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ECONOMIES OF EUROPE PRiOR T0 AND DURING WORID WAR II
18 March 1953

 COLONEL WATERMAN: This morning we have the first of a series of
two lectures designed to give you a general understanding of what the
economies of western Burope are likee It is necessary, before you can
understand what goes on today in the Buropesn economlies, to get some
background of the past economic history of Europe as a context into which
you can place what you will find out about current eventse We have asked
our speaker this morning, Dre Richard Ruggles, of Yale, to talk to us on
the subject of the European economies prior to and during World Wax IT.
This will establish . a setting, and we will have a further lecture on
onrrent trends tomoxrowe :

Dr. Ruggles is particularly well prepared by experience to talk .
about this subjecte He has had a good deal of close contact with Europe
in the Office of Strategic Services, in the Strategic Bombing Survey,
and then with the Economic Cooperation Administration (ECA) after the ware
This is his first appearance at the Industrial College and we are very
_happy to welcome hime ’ . :

DRe RUGGLES:t The title of this discussion is "Economies of Europe
Prior to and During World War IIe" That is a rather broad subject and
of necessity requires some sort of summary treatment, in order to giwve
perspective to the major economic developments in Europee :

‘In view of the general interests of this audience, I have felt that
it might be useful to discuss four things: first, the general economic
recovery of the European countries from World War I3 second, the French
and German economic recovery from the great depression of the thirties;
third, the prewar armament and World War II effort of Germanys and, finally,
the initial post=World War II European economic recoverys

! T tadke up these points because all of them have considerable implica=-
tions for the immate flexibility of economic systems and for economlic war
potential, They show the potentialities of economic systems in periods
of stress and their operation in changing world conditionse R

World War I did considerable destructive damage when viewed by the
‘standards of the past. When viewed by todayt's standards, however, that
destruction was not very great at alle In France, for example, there
were about 250,000 houses destroyeds this is in contrast to sbout 750,000
or 800,000 in World War II in France alones Of course, even greater
destruction took place in Germany in World War II and there was no such
destruction in Germany in World War I,
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Tmmediately after World War I the main problem of Europe was pro=-
vision of foods In tonmnage, the relief in Eurcpe at that time took the
form almost entirely of shipments of wheat and other food productse
Viewed in the perspective of the twenties, the magnitude of European
relisf then was considerables Over a fivee~year period after the war it
amounted to le5 billion dollarse In contrast, however, the European
aid thus far after World War IT would be nearer 30 or 4O billion dollarse
There was some difference in the price levels of the two periods, but,
even if the figures were price=adjusted, a great difference in the amount
of aid given would remain, ‘ :

" Recovery from physical damage in World War I was rapid by any
standards., Economic recovery, however, took a considerably different
patterns - There was a postwar boom right after the war. This boom was
fostered by the fact that there were great shortages of raw materialse
The Furopean economies during World War I had shifted to war=enforced
trade patterns and the restoratlion of world trade required major adjuste
mentse Civilian factories attempted to get back into production, and
scrambled for raw materialss Monetary credit was easy to obtain, and as
a result an inflated market for scarce goods was created. o

" This boom was followed very quickly by a slump, and for two reasonse
Flrst, when the factories did get back in production meny of the shortages
disappeareds Second, credit became mich tighter and it was no longer as
easy to obtein funds for importss This slump was fairly shortelived, but
in many areas recovery was not complete, because of the trade problem
created by the splitiing up of what previously had been integral countriess
The Austro-Hungarian Empire had had no internsl trade barriers prior to
World War I. Now, with fairly intense nationalism, trade barriers sprang
up all over Europe; and a situation arose which would be comparable to
what would happen in the United States if there were trade barriers
between the various states of the United Statess ‘

o Aside from these difficulties in restoring postwar trade; the major
maladjustment in Europe prior to 1925 was the German inflatione It might

be very useful at this juncture to give some consideration to how this

inflation got started, how it developed, and what actually stopped ite

This inflation took place because the German political situation was
essentially unstables - The government was not capable of setting up a tax
policy which would support the country finemcially, but instead found it
easier to print moneye. Inflation had powerful supporters inside Cermanye
In the first places the inflationary process got rid of the unemployment
that had existeds The industrial and mercantile classes also benefited
considerably by the higher level of activity and profits, The real
stimlus to the inflation came, however, when the French demanded reparas=
tions and sent their troops into the Ruhr, The Germans in the Ruhr per=
formed a sit-down strike and Germany decided to support ‘these people by
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creating additional moneye This was what capped the climaxe Prices,
which had gone up about 300 percent until then, really started to rise,
until finally they went up on the order of 100 billion timess

