situation, Mr. Lloyd
George made a clear avowal of that economic objective.
He said :

They [the United States of America] have a huge balance
and are in a position to advance huge sums of money to the world,
and they are doing it on condition that the money shall be spent
there; because, as everybody knows, when you advance, say
£20,000,000, you do not send the money in cash but deliver it in
the form of goods. That is really why the United States of
America are in a better position. . . . Tyhey have got money to
advance to the world, and their custom is attributable entirely—
entirely, mind you—to that. They could not compete with us
otherwise.—< Parliamentary Debates, House of Commons,” Volume
209, Columns, 924-25.

That a favourable balance of trade should be the main
objective of the economic policy of a country is definitely
and explicitly stated in Britain’s Indusirial Fusure,
the report of the Executive Committee of the Liberal
Party, which investigated the decline in the export trade
from the Free Trade point of view. The committee
included Mr. W. T. Layton, editor of The Economist
(chairman), Professor Maynard Keynes, Mr. Philip
Kerr, Mr. Lloyd George and Sir Herbert Samuel.

Envisaging the possibility of the proposals for the
expansion of exports failing to give the cﬁesircd results,
the committee makes the suggestion that the agricultural
production of the country be increased in order to reduce
imports of foodstuffs and raw materials, and thereby
increase the excess of the total exports over the total
imports. * The home production of a greater proportion
“ of food and raw material supplies " is advocated, not, as
one might be led to suppose, in order to increase the
supplies available in the country and thus ameliorate the
condition of the masses of the people, but in order * 7
“ bring a sorely needed contribution to our balance of trade”
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(P. 320). The balance of trade of Great Britain already
consists, as shown above, of a handsome excess of exports
over imports. In 1928 the favourable balance was no
less than £149 millions.

In the debate in the House of Commons on July 23,
1927, Mr. Sidney Webb, one of the ablest and most
distinguished economists in the Labour or Socialist Party
and a determined Free Trader, who was President of the
Board of Trade in the first Labour Ministry of 1924,
went further than any other speaker in the debate in
stressing the vital necessity of giving goods on credit to
other countries. He said:

I want to suggest that the falling away of our trade balance is
largely due to the cessation for a long time of loans to our overseas
Dominions. Whenever we make a loan to an overseas dominion
or to another Government, the proceeds of that loan go away from
this country in the shape of goods, and consequently the exports
for that particular year are swollen to the amount of the loan.
The result is that the trade balance of that year is immensely more
favourable than if there had not been such loans.

It is a fact that, if you do not make these loans, our trade
balance is not so favourable. Of course, it follows from this argu-
ment that, if you want to turn your balance of trade in a favourable
direction, you can do it by making foreign loans. Those loans
will increase our exports and alter the figures of the trade balance,
making it more favourable.— Parliamentary Debates, House of
Commons,” Volume 209, Columns, 971-72.

Thus, whatever Cobden, Bright and their immediate
successors might have considered was the purpose of
foreign trade, to the Free Traders of the present day,
be they Liberals or Socialists, as much as to the Protec-
tionists, the great object of foreign trade is an excess of
exports or a favourable balance of trade.



CHAPTER 1V
EUROPE’S LOST TRADE
A Decline of the Lending, Not of the Selling, of Goods

THE decline in the exports of the industrial countries
of Europe since the World War of 1914-18 has not
been, by any means, a sequel to a decline in imports,
because the imports of the industrial countries of Europe
continue to be maintained at the level at which they stood
before the World War.

According to the documentation of the World Economic
Conference of May, 1927, the imports into Europe
(excluding Central and Eastern Europe) in 192§ were, as
compared with the record year 1913, as 100°8 is to 100.
Those calculations do not apply to Germany and other
countries that have borrowed from the United States of
America.!

The imports of Western and Maritime Europein 1925
were almost entirely paid for by exports. Whatever was
borrowed was too insignificant to deserve any attention
at all. It is pointed out in the Memorandum on Produc-
tion and Trade that was prepared for the World Economic
Conference of May, 1927, that

The total trade of Western and Maritime Europe in 1925
was very nearly up to the pre-war standard.—P. 37.

The net imports of goods into Great Britain——that is,
goods that go into consumption or into the production

1 The group of Central and Eastern European countries here and
clsewhere in this Memorandum consists of Austria, Bulgaria, Czecho-
slovakia, Esthonia, Germany, Hungary, Lativa, Lithuania, Poland,
Roumania, Russia and the Kingdom of the Serbs, Croats and Slovenes.—
“ Memorandum on Production and Trade of the World)” P. 9, of the
World Economic Conference of May, 3927.

2
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of other goods in the country (as distinguished from im-
ports that are re-exported to other countries)}—increased
from £659,168,000 in 1913 to £1,166,678,000 in 1925.
Despite the great rise in prices in the intervening period,
the figures imply a considerable increase in the quantities
of the goods imported.

