PUBLIC AS OF JANUARY 1, 2009

L.t.2 RFD. 18
CONFIDENTIAL

Board of Governors of the Federel Reserve System
Division of Research and Statistics
Internstionel Section

o |

REVIEW OF FQREIGN DEVELOPMENTS -

September 10, 1945

Nationelization of the Bank of Englandseees..
The Swiss Bonking CrisiSeececceocesssossscnns
Nothorlcends Goldeseeesscssansctssssossncsanse
letional Income cnd Privatc Consumption in
Germeny cnd in the United Stateseseeeeeeoss

AU

@)

Ne.tionelization of the Bank of England Beatrice Bulla

Facts in regard to the ponding notionelizution of the Bank
of Englend are sb few at thc presont time thut spoculation has ¢
very wide fiold. Sinco the announcemvnt late in July of tho Lebor
viztory in the election of July 5, therc has becn o swelling tide
of conjecture as to the mothod of netionulizing tho Bank, the changes
to bc introduced in its structure cnd oporutions, and thu conscquencces
of thcse chenges. The Lebor Perty's platform for tho clection in-
cluded nctionalizing the Benk, establishmont of a pcaco-time poliey
of direction of investments to support industrial reoconstruction,
end notionelization of certain hetvy industriecs.

The following officicl stetement of the plans of the new
Govermment for the Bank wes included in tho King's Speech at the
oponing of Purliumont on August 15:

"In ordor to promote employmont :nd national develop-
mont, mechinery will be set up to provide for tho
effective plrnning of investment and e moasuro will
be leid beforo you to bring the Bank of England under
public ovmorship." '

Two semi-officinl steatemonts in radio broadecasts to tho United States
hed preceded this pronouncements Sir Stefford Cripps, President of
tre Board of Treade, hed affirmod the Party's policy of grenting feir
ccmpensation for eny intercsts tekon over by tho Steto, and Professor
Leski had given notico that nutionclization of tho Benk end invest-
ment control would heve first priority. In Parlicmentery debete on
the King's Specch, the Chancellor of tho Exchoquer, Dr. Dalton, made
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o rumbor of official disclosurcs rogerding forthcoming ection. First,
thcro will be "feir componsation" to vrivate stockholders; socond,
Lord Cetto, the Governor of tho Bank, will recmein at his post for =
timo to inaugurato tho now regimec; and third, the Govermmont docs
not contemplate constant interfercnce with the day-to-day vork of

the Benk. He stated thet when the Housc met cgoin in the autumn the
Governmont would introduce ¢ bill to carry out the undertekings in
the King's Spoech. The sossion which bogan fugust 15 roso for recess
on August 2, end will rosssemble October 9. Until tho introduction
of the promised bill, thore will probebly be no more definite in-
formetion on the procedurs of nationulization.

Opinion in theo British press lergely bears out the Chen-
cellor's view thaet "to o lerge oxtent the chango proposed would heve
tho effect of bringing tho law into accord with the faets of the
sizuction as they had developed." Discussion in the press hes
contored on the Benk rathor thin on the "effective plaonning of in-
vestment," which scems to boe teken for granted. The Economist points
ous thet this formulea may mewn much or little and thet judgmont will
huve te eweit publicoation of the bill.

Ono immcdiate effeet of tho clection and the impending
notionalizetion progrem wes & shorp break in the price of Bank of
Englend shares, followed shortly by e rally. The Stock Exchange
Gezette cxprossed the opinion that the thront of nationclization
should support the quotation of Benk of England stock, in view of
possible compensction in Government stock with en cquivalont roturn.
A Pfincncisl commentator suggested thet the Bank might heve grector
influcnce es an adviser to the Govermment cfter it ceamc undor public
coatrol than whon privetely ovmcd. A fow warnings have been given,
such as tho Statist's rominder thut the danger of financo being made
the instrunmcnt of party politics must incroase, and that therc mey
prove to bo incompatibility botwecn o nationelized Benk and on in-
docondent commercizl benking system, unless the Govurnment rclics
exzlusively for its infletionery extra-budgetury fincnce on tho
ceatrel institution.