The inflation had very interesting internal repercussionss Prices
in different parts of the economy moved at quite different ratess It :
very often was cheaper to take a long train ride from one city t0 another .
than to take a streetcar ride within a cityes This inflation had the
effect of wiping out all debt in Germany and a very high level of capital
formation was fostereds EBEverybody tried to get rid of money and in gete
ting rid of the money tried to get extra assetss Therefore the construc=
tion and investment goods industries had a booms Wages also had a boome
Prices of all goods rose and a wage~price spiral developede

The system blew ups but, surprisingly enough, it was possible for
the government to rescue the situation by issuing the Rentenmarke Under
the new system so many billion of the previous marks could be exchanged
for one Rentenmarke The Rentenmark was supported by laws preventing the
government from printing additional moneye. Apparently the people believed
that the new laws would be effective and therefore the economy would get -
back to normale I '

In 1925 the alignment of European countries was considerably different
from what it had been pre-World War I. Italy rose in industrial potential
considerably, along with Holland and Norwaye. The countries that did not
rise were the United Kingdom, Hungary, Germany, and to a lesser extent
~ Belgiume All of these were either at or below their 1918 levels in 1925,
But Europe by 1925 as a whole was sbout 20 percent sbove its prewer level,
and the period 1925 to 1929 was the period of Buropean prosperity, shortm
lived though it wase

Now, it might be asked, why did it takeb so long for recovery to take
place from World War I when there was no great physical damage? I think
there are three reasons why this recovery took some seven yearse

First of all is agriculturee While the land was not particularly
impaired, it had been tzken out of uses There were problems in getting
fertilizers Agricultural production did not recover even by 1925; and
agriculture was fairly important in the European economy. Second, the
slump of 1921 retarded recoverys, Had the economy been able to keep at a
high level of activity, probably the recovery would have come much earliers
Finally, the necessary trade adjustments and the new trade barriers had a
considerable dampening effecte ‘

There is not mich point in covering the period from 1925 to 1929
It was what everybody thinks economic prosperity should bees Things went
along rather smoothly, inducing the ideas of limitless expansion of pro=
duction and neverwending prosperitye. But this dream was fairly rudely
interrupted by the grest worldwide depression of the thirtiese
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Not all western Enropean countries suffered to the same extent =
from the depressione Belgium, Italy, and Germany were the hardest l:li‘bo
Their decline in output was as great percentagewise as the decline in
output in the United Statese Englandy the Netherlands, Norway, and
Sweden did not suffer as muche France was hit to some extents Produce
tion in Germsny declined some L0 percent in this periods In the interest
of clarity and perspective, rather than attempt a discussion of all the
countries, it will be best to teke up just two=-France and Germamye

. The French depression was different from most, in that the decline
continued until about 1936 There were two major reasons for thise One
was the refusal of the French to devalue the franc in spite of the devalua=
tion of other currencies elsewhsre in the worlde The other reason w&s the
Blum experiment, which failed miserably in its attempt to restore prosperity.

In 1931 the English devalued the pound and this seriocusly affected the
French balance of paymentse With the prices of English goods being cheaper,
‘these goods naturally competed more successfully with French goodsy and as
& result a considerable portlon of the foreign market was taken awsy from
Frances With a decline in the quantity of French goods exported, there was
naturally a decline in output and employment in Frencee This accented the
spiral dovmwards The situation was further worsened by the United States
devalnation in 1933, The Laval government was repudiated by the French
because of the depression, and the Blum experiment sterteds According to
the economic theory prevailing st the time, one which we here in the United
States also seem implicitly to have followed, one of the ways to get out
of the depression was to raise prices and raise wages; it was believed that
the depression was caused by prices and weges sinking too lows :

The thesls that there should be a rise in wages to correct the past
cumulative decline was especially eccepteble politically in Francey, since
the French people were protesting low wage rates by widespread sitedowm
strikess The Blum government granted a 12 percent rise in Wwage rates, :
and this wage rise, along with other legislation such as cutting the hours
of work from L8 to L0 with the same pay, meant that wage costs rose some
60 percente Furthermore, the farmer was not neglected; the prices of farm
products were raisede This increase in food and raw material prices
caused a further rise in the prices of French products, and this further
worsened the import=cxport balsnces With this further decline of exports,
there was more unemployment and more cutbacks in productione In the face
of this situation, in September 1936 the French finally devalued the france
As a result of the devaluation, exports increased and, accordingly, pro=
duection and employment rose somewhate