Speaking in the House of Commons on July 2, 1927,
the President of the Board of Trade, Sir Philip Cunliffe-
Lister, stated that, taking 1913 as the basic year and
reducing the figures to a common standard of value—to
offset the rise in prices—the imports of goods, that is,
foodstuffs, raw materials and other commodities that are
essential to the comfort of the people, were as follows :

Year Imports
1913 100°0
1924 106+6
192¢ 111-8
1926 117°4

The expansion of the imports of goods has been
accompanied by a contraction of the exports of goods.
On the basis of calculations identical with the calculations
of the imports, the decline in the exports of goods has been
as follows :

Year Exports
1913 100°0
1924 76°1
192§ 760
1926 679

The exports of services between 1924 and 1926 also
showed a decrease in comparison with the exports of
services in 1913.

Since 1922 Great Britain has not borrowed in other
countries, and all her imports of goods since that date
have, therefore, been fully paid for. The apparent
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paradox of an increase in the imports of Great Britain
since the World War of 1914-18, attended by a decline
in the exports, is explained by the fact that the total exports
of Great Britain have always exceeded the total imports
of Great Britain, except during the World War. Thus,
there has always been a margin that admitted of a con-
traction either by a decline in exports or by an increase in
imports or by both.

That fact was stated with very great clearness by
Professor Maynard Keynes in a tract in which he attacked
the restoration of the gold standard in Great Britain in
April 1923.

We start with a wide margin of strength. Before the war
our capacity to lend abroad was, according to the Board of Trade,
about £180,000,000, equivalent to £280,000,000 at the present
price level; and even in 1923 the Board of Trade estimated our
net surplus at £102,000,000. Since new foreign investments bring
in no immediate return, it follows that we can reduce our exports
by £100,000,000 a year without any risk of insolvency, provided
we reduce our foreign investments by the same amount.—% The

Economic Consequences of Mr. Churchill,” P. 15.

Thus, there can be no question of the ability of Great
Britain to pay for imports. Her trade, so far as that is
understoos to mean the exchange of goods and services,
(as proved by the increase in imports) is greater than it
was before the World War of 1914-18, after allowing
for the difference in prices.

So long as there is an excess of exports over imports,
and so long as the imports continue to be on the same level
as before the World War of 191418, leave alone the
rise to a higher level, there can be no excuse for the
suggestion that there has been a decline in exports that
pay for imports. If there has been a contraction in the
total amount of the exports, that contraction has taken
place in the exports that were given on credit.

During the past seven years Mr. Hartley Withers
has, with steady persistence, pointed out that an expan-
sion of the exports of goods from Great Britain is depen-
dent upon her ability to give goods on credit to other
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countries. The following is an extract from one of his
articles in the Press during 1927:

There is good reason for the belief that one of the causes of
the slow recovery of our trade is the fact that owing to high taxation
we are not saving as fast as we used to, and so have less to lend abroad,
which means that our export trade is hampered.—< The Referee.”

When Mr. Hartley Withers refers to ‘‘the slow
“ recovery of our trade,” he refers to the slow recovery of
the export of goods on credit, which was carried to such
enormous lengths by the industrial countries of Europe
before the World War of 1914-18.

The Times, in commenting on the trade returns in a
leading article on April 30, 1927, stated quite clearly
that what the desired trade revival was expected to bring
Great Britain was an increase in exports of goods on credit
—not the means of payment for imports. The Times
wrote :

That the urgent need of the country at present is an increase
in its overseas trade is shown by the monthly trade returns and
the dearth of money available for investment abroad.

The fact that Great Britain no longer gives other
countries goods on credit on the scale Great Britain
used to before 1914 is admitted by Sir George Paish
to be ““ the main cause of the depression in trade.”

If it be borne in mind that in pre-war days Great Britain was
supplying outside countries with £200 mil}{isons of new capital
and new credit per annum for the expansion of their productive
power, and that for the last two years she has supplied on balance
none at all, the main cause of the depression in trade will be
apparent. :

The supply of this capital gave foreign and colonial nations
the capacity to buy great quantities of British goods, and caused
British industry to be active and progressive.—< The Road to
Prosperity,” P." 31-32 (Published 1927).

The small state of Luxemburg has a very highly
developed metal industry, which is capable of annually
producing 2,600,000 tons of pig iron and 2,300,000 tons
of steel. ~Naturally, it has to enter into competition with
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the iron and steel industries of countries like Great
Britain and Germany, and the conditions under which
that competition is carried on is revealed in the memoran-
dum that M. Emil Mayrisch submitted on behalf of the
state of Luxemburg to the World Economic Conference
of May, 1927. He wrote:

Great difficulty is being experienced in meeting this com-
petition, because the Luxemburg industry cannot apply to the
Government for any assistance in the shape of credit, as is the case
in neighbouring countries; nor is it supported by large banks
which, in other countries, make the granting of loans dependent
upon orders for the national industry.