Although practicelly overy rocent discussion admits thet
tha ascondency of Troasury policy over Bank policy is of long standing
and thet the Benk hes been "as good os nutionclized for meny yeers,"
the chenge thet hes occurred in the inter-wer period can be illustreated
by o few citations. In 1926, Walter Leaf describod the Bank's rolation
to the Govermment as follows:

"The Governor is in constant touch with the Chencellor
of the Exchoquer and is the modium by which the financial
policy of the Govermment is conveyed to the City for
oxecution.”
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The lust independent movo of tho Bank, Dr. Einzig romarks, was to
increcse the Bank rate in Februcry 1929 without consulting tho
Treasury. But in 1931 Sir Ernest H.rvey, Dcputy Governor of the
Bark, in his testimony beforc the Mi.emillen Committee, still cleimed
thet o contral bank

"should be frec from boing roquired to submit to
political prossure und to subordinete sound finance
to tha dictatos of political cxpediency. For that
roason .... wo feel that it should boe froe from
political control."

. spocch made by Mr. Montagu Norman, Governor of tho Bank, at the
Mansion House in 1936 is freoquently cited to mark tho formal sur-
rendor of thc indepondonco of the Bank aftcr the adoption of now
finenciel mechinory following the departure from the gold stondard
in 19%1. The spocch containod the assuranco that the Ministers "will
ot 2ll times find us willing with good will and loyelty te do what
they dircct us as though we were under legal compulsion,”

After thc outburst of debate and discussion following

announcoment of the ponding nctionalizetion, it seems likely that
the bill, when it appeers, will prove to be on wnti-climex.

The Swiss -Banking Crisis Rosa Ernst

It was to be expected that the end of the war in Europe
would create difficult economic problems for neutral countries
attemptirg te readjust their economies to a normel peace-time basis,
Difficultics recently experienced by seoveral of the Swiss commercial
banks roflect one aspcct of tho adjustmont process. Articlos in the
Amorican press in the carly pert of August reforred (with somc cxeg-
goration) to two banks ws having alrowdy "gone under" und to u third
as being on the vorge of bunkruptey. '

The bunks mentioned in the first cutegory earc the Besloer
Hendelsbunk (Banque Commorcicle do B&le) in Buscl, wnd tho Eidge-
n8ssische Bunk A.=G. (Bunque Fédorelce So-A.) in Zdrich--crroncously
mentioncd by the pross ws being locwtod in Chur. The third beunk,
Lk=icngosellscheft Lou wnd Co., Zfirich, issucd « stutemont on August
%2 <o the offcet thut tho institution wes in « liquid position &nd
eble to tuke curo of «ll its commitments. Public confidence wes
steedicd by this announcomont .nd quotetions on the bunk's shuroes
roso from 290 on June 30 to 296 on August 7. A1 throo bunks wre
emong the lcwding finincicl institutions of tho country snd belong
to the group of thc so-cillcd sevon lerge commercicl bunks. The
Basloer Hundelsbenk wes osteblished in 1862 «nd the Eidgen8ssische
Bank in 186, while the foundation of the Aktiongesollscheft Leu
tnd Co. dwtes back to 1755.
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Basl er Handel sbank

On August 1 the Swiss Banking Commission (set up in 1942
by the Federal Govermment and charged with the granting and supor-
vision of moratoria for commercial and savings banks) announced thut
the Basler Hendelsbank had been granted a moratorium. The bank justi-
fied its roequest for such zction by disclosing thet during the last
days of July runs on the benk had developed with &« resulting precipi-
tous decrowse in sight doposits and thut quotutions on the bunk's
shercs hud exporienced an unpreccdented drop on the murket. A more-
torium granted to any bank by the Federal Banking Commission implies
that the institution is illiquid, but not necessarily bankrupt. Under
the terms of the moratorium the Handelsbank will be enabled to put its
firances on as sound a busis &s possible without being under constant
pressure of wi thdrawels, and will gwin time to mekc the necessery
decisions end teko the necessery steps with regeard to « possiblo out-
of-court sottlement of its «ffairs which under certein conditions
might include & morger with ancthor institution. The bunk vill be
put under the supervision and control of « commissioner appeinted by
the Federal Bunking Commission. He will ascertain the position of
the beank, submit his report to the Commission and to the bank and
take measures to keep the institution running. The authority of the
bark to administer its affairs is not jeopardized under the moratorium,
which is originully grunted for onc year but which may be renewed for
encther year end agein for six months if conditions should werrint
such «ction.