There might have been a happy ending to this; but, unfortunately,
although the French msnaged to get rid of overt unemployment by sending
the apparent surplus labor back to the farms, the French econonmy did not
get back to the 1929 level of outpute France never did fully recover in
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i r perio Tt has been estimated by the Monnet plan staff
&%ﬁiﬁwﬁaﬁeﬁ %.he beginning of the war French industry had one=third
excess capacitys Although statistically direct measurement is difficult,
the stendard of living of the French people probably had suffered a :
considerable declines

The German situation is considerably differente When the Nazis
came into power, recovery had just begun under the Bruening governmente
Hitler did not really have a New Deal, as has commonly been supposed in
mich of the writing on this subjecte He continued the general policy
of the Bruening government, with some slight differences in emphasise

The Hitler government, like France in the early period, did not .
devalues Devaluation was resisted because it was felt that devaluation
was synomymous with inflation; the memory of the German inflatlon of the
decade earlier was too fresh in German mindse Hitler did have a policy
of government expenditure, bub, again, both he and his finencial advisers
were afraid that if such a policy of government expenditure were pursued
forcefully it would necessarily lead to inflatione Therefore two safee.
guards to prevent inflation were set ups First, a system of price and
wage controls was instituted, so that the government expenditure would
have the effect of increasing employment and output and not merely result
in a wages and price rises This policy was the opposite of the Blum
experiment, Second, a policy of fairly high taxes was instituteds In
fact in 1933 and 193} there was practically no deficit in the government
budgete Thus the initial approach to economic recovery was not that of
‘deficit spendinge These facts were not generally appreciated by econ=
omists writing before World War ITe It had generally been thought that
 the Germans deficit-spent their way out of the depressiom and that theirs
was the first economy to have economic recovery via deficit spendings

Recovery in Germany did come by 1935, a recovery that reached a level
equal in productive capacity and the use of productive capacity to that
of 1929, But even after this recovery came, large government expenditure
continued, And, it was in 1935, 1936, and 1937 that the first fairly
large deficits appeareds Surprisingly enough, the deficits of these years
did not cause significant price inflation in spite of apparent full recoverye
‘Instead, there was a steady rise in output in Germany during this periods

The recovery in Germany can to some extent be attributed to its
internal measures to stinmulate consumptione One of these measures ‘was
the granting of marriage loans by the governmente Its object was to take
women out of the labor market and thus relieve some unemployment and to
stimlate consumption generallye By keepimg women in the home, however,
Germany later built up for its people a cohsiderable problem of labor
mobilization, one which they never fully solved during the ware
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From 1935 to the beginning of the war, increases in government
expenditure and other things had the effect of increasing the output -
30 percent over the 1935 levels In 1938 govermment expenditure on goods |
.and services was taking almost oneethird of the output of the economy. ‘
In real terms the amount of government expenditure had tripled over what
it was in 1928, The policy of government expenditure and the improved
economic conditions did create some problemse The increased level of
expenditures on goods and services meant that the demand for imported
goods far exceeded the possibility of supplye Rather than devalue, :
Germany perferred to institute import controls; rationing the imports -
among those who wanted theme ‘ ~ ‘ _

: Schacht, the German Finance Minlster, had always lnsisted on sound
financings It was he that blocked maréy of Hitlerts plans for armament
expenditures, It is true that in 1935, 1936, and 1937 Germany did spend
considerably more on resrmament than it had before, But it is important
to note that the armament was not a case of guns or buttere It was a
case of guns and buttere. By 1938 consumption and investment and govern=
ment nonmilitary expenditure all had increased substantially over their
1928 level, ‘ ‘ . -

About helf of the German Government expenditures were for armament,
but it is very easy to overstate the level of German military prepared=
nesse Hitler had conceived of the war as an essentially short war in any
case and he prepared accordinglys At the outbreak of the war, Germeny
had about 1,000 bombers, 1,000 fighters, 35 infantry divisions, and L .
motorized divisionse None of these were fully equipped nor fully manneds