The facts were also set forth very clearly in a memoran-
dum submitted to the World Economic Conference of
May, 1927, by Professor Gustav Cassel. In Recent Mono-
polistic Tendencies in Industry and Trade—Being an Analysis
of the Nature and Causes of the Poverty of Nations, Pro-
fessor Cassel, after distinguishing the countries that
supply Europe with foodstuffs and raw materials as the
colonial world, because the products they export are
generally known as colonial products in the markets of
Europe, says:

‘The problem of the economic restoration of the world is to a
large extent a problem of settling the relations between Europe and
the colonial world. . . .

The European producer naturally looks upon the colonial
world as a market where he must try to find a sale for his surplus
produce, and he is constantly asking himself the question whether
the colonial world will really be found to possess sufficient purchas-
ing power for absorbing all that Europe can offer it.

One would perhaps be inclined to answer the question by
saying that it is here only an exchange of goods, and that the
colonial world will always be able to produce such articles as
Europe requires, and will thus always be capable of paying for the
industrial products of Europe, assuming these to be suitably adjusted
to the demands of the colonial world.

The matter, however, is not quite so simple. Looking back on
pre-war times, we find that even then European exports were possible
only by means of extensive and continyed granting of loans to the
colonial world.—Pp. 35-36.
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To quote further from his memorandum :

An indispensable condition for this export industry, however,
was that Eurofe advanced the necessary funds to the colonial world.
This was, in fact, done to a large extent, principally with the aid
of England, France and Germany. A steady flow of European
savings was directed, in the form of loans, to the colonial world,
supplying it with the means for its development and constituting
at the same time a source of continued demand for European
industrial products.—P. 36.

It is by no means mere chance that the depression in Europe
has made itself most strongly felt in the capital-producing industries,
especially the iron and steel and the engineering industries, or that
those countries which used to stand in the first rank as exporters
of real capital to the colonial world, viz., England and Germany,
are now those to suffer most seriously from unemployment.—

P. 37.

As Professor Cassel has pointed out, it is in those
industries that produce the kinds of goods that were
generally given on credit, such as the iron and steel
industry and coal-mining (which is largely dependent
upon the iron and steel industry), that the heaviest
unemployment exists. For example, in the memorandum
of the British delegation to the World Economic Confer-

ence of May, 1927, it was stated of the depression in
trade :

Its effects are very clearly seen in the figures of unemployment
for five large industrial groups, viz. coal, iron and steel, wool and
engineering, including shipbuilding. Unemployment in these
trades is dominated by the export situation.—Paragraph 10.

Sir George Paish writes in The Road to Prosperity :

In pre-war days, Great Britain alone supplied some £200
millions of capital per annum to foreign and colonial countries for
their development, more than half of the money being devoted to
railway construction, while Germany, France and the other
lending nations of Europe supplied nearly as much again, all of
vghlch increased the world’s power to g'uy European goods.—

. I31.

For the greater part of the century prior to the war raiway

construction played a prominent part in creating buying power and
D



34  The Mystery of the Trade Depression

expanding income. When railwa{ building was in active progress
trade was brisk, and when it slackened off trade was depressed.—
P. 129.

Discussing the possibilities of the future, Sir George
Paish says:

On the general ground of creating demand for Europe’s
manufactures, and thus increasing her income, new railway con-
struction in the agricultural countries should be taken in hand.—

« The Road to Prosperity,” P. 128.

At the World Economic Conference of May, 1927,
Mr. J. W. O’Leary, one of the American delegates, who is
a past President of the Chamber of Commerce of the
United States of America, referring to the economic
situation of Europe, said :

The production and consumption of commodities intended for
immediate use has in general reached, if not exceeded, pre-war
proportions. The same is not true of the production and demand

for capital goods.—< Report and Proceedings of the World Economic
Conference,” May, 1927, Volume 1, P. 162.

Professor Gustav Cassel in The Theory of Social
Economy, a work composed before the World War of
1914—18 and published before the present depression
had set in, recorded the significant fact that it was
precisely in those industries producing goods that used
to be exported largely on credit that all previous depres-
sions had taken place. The so-called cycle of trade has
been confined to that part of the foreign trade of a
country that is sustained by the export of goods on credit.

In The Theory of Social Economy %rofcssor Cassel quotes
statistics of unemployment between 1872 and 1908.
The years selected are those in which unemployment
had been either at a minimum or at a maximum, and the
industries selected constitute the following groups:

A. Engineering, ship-building and metal industries,

B. Building industry,

C. Wood and furniture industries,

D. Printing and book-binding,

E. Mining, textile, clothing, paper, leather, glass
pottery and tobacco industries.
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Professor Cassel uses the term, conjuncture-movements,
instead of the more prosaic term, trade cycle, and he
refers to the groups of industries by the letters, A, B, C,
etc. For the convenience of the reader the names of the
industries are added in brackets in the following quota-
tions from Professor Cassel’s book :

We see that in the minimum years unemployment is usuall

very small for all the groups. But in the maximum years ¢ 1s
uste clear how much more depressions affect the capital-producing
industries, A and B [engineering, ship-building and metal indus-
tries and building industry] than the others.