To snyone following the quotations of the bank's shares on
the stock exchange the bank's request for a moretorium caused no sur-
prises During the first half of 1945 the quotations remained at cbout
the lowest levels quoted in 1943 (265) end 1944 (263), but betwoen
July 2 end July 25 they dropped rapidly from 275 to 200 francs per
shere. Botween July 26 «nd 30 they fell to 59, thu lowest lcvel
reached, «nd rose sgein to 68 by July 31. Even without this cate-
strophic dccline in shure quotutions it wus ovident thut the complote
collupse of Swiss-Gormen merchandisc «nd finwenciul trimswuctions could
not be without influcnce on «n institution holding considercble foreign,
assets, the growntest part of which wero Germen credits subjecct to limi-
tod trensfer. The present difficultics of the bunk ure porheps not
tlone the outcomc of tho wir just cnded, but wrc «lso the result of
long-term investments mude in Germeny «t tho time of the Duwes end
Young louns, servicc on which was subscquently blockecd by tho Gormon
suzhoritios. Tho bsnk in 1935 hed baen granted & two-yoar moreatorium
made nocossury becuuse it held 65 million Swiss frenes of illiquid
asscts, of which 62 miliion &l onc wore Gorman crcdits. Then the bank
was reorganized in 1937 a sum of 3!, million francs was set aside to
take care of future risks of various kinds, particularly of transfer
risks. This reserve has now proved inadequate. During the lsate
tthirties and especiclly after the outbreak of hostilities the bank
hzd no opportunity to reduce its foreign holdings. At the same time
normel domestic business expension was hempered bocause of wer con-
diions., All through the wwr yeirs, intcrost from German credits ond
cloering cleims was recoived by the bank, thus affording it et loast
& certein income, but the defoat of tho Axis put « sudden stop to the
sorvicing of theso commitmonts. Ever since the roorgonization the
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belence sheet totels have followed & declining trend from a total of
206.6 million in September 1937 to 153%.,5 million at the end of June
195, the bank thus showing the smallest balance sheet total of any
of the soven largc banks. Oge reeson for this retrogression mey bo
thut the bank during recent yoars hus followed a detorminod policy
of rcdoeming its bond issues which in 1937 emountcd to 58 million
frunes, but which wore complotoly amortized by the end of 194L.

Tho lest ennuel report of tho bank (Fobruary 1945) steted
thit it was not possible to give en accurcte eveluation of the insti-
tution's foreign holdings, This may bc bocause legal questions
regarding interpretations of the term "domicile" are involved. It
is expected that the bank will be able to pay its depositors in full,
though the stockholders mey lose thoir investment, Among its reali-
zable assets the bank is reported to hold 20 million francs of good
Swiss debts, a 51 per cent control of w widely-known pharmacoutical
compeny (F. Hoffmann-La Roche end Co.), G5 per cont intorost in o
lcading utility compeany (Soc1otc Suisse d'Indust*1e Elcctriquo Bale),
enl bank buildings vclucd at 10 million frencs. The balance shoct
for Junc 30 is given below.

Eidgen8ssische Bank A.-G.

As early us larch of this year the Board of Directors of
the Bidgen8ssische Bank called the attention of the General Meeting
of Stockholders to the fact that the bank's reserves alonc were not
sufficient to cover its holding of blocked foreign assets (chiefly
Gormen and Italian). Subsequont dovelopments forced the bank to
appoel for outsidc help in wn effort to put its finences in order.
On July 26 it wes announcod thet the Schwoizerische Benkgcscllschaft
(Union Bunk of Switzorland) hed cgrocd to teko over tho busincss of
the Eidgen8ssische end to cffect & morger beotween the two institutions.
The stockholders of the Eidgen8ssische Bank are to receive three shares
of Union Bank stock for ten shares of the old Eidgen8ssische Bank stock.
The share quotations of the latter during the period from lMay 30 to
July %0 had fallen from 360 francs to 226 francs per share. Shares
of the Union Bank wore quoted at 685 on May 30, &t 690 on June 30, and
at 705 on July 30,