- One of the most illuminating pleces of historical evidence illustrating
the essential unpreparedness of Germany was the now well-known 1939 plot
against Hitler by high military and civilian officlalss Those involved
in this plot were not merely a group of disgruntled individuals who were
dissatisfied with the internal policles of Hitlers General Beck, Chief -
of Staffy General von Witzleben, Commsnder of the Third Army; General '
Thomas, Production Chief of the High Commandj the former Economics Minister
Schacht; and the former Lord Mayor of leipaig, Goerderler, were all in the
plote They had all been told by Hitler that Germeny would invade Czechoslow
vakia if England were unwilling to compromise, It was the belief of this
group that Englend would not be willing to compromise and that Germany was
not sufficiently prepared to risk war against a coalition of European
powerses Fearing a complete defeat and another Versailles, they therefore
plotted to capture Hitler and take the government from the Nazis by a
military coup. The conspirators had Theodore Kordt, the German charge
dtaffairs in London, tell Lord Halifax the deteils of the plot and ask
the British not to give in to Hitlere ' As the plotters had agreed, General
Beck resigned in September when Hitler informed him of final plens, Before
the plot against Hitler could reach its final culmination, however, it
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beceme known that Chamberlain would meet with Hitler in Godesberg on

13 September 1939 in an effort to reach a compromise solutions It was
evident, therefore, that Hitler was successful in his maneuver; the plot
collapsed, and Von Haldor, who had also been in the plot, accepted/Beck'sv
vacated poste v .

The concern of the generals about the state of German preparedness

was not without considerable basise Germanyts military build-up prior
0 1940 was not extensive in any absolute sense, and by the year 1940 the
United Kingdom. alone was producing about as much as Germanys In aircraft
the Germans were producing 9,500, as against 9,900 for the Britishe In
tanks they were producing very little more~-=1,600 as against 1,400, In
1941 and 1942 the British alone had actual superiority in production of
most military items over the Germanse In 1941, as a matter of fact,
German production of ammunition and artillery was actually cut back in
anticipation of an early victory against the Russliansi they even built a
- stadium in Nuremburg to celebrate this victory, and some demobilization
of the German Army began in that years

: ‘But the disasters on the Russian front proved to be a terrific
stimlus to production. A new, heavier tank was planned in Jamuary 1943,
Yet, considering the 1943 figure, in that year Germany mamfactured 12,000
tanks, as against 68,000 that the Allies produceds - ,

Thus, although it appeared that Germany reached full production in
1935 and then went on to greater production by 1938 and 1939, a look at
the military production figures shows that Germany had not really mobilized
before the ware The armament index rose from 100 in 1942 (when it was
already considerably above the 1939-1940 level) to about LOO in September
194li; there was thus a contimal rise in military production throughout
this periods

The bombing raids destroyed a great deal of German production poten=
tialy but they also had the effect of stimulating the German efforte Very
often this factor is neglected when the effect of bombing on an enemy is
analyzeds But in the case of the German bombing of England it is well
recognized that the British experienced a considerable increase in determi-
nation to produces The German air raids on London and other parts of
England greatly stimulated British activitys Our bombing of Germany had
a similar effects , o ,

The alrcraft industry is a fairly good example of this stimlatione
Once the Germans reallized that the aircraft industry was a target system,
it was taken over and rationalized by Speer and its efficiency was increaseds
Shortly after it was taken over, production increased over 33 percent, and
the increases in production continued until 19L4);, even though the aireraft
industry was a target system and was hit time and time again by the Alliess
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The German use of the resources of occupled countries in its
mobilization was mainly limited to labor supplys. About 20 percent of
the labor force in Germany was made up of foreign workers--7 million
out of a total of 35 millione Aside from the use of this labor supply,
'Germany did not get much in the way of military production out of these
countriess It may have gotten some food supply and a few other things;
but, generslly speaking, these countries did not provide an arsenale The N
collapse of the German economy came toward the end of 194l and the begine
ning of 1945, as Germany began to lose parts of its own territorye =

The postwar period was quite different from that following World
War I, In World War ITI physical destruction was mich more extensives
The repair of this destruction has not been accomplished even today; and
it is not possible to make any estimate of when recovery in this sense
will be achievede The pattern of recovery from the point of view of the
volume of current production, however, is not so gloomy as thise In fact
production has bounced back mich faster than it did in the posteWorld \
War I periods By 1947 most countries had recovered to the level of their
prewar production. This recovery, however, did not have the same sig=
nificance in all casess France, for example, returned to a prewar level
that was still somewhat below the 1929 levels In other countries, such
as England, Sweden, and even Demmark, production recovery came even earlier
than 1947. Germany did not recover so fast as most other European countries;
in 1950 Germany was still 5 percent below its 1938 levele