During the heavy depression of 1879, for instance, when
unemployment reached 15°3 per cent. in group A [engineering,
ship-building and metal industries] and 8-2 in the building trade,
it was confined in group E [mining, textile, clothing, paper, leather,
glass, pottery, tobacco industries] to 3-3.

It was the same in 1908, when unemployment in groups A
and B [engineering, ship-building and metal industries and
building industry] was 12°5 and 11-6 per cent. respectively, and
only 2:9 in group E [mining, textile, clothing, paper, leather, glass,
pottery and tobacco industries].

These figures are obviously a strong confirmation of the results
to which our previous studies led us—that conjuncture-movements
are of their very nature fluctuations in the production of fixed capital
and have only a secondary influence upon the other branches of
production.

It is part of the nature of these statistics that they bring out
this difference of character of the two principal groups of industries
only in periods of depression, for during high conjunctures un-
employment proper falls practically to zero in all industries, and
the statistics do not show the great rise in the number of employed
workers which the capital-producing industries in particular show
during high conjunctures.—<The Theory of Social Ecomomy,”
Volume 11, P. 549. :

It is the circumstance that a definite part of the pro-
duction of Great Britain has been given on credit to other
countries, year after year, during the past hundred years
that explains the fact that Great Britain has experienced
“cycles” of trade and that a “ depression in trade ”
seriously disturbs the economy of Great Britain :

The effect of the shrinkage of world trade following the war
has been felt with special acuteness in Great Britain not because
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the proportionate reduction of exports has been above the avelx:;%e,
but because production for export plays such an exceptionally
important part in the national economy.—Memorandum of the
British Delegation to the World Economic Conference of May, 1927,
Paragraph 10.

It is not *“ production for export,” but production for
export on credst, that plays ¢ such an exceptionally impor-
“ tant part in the national economy.” The looseness of
the phraseology of the memorandum submitted by the
British delegation to the World Economic Conference is
characteristic of economic literature, especially in the
domain of foreign trade.

The industrial countries of Europe have lost their
trade with Russia since the establishment in that country
of a Union of Socialist Soviet Republics. Much promi-
nence was given to that fact in the summer of 1927. At
the meeting of the World Economic Conference of May,
1927, and the Stockholm session of the International
Chamber of Commerce, which was held in June, 1927,
statistics were quoted to show how the foreign trade of
Russia had declined since the Revolution of 1917, and
attempts were made to persuade the peoples of the capital-
ist countries that their misfortunes were, in large part,
due to the collapse of *“ the buying-power "’ of the masses
of the Russian people under Soviet rule.

Russia is an agricultural country, and its exports to
other countries before the World War of 1914—18 con-
sisted chiefly of foodstuffs and raw materials. The
documentation of the World Economic Conference of
May, 1927, has proved that the production of raw materials
and foodstuffs in the whole world today, in proportion
to the increased population, is far greater than betore the
World War ancF that the foodstuffs and raw materials
that the industrial countries of Europe used to import
from Russia before the World War are now imported
from other countries in the same abundance—indeed, in
greaterabundance—-and, as shownalso by the documenta-
tion of the World Economic Conference, at lower relative
prices. Therefore, so far as the supplies of those products
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that Russia used to export before the World War are
concerned, no difference whatever has been made to the
industrial countries of Europe by the establishment of
Bolshevist rule in Russia.

The countries that now ship to the industrial countries
of Europe the products that were supplied by Russia
before the World War of 1914—18 have to be paid for
those products as much as Russia was paid for before the
WorlcF War, and being, like Russia, agricultural countries,
they take the manufactures of the industrial countries of
Europe with equal readiness. Therefore, the manu-
factures that used to be exported to Russia before the
World War now go to countries like Canada, India and
the Argentine. Canada has taken Russia’s place as an
exporter of wheat.

The disappearance of Russia as a trader, that is, a
country that paid for its imports of manufactures by
exports of agricultural products, has not, therefore,
made the slightest difference to the genuine trade of the
industrial countries of Europe, except that Canadian
wheat is consumed instead of Russian wheat and that
exports to Canada and other countries have taken the
place of the exports to Russia. It cannot be otherwise.

The real grievance of the industrial countries of
Europe against the Bolshevists arises from the fact that the
Bolshevists have eliminated Russia from the list of coun-
tries that used to import goods on credit from the indus-
trial countries of Europe. ~ By the repudiation of the debts
of the Tzarist Government and the seizure of British,
French and other foreign capital invested in Russia, the
Bolshevists have made it impossible for the capitalist
countries to continue annually to present Russia with vast
quantities of goods absolutely for nothing except 1.0.Us.