Gorman essets hold by the Eidgen8ssische Bank, ostimetod
at 21 miliion Swiss frencs, arc to remain tho exclusive property of
the shereholdors of the BidgonYssische Benk. They have long becn
hcld on deposit with the Gescllscheft flir Hypothekon und Immobilion-
werte, Chur (Socicty for lortgeges «nd Real Estate, Chur), a company
founded for this spocific purposc. The dbalence sheet of the moerged
institutions will show no blocked German assets wheatever, tho Union
Benk heving been oble in the past to write off or cmortize its own
blocked foreign commitments. Through the merger the capital of the
Urion Bank will beo incroascd from hO to 50 million Swiss frencs and
the rescrves from 32 to L0 million frenes. The Union Bunk will no
dcubt coxperience e considertble business expension; it is oxpected
tret its bolence sheot total from now on will exceoed one billion
frones, thus strengthening its position «s the third lurgost of tho
six remeining commerciel benks, surpasscd only by the Societd de
Bonque Suisse end the Crodit Suisse. A balance shoet for the Eid-
gendssische Bonk for June 30, 1945, is given below. Its total smount
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of 381 million frencs is ebout Lé por cont of tho belence sheoet total
for the seme dato for the Union Beank.

The general feeling in Switzerland, as reported in the Swiss
press, appears to be that the Swiss bernking situation has been stabi-
lized by the measures taken. Opinion is divided, however, as to whether
it is more desirable for the future economy of the country to concen-
trefo the commercicl bonking business in a few lerge banks or to aid
the smeller, long-osteblished institutions to eadjust to post-wor con-
ditions. Benking circlos in tho country point out that prossure
excrtod by tho Allies for disclosure of Axis holdings in Swiss benking
institutions and the Potsdem onnouncoment that the Allies would excorcise
cortrol of and tho power of disposition over Gormen-owned external
assots did not contribute to the proscent orisis., Swiss benkers, they
assort, had never countod on compensating losses in Gormany and Itsly
with German and Itelian assets in Switzerland.

Belance Sheets for June 30, 1945
(Thousands of Swiss francs)

‘Basler Bidgendssische
Handel sbank Bank

Assets

Tash, giro, and postal checking belances 12,351 23,1
Coupons 169 828
Sight edvences to banks 2,774 2l,72L
Other edvinces to banks 11,92, 12,083
Bills 1L,20L, 57,139
Short-term loans and advances 7,139 1,198
Current acgounts - unsecured 18,651 36,381
: - secured : 17,200 66,996
Long-term loans and sdvences - unsecured 13,158 1,917
- secured 1,789 27,288
-~ to public corporctions 1,56h 26
Mortzage loans  ====- 872
Securities and porticipations 29,309 119,739
Syadicates 6,889 1,255
Bannk buildings and real estate 10,000 6,601
Otaer assets 3,33% 626
' Total 153,156 381,33,

Lisbilities
Bank deposits - sight 6,36, 16,057
Other bank deposits 868 1,066
Deposits - sight 35,193 171,990
- time 32,390 L3,482
- other 12,422 Ly, 630
Cash certificates 32,572 ;0,252
Checks end short-term credits - 68% 1,613
Bills end acceptances 2,800 2,008
Other ligbilities 1,383 9,2%5
Cepital 20,000 %3%,000
Reserves ~ ' 5,480 17,000
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Netherl &nds G‘Qld J oHoFa

The Wetherlends Benk disclosed nt the beginning of July 1945
thet 1t hod revelued its gold holdings in conformity with the develu-
cetion of tho Notherlends guilder which occurrcd &t thc boginning of
tho cemprign of liboretion in the frll of 194, Before the Gormen
invasion, tho Bank wrluod its gold holdings at tho rato of 2,009
guildors per finc kilogrem, or cbout L per cont bolow the cctual mar-
ket rete. Tho Germon-domincted cdministrotion increasced the valuation
in July 1943 to 2,097 guilders, a price conforming to the official
rate of the guilder in relation to the reichsmark end the dollar.