, The European trade problem after World War II was quite simllar to the
trade problem after the First World Ware Both food and raw materials were
neededs This time, however, it was recognized that relief in food alomne
was not sufficient to get an economy back on an even keel; and raw-materials
were also supplieds ' :

There are other contrasts with World War I, The existence of the OEEC
and the internal policies of the individual countries overcame to a certain
extent the trade barriers that had come into existence after World War I.

~ The internal economic policies worked two ways, however, Some coune
tries were umwilling to allow the world economy to have an impact on their
own domestic economies and attempted to insulate themselves against either
the inflationary or deflationary pressure that their balance of payments
problems would causes This, while it perhaps prevented inflation or
maintained employment within the country, also prevented trade adjustmente
Some countries, such as France, Belgium, Italy, and Germany, had both
unemployment and inflations At certain times in the postwar period there
had been softness in all of these economies and at other times there has
been a fear of runaway inflation, This situation was partly caused by
excess liguidity. This whole problem of postwar trade and financial adjuste
ment is beyond the scope of this lecture, however, Other lectures after
this one will be dedicated to a thorough examination of these problems,
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Tt will be useful, however, to look at the record as of 1950 and
see ;just' what has happeneds In percapita terms, the BEuropean countries
enjoyed increases in output ranging from some 25 percent for Norway to
10 or 11 percent for France, the Netherlands, and Denmarke Thus by '195(.)
there had been a real, substantial increase in total outpute A1l of this
did not go into consumption, howsver, because there were two other major
categories of competing demsnds on the outputs government and investment
expendituress In the postwar period investment expenditures went up to
a level much higher than they had been in any previous period, because of
the stimlative efforts of the governments in this directione Most of
these countries realized that in order to obtain greater production in the
future they would have to invest more in the present, and government
programs were designed to stimlate thise The general level of investment
expenditure was somewhere between 12 and 15 percent of the total output, as
contrasted in some countries with as low as lj or 5 percent before World -
War IT. In all of the countries, however, a per capita increase in total
consumption did occurs ’

In concluding this lecture, I should like to make a few observations
on the implications of this economic history in the interwar periode It
is obvious that the concept of full employment in an economic system is
not too meaningfule The experience in Germany, and the experience in the
United States, during World War IT illustrate the unrealized production
potential of economies which are apparently near full employmente Instead
of shifting from consumers? goods to armaments, both consumption and milie-
tary production increased by leaps and bounds during the ware In Japan,
also, mch the same sort of thing happeneds Effective demand, or demands
on the economy in general, succeeded in bringing forth considerably more
in output than even the most optimistic ever dreamed possiblee

This has importance for two reasonse If in a period of war we plan
. to attack the economy of an enemy, such flexibility and hidden production
_potential must be considered, Bottlenecks may not really be bottlenecks,
It is very easy for a country to adapt itself one way or another to a ’
specific crisise It is not necessarily true that resources required from
some critical use need be drawn from somewhere elses Resources may be
drawn from the normal fat that exists in an economy and this fat may never
be suspected until the need arises, :

On the other hand there seems to-be no definite assurance that under
normal circumstances economies will use their resources to the fulleste
Over the period from 1918 to 1950 there were numerous instances of econ=
omies at less than full utilization of their capacity; this situation seems
in fact to be almost the usual rather than the exceptional circumstances

COIONEL WATERMAN: Dre Ruggles is ready for your questionse

QUESTION: I would like to refer to your statement ebout the 1947
figures, that western Europe had achieved, not complete but almost complete,

9 .
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recoverye Most Americans, I believe, feel that we have been aiding
Europe in a recovery program, whereas it seems that they have misinter=

preted it and it should be called an expansion programs Would you com=
ment on that, please? : v