On Tzarist Russia, the three principal industrial
countries, Great Britain, Germany and France, poured
loans with a generosity that is incredible. Great Britain
lent Russia (apart from £8co millions for the World
War of 1914-18 and £21 millions to municipalities)
£924,769,860 for various purposes, including the con-
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struction of railways and the establishment of factories,
mills and mines (/nvestments Abroad, P. 23). The loans
given to Russia by France amounted to an even larger
sum. They were chiefly for the construction of strategic
railways to the German frontier and the equipment of the
army and the armament factories. The investments of
German capital in Russia were on a smaller scale than
the investments of French or British capital, but were,
nevertheless, considerable.

That the exports from the industrial countries of
Europe to Russia before the World War of 1914-18
consisted largely of goods on credit was brought out in
the paper that Sir (then Mr.) George Paish read before
the Royal Statistical Society on June 15, 1909. He said :

It will be noted that our investments in the loans of conti-
nental countries are tending to decline. This tendency may be
checked if events cause the British market for capital to be again
opened freely to Russian borrowings. That country needs to raise
capital from year to year for the extension’of its railway system.—

« Fournal of the Royal Statistical Society,” Volume LXXII, P. 467.

Some little time after that statement was made the
British market for capital was again * opened freely to
“ Russian borrowings,’ and, as a result, between 1909 and
1914, although the annual exports of Russia remained
almost constant, the annual imports into Russia rose from
900 to very nearly 1,400 million roubles, and it must be
remembered that even the original goo millions of roubles
included large imports on credit. (Russian Currency and
Banking, 1914-24, P. 8.)

he investments of capital of the industrial countries
of Europe in other lands consists, as explained, of the
accumulation of the difference between the total exports
from, and the total imports into, the industrial countries
of Europe in each year over a long period of years. At
the end of 1913, as shown in the second chapter, £11,000
millions of goods had been given on credit by Great
Britain, France, Germany, Holland and Switzerland to
other countries.
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It is the lending of goods that the industrial countries
of Europe desire fully to resume and largely to expand.
It is the absence of opportunities of lending that is
responsible for what is described as the depression in
trade.

That it is to a revival of borrowing that the industrial
countries of Europe look for ‘“a revival in trade” is
admitted in the Final Report of the World Economic
Conference of May, 1927, in which it is stated :

Demand has, however, been restricted by the fact that lack of
capital resulting from diminished savings has prevented economic
development on the same scale as before the war. The iron and
steel industry, which is largely concerned with providing fixed
capital in various forms, is particularly affected by this fact.—
Paragrag)lx 5.

Another difficulty which has played a great part in recent years
has been the shortage of capital. The low level of production that
followed the war left in Europe, at all events, no margin for
saving.

This situation has gradually changed. The recovery of
production in Europe, together with a growing sense of security,
has revived the process of saving and stimulated the international
movement of capital.—Paragraph I10.

There is no more well-established commonplace in the
commercial world than that trade is dependent upon
credit. Most people believe that the credit referred to
i1s the credit required to move goods from one country to
another, because, obviously, an interval must elapse
between the payment made to the producer in one country
and the payment received from the consumer in another.
All'such credit is easily and automatically provided. The
credit that is such a constant subject of discussion and
controversy among bankers, business men and economists
is the credit that is needed to give other countries goods on
loan for long periods.

That is the kind of credit for the expansion of which
the Rt. Hon. Reginald McKenna, Chairman of the
Midland Bank, has so often and so vigorously pleaded
during the past eight years. He has agitated for the
amendment of the currency laws of Great Britain for the
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urpose of increasing the amount of money. The
ypothesis is that if there is more paper money in the
country there would be more money available for sub-
scription to foreign loans, and if there were more loans
given to foreign countries, there would be more exports.

No distinction has hitherto been drawn between goods
exported on credit and goods exported against cash—
against imports of goods. That is why the decline in
the export of goods on credit is confounded with the export
of goods against imports of goods and is described as a
depression in trade.

he term, depression in trade, is completely mislead-
ing. There is no depression in trade if the term, trade,
implies the export of goods and services against the
import of goods and services. Of genuine trade there is
much more in the world today than there was before the
World War of 1914-18. That is the most important fact
to be found in the documentation of the World Economic
Conference of May, 1927. For reasons best known to
the members of the World Economic Conference, that
fact was entirely ignored in the recommendations made
by the conference.

There can be no decline in the selling of the manu-
facturesand services of the industrial countries of Europe
to the rest of the world so long as the peoples of the
industrial countries of Europe continue themselves to
buy the products of the rest of the world on the pre-war
scale or on the present much larger scale. In genuine
trade, that is, the exchange of goods and services against
goods and services, there never can be a * depression.”