Now the price of gold hes been raised to 2,970 guilders., On the
besis of this price, the gold parity of the gullder in reletion to
the doller is 37.9 conts poer guilder. This rcte is practicelly
identical wi th the rate of 37.7 cents which mey be derived from the
official guildor-sterling relationship of 10,691 guilders per pound
storling, and is closc to the authorized rodomption prico for guildor
not:cs prosecnted in Now York (37.38 cents).

At the time of the Germen invesion (Mey 1940), the gold
hol.dings of the¢ Benk wore 625 million dollars. Sincc the Gormans
took ovor ©ll of the gold rosorves that had not been removed from the
country, the officiel holdings decreased to 500 million dollecrs ot
the beginning of 193, Most of these were held under earmark with
ths Federal Reserve Bank of New York, In thoe winter of 194.1-1,5,
gbout 102 million dollars of these resarves werc pledged to a group
of New York banks as collaterel for a loan negotiated by the Nether-
lands Govermment. It is also knowm that about 65 million dollars!
worth of gold wes spent by the Govermment-in-Exile for war purposes
in the United States. Now it hes boen disclosed that on odd tional
6% million dollars was used for such purposes in other countries so
that the emount of free gold in the possession of the Bank has been
reduced to 270 million dollars. At the provious valuation, this
emount would have beon shown ¢s 50 million guilders. As the result
of the reveluation, the figurc is now 713 million guilders, leaving
a revaluation "profit" of 209 million guilders. This profit no doubt
has been used to reduce the Govermment debt resulting from the use
of the Bank's gold.

The Bank's gold holdings represented coverage of 20 per
cent for bank notes circuleting at the end of July 1945. There can
be little doubt that the Bank'!s resorves will bo inerocased in the
ncar futurc by convorsion of the New York loan snd release of the
'gold pledged as collateral therefor. Moreover, the Government
expects that the currency exchange started in June 1945, together
with & loan drive and tax program yet to be implemented, will cone
tinue to reduce tho amount of currcency in circuletion. Thus it scoms
likoly thet the finel covorage figure will be woll in oxccss of the
proscnt onc slthough it corteinly will not roach the pro-war pro-
portion of morc than 100 por cent.
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Nationel Income and Private Consumption in Germany
and in the United States Paul Hermberg

During the last decade before the war, changes in national
income in the United States and Germany showed remurkable similerity.
Only in the first end lest yecrs of this period did ¢ sizecble differ-
encs gppecr between the doller cmount of United States nationel incomo
cnd the reichsmerk cmount of Germen nectional incomec. Adjustment of
the income date for prico chinges his o very smrll offect on tho
picturc; in spiteo of tho doveluation of tho dollar in 1933, tho cost
of living in both countrics followed percllcl linos. German national
incomo roceted somewhet more slowly in tho busincss cyclo then that
of thc Unitcd Statos, but only during the crisis of 1933 (which
failed to effect the Germin cconomy, supported «s it was by lurgo
cxpznditures for roermemont) did income dovelopments in the United
States end Gormeny move in opposite dircctions. Table T indicctes
that the Germon notionsl income wos about onc-fourth of tho Americen
in 1929, incroascd to cbout 28 por cent during thoe following poriod,
end jumped to 3l pur cont in 1938. This compearison, howover, rcoquircs
t. conversion of tho reoichsmark veluc of Germen netiondl incomc into
t. doller cmount, & convorsion which cen only bo celculated in cn
crbitrery menner on the basis of tho relative purchasing powors of
the two curroncios.l/n

Table I. Nationel Income in Gcrm;?y end in
the Unitoed Statesk

~ Gormany United Stotes [German
Netionel | Indox |Purchesing|bPurchesing powoer| Netional | Index | income
incomo of powar of national incomo of ‘|jos per
Year (In cost of ”M incomo (In bil-| ecost | cent
billions| of (In U.S. (In billions |lions of] eof |of U.S.
of R’M) |living ccnts)f/ of dollers) |dollers)|living!incomo
1929 72.3 |100.0 28.1 20.3 83,3 1100.0 ely
1930 66.2 96.2 26.5 18.9 68.9 97.5 27
1931 5%.8 88.L 28.2 15.2 5.5 88.7 20
19%2 L2.6 78.3 28.6 12.2 L,0.0 7.7 3]
19321 LL.1 76.6 PT7.8 12.3 L3.3 75 .4 28
1934 50.4 78.6 27.9 1.1 L9.5 78.1 28
1925 56.3 80.0 2g.1 1%.8 55.7 80.1 28
1936| 62.6 80.8 28.1 17.6 6.9 80.9 27
19271 70.3 31.2 22.0 20.3 71.5 83.8 28
1928]  77.L 81.6 28,14 22,0 ély.2 B2.% 3l

L/ The tebles In this criicle are basod on culculeations by the

T suthor for & spocicl roport, "Gormen Netiontl Incomc ond
fetionsl Product Betwoon the Two World “ars.,"

2/ The purchesing power of Rl in conts has beon calculated for

T utch year according to the following formula: purchising
power rite for 1929 x U.S. index of cost of living . Sce

Gormen index of cost of living

eppondod note for further explination.

1/ Sec cppended note.
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Al though at first glance the economic development of the
two countries, despite widely divergent economic policies, appears
surprisingly similar, sach advance into more detailed investigation
shows clearly the particular effect of netional-socialist economic
policy and of resrmament on Germcn notional income. In both countriocs,
the derivation of nationsal income by industries was strongly influcnced
by the business cycle. As usucl, the economic broakdovm affectoed manu-
fecturing industries with perticuler force; in both countrics, thesc
industries contributed their lowest ubsolute smounts and smellost por-
contago shares of the notionel income in 1932 end regeincd their 1929
positions in 1937. Onc typiccl diffoercnco betwoen tho two cconomics
is shovmn in the development of agricultural incomc. While in the
Unitod Stotes agriculture followod the genorcl trend of busincss,
Gormon sgriculture--in consequence of govermmentcl sid--showed
strongor rosistanco to the deopreossion then other industrics. During
the rearmemcnt period, however, Gorman govermentel intorcst conterod
in the menufacturing industries and agriculture slippod back to the
relative position of 1929. Both in the United Statos end in Gormany
the various industrial divisions participeted in the national income
in 1937 in opproximatcly the somc proportions as in 1929. Consoquently,
the percentago derivetion of tho nationel income as shown in thesc years
ney be teken as typicel for ecch country.

Tablo II. Nationsl Income by Industrial Divisions
(Por cont of totsl)

Germany United States

. Mining and |[Otheor ; Mining and |Other ’

Yoor cﬁ%i&; nanu- in- Total c i\.lg;; o me.nu- in=- Toteal
°l facturi ng.../ dustry factur ing}./ dustry

1929 13 50 37 100 8 33 59 100
1930| 1% L6 ! 100 8 30 ée 100
1931 15 L2 L3 100 7 26 67 100
19%2| 16 27 L7 100 6 o2 72 100
1933 16 38 L6 100 7 2 69 100
193, 16 L5 29 100 7 27 €6 100
1935 15 L8 37 100 9 29 62 100
1936 1L 50 %6 100 8 30 62 100
1937 13 51 %6 100 9 32 59 100
1938| 13 51 36 100 8 28 N 100

1/ Includes "contrect construction" and "power cnd gas.”

In neither casec docs this derivetion of national incomo
corrospond to the division of the lebor force by industry. Agri-
culture, in particular, uscd o much larger sharo of the netional
lebor forcoe then is indicated by its perticipation in the netional
ircomu. This discreptney would romwin cvon if tho underestimation
of agricultural income, which is notorious for &ll national income
¢stimatses, wore corrccted. It may be pointod out that thoe contrest
wes much groater in the Unitod Statos than in Germany, in spite of
the fact thet in Germany L.6 million of unpaid female femily workers
wero included in the agricultural lebor force ageinst only 226,000 in
tke United States.
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Toble III. Bxpericnced Lebor Force and Netional Income
by Industricl Divisions
(Por cont of totecl)

. Gormanyl/‘ United Statosg/
Industrial group 1925119%3]1958] 1950 | 1938

BExpericneed lobor forco

Agricul ture 21 | 34| 26 22 18
¥ining and’manufacturingé/ Lhe | 2 | Lo 33 3l
Other industrial groups o7 | %2 | L2 L5 L8

Totel [100 100 (100 100 100

National incomo

Agricul turc . 15 | 16 | 13 8 8
Mining and manufacturingﬁ/ 53 28 51 %0 23
Othor industriel groups 22 | Ly 26 62 ély

Totel {100 [100 [100 100 100

l/ The figuros for the Gormen cxporioncoed labor force
(Erworbsporsoncn) refer to the old Ruich--cxcluding
Secrland, For 1938, figurcs of tho ccnosus of Mey 17,
1939, crc usod.