What has affected the economy of the industrial
countries of Europe since the autumn of 1920 is a decline
in borrowing. It is a decline in the borrowing of the
manufactures of the industrial countries of Europe, and
not a decline in the buying of the manufactures of the
industrial countries of Europe, that has taken place. The
term, decline in buying-power, is even more misleading
and more inexcusable than the term, depression in trade.

The decline in the borrowing of the manufactures of
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the industrial countries of Europe that has taken place
during the past eight years is not due to a weakening of the
will to borrow in the former borrowers from the industrial
countries of Europe, but from a decline of the power
to lend in the industrial countries of Europe. That is
proved beyond all dispute by the fact that the self-
governing British dominions and the republics of South
America (which borrowed goods on a large scale from
the industrial countries of Europe before the World War
of 1914—18, but borrow little or nothing now from the
industrial countries of Europe) are borrowing goods on
a large scale from the United States of America. In the
United States of America the production of goods for
export on credit is proceeding merrily. What has
declined, in fact, is neither buying-power in the colonial
world, nor selling-power in the industrial countries of
Europe, but lending-power in the industrial countries of
Europe.

That is the Mystery of the Trade Depression in the
Industrial Countries of Europe, and in the rest of this
work that mystery will be completely unravelled. It is
a mystery that goes to the foundations of the capitalist
system. Unless and until the dependence of a country
upon the export of capital for the maintenance of full
production and full employment is entirely unravelled
and completely understood, there can be no solution
whatever of the mighty problems of restricted production
and large-scale unemployment.



CHAPTER V

THE IMPORT OF CAPITAL FROM EUROPE BY THE
COLONIAL WORLD

Inability of the Industrial Countries of Europe to Absord
Colonial Products the Cause

WHEN the imports of a country exceed its exports,
that is to say, when a country imports goods on credit,
either the country that imports goods on credit has
reached the limit of its exporting capacity or the country
in which the loan is raised has reached the limit of its
importing capacity.

f the people of Great Britain would import larger
quantities of wheat, wool and fruit from Australia than
they do now, the additional exports of those products
from Australia would enable the people of Australia to
pay cash for railway material or motor cars that they
now import on credit.

The sale of goods on credit to Australia might as
well arise from the inability of Great Britain and other
industrial countries to import Australian products (in
receipt of payment of exports to Australia) as from the
inabi?ity o}) Australia to ship goods to the value of her
imports of manufactures from Great Britain and other
industrial countries. The mere export of goods from
Great Britain to the colonial world does not create con-
ditions in which the colonial world may export to the
full value of those goods.

The ability of the industrial countries of Europe to
import a special class of goods, namely, foodstuffs and
raw materials, produced in the colonial world, is entirely
dependent upon the capacity of the masses of the peoples
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of the industrial countries of Europe to consume that
class of goods.

There is nothing further removed from the truth than
that Europe is a hungry market for the foodstuffs and
raw materials of the colonial world. Hunger and want
of every kind unquestionably exist among the masses of
the peoples of the industrial countries of Europe, but
the industrial countries of Europe during the past half-
century—to go no further back—have completely
failed to absorb as much of the annual production of the
foodstuffs and raw materials of the colonial world
as the colonial world has been able either to ship or
to produce for shipment to the industrial countries of
Europe.

The borrowings of the colonial world have been forced
upon the colonial world by the failure of the industrial
countries of Europe to import foodstuffs and raw materials
to the full extent of the exports of manufactures and
other goods to the colonial world. If the industrial
countries of Europe would import foodstuffs and raw
materials from the colonial world to the full extent of
the exports of manufactures from the industrial countries
of Europe, the colonial world would not borrow at all
from the industrial countries of Europe.

The colonial world is always unable to dispose of as
much as it produces for export, and it has, as a result,
repeatedly had to face acute crises. Professor Arthur E.
Bowley describes the economic crisis that commenced
in 1873 as follows :

The depression was first felt in countries which produced raw
matersals ; borrowing their capital from manufacturing States,
and finding the process very profitable, so long as capital was
easily obtained, they soon flooded the markets of the old countries
with more produce than was required for consumption or manufacture.

When the supply of capital was checked, and the demand for
raw produce decreased, it was not possible, for instance (even if
there had been an intimate knowledge of the state of English
finance in those remote districts), suddenly to diminish the harvests,
to decrease the quantity of corn already sown, to find new employments
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for the multitude of labourers engaged in agriculture, or pay the
interest on, and working expenses of, railways no longer needed.

The exploitation of these countries, Austria, the States, South
America and Russia, had been carried too far.

It is in this direction that we must look for the general cause of
the depression.—< England’s Foreign Trade in the Nineteenth
Century,” Pp. 82-83.

In the last decade of the nineteenth century, that is,
‘“ the eighteen nineties,” another economic crisis over-
took the world, also as a result of the industrial countries
of Europe being unable to absorb the foodstuffs and
raw materials that the debtor countries (which then
included the United States of America) were able to
produce and export. Sir George Paish thus describes
the economic crisis of the last decade of the nineteenth
century :

The injury to credit resulting from the over-borrowing of the
new countries in the ’eighties was not fully overcome until the
Australian banks were reconstructed, the finances of South Ameri-
can countries readjusted, the United States pledged by their
Congress to “sound currency,” and the finances of a large part of
the railways of America were reorganized. . . .

The effect of this partial breakdown of credit lasted for seven
years, from 1890 to 1897, and was felt by every country.

The price of food fell to a level which reduced the farmers of all
nations to poverty. Cotton, wool and other raw matersal became so
cheap that those who produced them had scarcely emough to live
upon.— The Road to Prosperity,” P. 114.

What Sir George Paish in the above quotation con-
demned (in 1927) as * the over-borrowing of the new
¢ countries in the ’eighties ’ was commended by him in
the paper on Great Britain’s Foreign Investments that
he read before the Royal Statistical Society on June 1§,
1909. The following was what he said in 1909 :

For a period of enterprise similar to that through which we
are now passing, we have to go back to the later eighties, when we
were investing vast sums in the Australasian Colonies, in the
E’r:;tcd States, in Argentina, in India, in Canada and in other

s, ...
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In the seven years from 1884 to 1890 inclusive we placed
abroad over £400,000,000 of capital.—* Fournal of the Royal
Statistical Soctety,” Volume LXXII, P. 474.

The difficulties that the colonial world experienced in
the eighties and the nineties of the nineteenth century
in selling foodstuffs and raw materials in the industrial
countries of Europe actually coincided, strange to say,
with vast exports of goods on credit from Great Britain
and the other industrial countries of Europe. That fact
has been noticed by Dr. Max Sering, the well-known
German agricultural economist.

In these exchange relations there have been two great crises.
The first crisis lasted from 1875 to 1900, the second began in
1920 and is by no means over yet.

The first great agricultural crisis I shall pass over with a few
words. It was a consequence of the greatest colonization of all
times, which after rapidly opening up the western prairies of the
United States was continued after the eighties in Canada, the
La Plata region [the Argentine and Uruguay], and slowly also
in Australia and South and North Africa.

By flooding the markets it caused a heavy fall of grain prices,
but—in contrast with the present-day situation—was accompanied
by a brilliant rise in Middle and ¥ est European and East American
industry.

In sharp contrast with our own days, industry in these areas
was plentifully supplied with raw materials and foodstuffs and
found abundant markets in the new countries, which had to be
provided with all the resources of modern civilization.—Speech to
the Agricultural Commission of the World Economic Conference of
May, 1927.

A still more remarkable fact is that the period of the
heaviest exports of capital from the industrial countries
of Europe in the eighties of the nineteenth century not
only followed a marked failure of the industrial countries
of Europe to absorb the increased agricultural exports
of the colonial world, but that that period coincided with
artificial attempts to keep colonial products out of Europe.
To quote from Dr. Sering’s speech again :

The grain-growing countries of the European continent were
able to protect themselves against the great wave of overseas
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competition by customs duties without lowering the standard of
living of their industrial population.

The crises of the eighties and the nineties of the
nineteenth century would not have arisen if the masses
of the people in the industrial countries of Europe were
absorbing food, wool and cotton, leather and other
colonial products to the full value of the exports of the
industria? countries of Europe. Moreover, while the
conditions described by Sir George Paish and Dr. Max
Sering existed, the masses of the people in the industrial
countries of Europe were altogether inadequately sup-
plied with food, cotton and woollen clothing, shoes and
other commodities.

That the industrial countries of Europe are not
absorbing the exportable surplus of the production of
the colonial world is admitted in the Final Report of the
World Economic Conference of May, 1927:

The documentation of the Conference indicates that, if agri-
cultural prices are low and the agricultural community in many
countries in a state of depression, it is not because there has been
abnormal increase in the production of foodstuffs but because
the demand from certain manufacturing countries in Europe is
inadequate.—Paragraph 6.

The fact that Great Britain and other industrial
countries in Europe have in the excess of their exports
the means to pay for larger imports of foodstuffs from
the countries that export agricultural products was com-
pletely overlooked by the World Economic Conference
of May, 1927. Instead, the conference repeated the
time-worn argument that the consumption of the indus-
trial countries of Europe could expand only when the rest
of the world——especially the colonial world—absorbed
more of the manufactures of the industrial countries of
Europe. The colonial world 1is, as already shown,
absorbing the manufactures of the industrial countries of
Europe to the full extent of the purchasing power of the
colonial world, that is, the exports of goods from the
colonial world to the industrial countries of Europe, and
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is, in addition, absorbing a large quantity of the manu-
factures of the industrial countries of Europe on credit.