2/ United Stetes figurcs for 1930 rofor to "gainful

= workers in thc muin industry sroups;" figurcs for
1928 to "exporiencod lebor forcc by industry” in
1940, The figurcs erc not closcly comparcable.

*7/ Mining ond memufecturing include construction, busi-

T noss and ropeoir scrviccs, «nd utilitics.

h/ Mining oand menufucturing include construction end

T povwior wnd gas.

A further distinection nay bc scon in the foact that in
Gormeny the sherc of mining end monufecturing industry in tho
netionel incomec wes roletively higher thon its use of labor, whilc
in the Unitcd Stotcs "other industricl divisions'--cspcecinlly trens-
portation cnd finenco--werc rosponsible for e much groator provortion
of netiondl income than of cmployment.

In Germuny, s in tho United Stetes, the distribution of
the netional incomc botween sulerics cnd weges on the onc hand rnd
income of propriotors rnd capital on thu other showed tho usucl
development in the business cycle. The partieipation of cupital
docrecscd during the depreossion cnd incrccscd during the rccovery.
In the Unitcd Statos, thoe rooction wes sherpor but the subscquent
inereasc in the sheare of cupitcl stopped in 1936, while in the
Third Reich, in spitc of the professed eim of "smeshing intercst
slevery," the share of capitcl rose constontly cfter tho Nazi
scgizurc of powecr.
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Teble IV, Notionsl Income by Distributive Sheres
(Per cont of total)

Germony United States

Yoer Proprietors| Public |Proprictors

Employees cnd cepitel |enterprises Total| Bmployoes| gng capital Total
1929 66 31 3 100 é, 26 100
19%0 67 30 3 100 70 20 100
1971 70 28 2 100 7L 26 100
19%2 69 29 2 100 79 21 100
19%3 67 31 2 100 70 %0 100
193L 66 32 2 100 70 30 100
19%5 65 - 33 2 100 67 33 100
1976 a, N 2 100 66 3l 100
1957 62 36 2 100 68 22 100
1.9%8 62 36 2 100 70 20 100

Comparison of thc share of privete consumption in the gross
novionsl product in Gormeny and in the United States gives cvidonce of
the violont modification affected by nationsl-socielist policy in the
conposition of tho national income. Until 1933, the sharo of private
consumption in &ll goods and scrvices aveileble for domestic usc was
very similar in both countrics. It anounted to 72-7% per cont in 1929
end increased during the doproession to 78-79 per cent in 19325 during
tho rocovery, private consumption ecgain deercascd relatively in both
countrics. In the Unitcd Statcs, howovor, private consumption nover
fell below the sharo of 1929, while in Gormany rcarmament cleimed on
increasing part of the nutionul product end finally limited priveto
consumption to little morc than onc-haif »f all goods and seorvices
evaileoble for domestic usc. It has beon suggested thet Gormen nationel
insome probebly rcached onc-third of the United Stotes nationel incone
in 1938, ©Nevertholess, betwcon 1929 wnd 19%8, the consumption of the
Germen pooplc probebly remcined relwtively unchanged st ebout ono-
foirth of Mmericen consumption. Tho entire additioncl production of
goods cnd sorvices was dovoted to rearmement and other speci.l projects
of the Neotional-Sociclist Govorrment.