In the face of those facts, it is as disingenuous as it is
ridiculous for the industrial countries of Europe to indict
the colonial world on a charge of not importing enough
from the industrial countries of Europe. That charge,
as it has been authoritatively stated, is found, on an
analysis of the facts, to be that the colonial world does
not continue to borrow from Europe on the scale on
which it used to do before the World War of 1914~18.

It has not been alleged—it certainly cannot be proved
——that the colonial world is not importing goods to the full
extent of its means, that is, its own exports. No one
has accused the colonial world of making investments of
capital in Europe or anywhere else. India is the only
agricultural country that has made investments of capital
in other countries—to a small extent, and the invest-
ments of capital which India has made in other countries
are completely overshadowed by her own enormous
indebtedness to Great Britain.

Neither at the World Economic Conference of May,
1927, nor at the meeting of the International Chamber
of Commerce held at Stockholm later in the same year,
nor anywhere in the abundant literature on the subject
of the *‘ depression in trade " has any explanation been
given why the industrial countries of Europe do not
import foodstuffs, raw materials and other goods for
consumption by their own peoples to the full extent of
their exports to the colonial world, especially when it is
acknowledged that the masses of the peoples of the
industrial countries of Europe are in dire need of the
foodstuffs, raw materials and other goods produced by
the colonial world.

Neither economists nor financiers dare challenge the
truth that the colonial world can buy goods and services
from the industrial countries of Europe only to the extent
of the imports of goods and services from the colonial
world into the industrial countries of Europe. So long
as the imports of goods and services into the industrial
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countries of Europe from the colonial world are less than
the exports of goods and services from the industrial
countries of Europe to the colonial world, the first con-
dition of an expansion of genuine trade between the
industrial countries of Europe and the colonial world
must be the elimination of the excess of exports in
the foreign trade of the industrial countries of
Europe.

That truth was not, however, faced at the World
Economic Conference of May, 1927, nor at the meeting
of the International Chamber of Commerce at Stockholm
later in the same year. Nor has that truth been squarely
faced anywhere in the literature on the ‘‘ depression in
““trade.”” The usual cant on the ““ depression in trade ”
was stated in the City Notes columns of The Times
on August 30, 1927, under the impressive sub-heading,
* Conditions of Prosperity.” The Times wrote:

We cannot give other countries purchasing power, for that
is inherent in their own production.

That is the ridiculous fallacy upon which all ideas in
regard to foreign trade are based. The Times has written
nonsense—such nonsense as no intelligent schoolboy
should be guilty of, because even schoolboys ought to
know that a country can pay for its imports only out of
its exports. The expansion of the production of the
colonial world would not add to its capacity to buy the
manufactures of the industrial countries of Europe unless
the industrial countries of Europe absorb an increased
portion of that production. To absorb the surplus of
the production of the colonial world available for export
is exactly what the industrial countries of Europe have
proved themselves chronically unable to do, despite the
possession of the means, as shown by the excess of exports
from the industrial countries of Europe.

Most emphatically, it is the industrial countries of
Europe that give the colonial world the power to purchase
the manufactures of Europe, for that purchasing power
consists of the sale of colonial products in Europe.
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There is no other form of purchasing power that the
colonial world can acquire.

The Balfour Committee, although it has not frankly
and freely admitted that a “revival in trade ” can be
effected only by Great Britain, to begin with, importing
to the full extent of its exports, faced the realities of the
situation sufficiently to recognize that the purchases of
the colonial world must necessarily be limited to the
amount of the sales of colonial products in the industrial
countries of Europe. The committee laid down the
following proposition :

A consideration of cardinal importance is that the capacity 7[
overseas markets to absorb imports of manufactured goods s strictly
limited by the outlets which are available for the exports of their
local produce.—** Survey of Overseas Markets,” P. 12.

During the World War of 1914-18 there was an
unprecedented demand in Europe for colonial produce,
and—as will be shown in a subsequent chapter—the
colonial world responded magnificently to the demand.
It was not the fault of the colonial world that the pro-
duction was wasted by the peoples of Europe upon the
battlefields.

It is reiterated with tiring frequency that Europe can
pay for its imports of foodstuffs and raw materials only
by the export of manufactures. It is necessary to
remember that the colonial world can pay for its imports
of manufactures from Europe only by the export of
its own produce and that, as the balance of trade shows,
the industrial countries of Europe are not playing the
game—the total imports of each of the industrial coun-
tries of Europe are a good deal less than the total exports
of each of the industrial countries of Europe. That is
the basic fact in the economic relations of the industrial
countries of Europe with the rest of the world.

_ The first condition of an increase of exports from the
industrial countries of Europe to the colonial world is
that the industrial countries of Europe should increase

their imports of colonial