Teble V. Goods and Scorviccs Aveileble for Domestic Use

In Gorneny In the United States German

Totell/| Priveto consumption] Totell/|Privi.tc consumption consumption

Teor {In billions of| (Per cont | {In billions of| (Por cent |es % of U.S.

dollers)Z of totel) dollers) of totul) |{consumption
138291 25.3 18.5 73 99.0 70.8 72 26
1950| 24.2 18.1 75 87.4L 6.9 yn 28
1621 19.7 15.7 79 L7 5L.2 76 29
1632| 16.9 13.2 79 55.1 L3.0 78 30
1633| 16.0 12.2 76 5.2 Loy 78 29
1634} 18.1 12.9 71 £3.1 L7.7 76 27
16351 20.73 1%.0 " 70.4 2.2 7h 25
1636) 22.1 12.L 60 82.0 59.1 72 23
1¢37] 25.6 1.7 58 87.2 62.5 72 2l
1928| 27.8 L 52 79.4 58.5 74 25

1, Gross national product less oxport surplus of goods wnd services
~ (including gold «nd silver for privute use).

(Footnote 2 at bottom of following page.)
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Noto on the ceclculetion of Germen-Unitcd Statos rotes on o purchesing-

rowor besis.

Any conversion of the rcichsmark valuc of the Germen
netionel income into a doller cmount will be erbitrery. Tho
officiel exchungo rute would indicete that one roichsmurk wes
oqual to 23.8 Unitod Statcs conts in 1929 and to L0.2 conts in
1928. Tho purellol dovolopment of the cost of living in the two
countrics, howover, indicates thet the luttoer rate wes wholly
crtificiel cnd that the develuation of the dollar in 1933 wes
nevtrelized by subsequent exchange control and govermmentel exchonge
menipuletion on tho pert of Germeny. In fect the roletion betwoeen
the purchesing power of the dollar ond of the roichsmark remeained
nesrly unchanged during tho ontire period from 1929 to 1938. But
this does not moan thet the official exchange rete of 1929 offoers
an oxret messure for converting Germen notionzl incoms figuros into
dollers. The question of how much purchasing power is represonted
by one reoichsmerk inside Gormeny in relation to the purchesing power
roprescnted by one doller inside the United States cen only be enswered
gpproxinately. The snswer deponds on the kinds of gonds for which the
moncy wes spent. In o detailed statisticai study of the problom of
purchasing-power paritics, Colin Clarkl/ calculated thet on tho basis
of tho officiel oxchinge retc of 1 RM = 23.8 cents in 1929, o basket
of goods representing tho commodity wnd sorvicc composition of Gorman
notionnl income would have sold on pmericen markets et e price 17.9
por cont higher then in Germeny. The corrosponding purchasing-power
reto, sccording to this caloulation, would heve boen 1 R = 28.1 ccnts.
A bosket of goods representing the composition of Mmericen netionel
insomc cnd s-1d on Gormen merkets would huve sold for 5.7 per cont
less then in the Unitod States. The eorrosponding purchasing-power
retc would heve been 1 RM = 25.2 conts. Assuning the differonce
betwoon the two purchesing-power rates to be real end not to have
origineted from geps and errors in the materiel used by Clerk, the
logicel mothod of utilizing his findings would eppoer to be as follows:
t5 compere the Unitod States nationcl incoms of 1929 with the Gerna
notionel ineome of tho seme your from an Americen point of viow, onc
should convert the roichsmark cmount of the Germen nctionel income
into dollers ot the purchesing-power rute of 1 RM = 28.1 conts; to
make ¢ similur comperison from e Germen point of view, onu should
convert the doller erunt of the fmericun nationgl income into reichs-
merk ot the purchasing-powoer rete 1 RM = 25.2 conts. There is no
logicel roason to meke the comperison (as Colin Cleark doss) from
some middle point of vicw using ¢ purchesing-power rate cquul to the
goonctrical meen botwoeon 28.1 conts wnd 25.2 conts.

It is portinont to note thet tho official pre-war ocxchange
rete of 1 R = L0.2 conts was gonerelly repleccd in Gorman foroign
trade trensactions by mwnipuluted spoeicl rates ebout 30 per cont
lzwor. Consequently, the coffcctive exchonge rete of approxinately
26.1 cents in 1938 wes protty close to the purchasing-power rato as
celeuleted cbove for thet yeer of 28.L cents.

T/ "Tnternationaler Vergleich der Volkseinkommen,' Weltwirtschaftliches
= Archiv, Volume L7, 1938, p. 51, and repeated in other publications.

Tootnote to table on preceding page.

2/ Dollars of purchasing power equal to that of a dollar in the Uni ted

~ States: see appended note and Table I.