DR, RUGGLES: Tt depends on what you take as the standard of recoverye
I perhaps unfortunstely took as my standard of recovery the prewar levels
As I indicated, however, for France this was not recovery in the sense
of full employment or full cspacity utilization. France in both 1938 and
1947 was still below the 1929 levels It is also true that given normel
technological advance one would expect a countryts output to be considerably
above the 1929 level by 1947, end if there is an actual faillure to achieve
such normal progress, it can be said that & country has not "recoverede"
When we say "recovery" in European aid terms, we mean arrivel at a normal
functioning of the economys and the normal functioning of an economy should,
in almost all instances, be considerably above the prewar level, Besides
the expected increase in output and productivity over timey it is also
desirable to avoid the tensions that come with unemployment and inflationary
pressures and other maladjustmentse The European Recovery Program is thus
more an adjustment concept than it is merely an attempt to obtain a given
level of real ocutpute ‘ '

. QUESTIONs We have heard sbout cycles and their effect on a lot of
thingse I wonder if this is the case with bombinge I wonder whether the
psychologists and the economists have gotten together and worked out any
means of determining how far you can go in bombing before you stir people
up to where they produce more than if they hedn't been bombeds

'DR. RUGGLES: . That is a very good questions I certainly dontt have
any answer to ite I am interested in it, and I am sure that lots of you
here would be more capable of answering it than I ame

I was just ralsing the point that there have been some instances in
which there certainly was an increases Also since economies are hard to
damage by a small amount of bombing, in the initial phases a small amount
of bombing might actually increase instead of decrease cutpute

QUESTION: I realize, sir, that you said you were not going to answer
that question, but I would like to ask maybe a very simple thing with
regard to ite That is, we hear this statement that after the bombing,
_production increaseds Isn't there also the implication that, had there
been no bombing, production would not have been even greater, by people
more or less getting together to do something? ;

DRe RUGGLES: Not necessarilye There is the factor of bureaucracy
in mobilizatione In a bureaucracy it is sometimes very difficult to get
things donee But when there is an emergency and red tape can be cut,
programs can be established that wouldn't have a chance of getting estabe .
lished otherwise, T think this was probably true of the German aircraft
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industrye If it had not been realized in Germany that there was an
emergency in this area, the rationalization that took place would

certainly not have come as early as it dide Nor would there have been

the establishment of additional assembly plants, on the theory that a

large proportion of them were going to be bombed oute The aircraft - ,
industry actually advanced its schedule a great deal because it was con= -
sidered that there would be some wastage; and in doing that the aircraft
industry was able to edge them up more than it could have done otherwise.

QUESTION: There must be the other end to this thinge If we hadn't
touched them at all, maybe they would have stopped doing anythinge

DR, RUGGLES: That is a very interesting oney because actually I
think the Germans did react quite a bit that waye I think the situation
in 1940 and 1941, when they actually started to cut back output, is a
striking example of thate Tt was the Russians who provided the first
great stimulus, and that acted just like the bombing dide . When they lost
in one engagement L5 divisions of tanks, they realized they would have '
to do something about ite The T=3lts were knocking them srcunds The
Germans therefore created a heavier tanke Everything is done according
to stimlus in these situationss So you have to consider the stimlus
and what would have happened if you hadntt had that stimluse But this
isntt a suggestion that the Russians should have given up at that time so
that the Germans wouldntt have produced any more and so could have been
defeated more easily by the Alliese

'QUESTION: Dr. Ruggles, would you comment on the ﬁmctioning, of this
so-called blocked mark in Germany? .

DRe RUGGLES: The whole German foreign exchange problem in the thirties
was quite complexs The use of the blocked mark was essentially a form of
discriminations The whole idea of the blocked mark was that on certain
groups of transactions individuale receiving German marks in pazyment for
goods and services could not convert these marks to other currenciese Thus
if a certain country sold grain to Germany, it might receive in payment
blocked German marks which were essentially inconvertible and could be
spent only on German goodse - Within Germany the blocked mark thus provided
markets for some goods, and in some cases it provided a source of imports,
as long as those people selling goods to Germeny didntt want to take their
money out of Germany. This meant essentially that Germany did not have :
to pay for certain imports either in gold or other currency. As long as
those selling goods to Germany were forced to hold blocked marks or else
buy goods from Germany, the exchange position of Germany was improveds

In addition to the blocked mark, the Germans also used different
exchange rates for different groupse Tourists had one ratej commercisl
groups in their own countries got another rate. Thus the Germans tried
to tap each market for what-it was worthe
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The whole dilemma of Germany at this time was its terrific internal
demand for importse Germany had not develuede Therefore the prices of
German exporu goods were higher relative to goods from the countries }
that devalueds Foreign goods were cheap in terms of marks for the Germans,
and their main problem was obtaining enough foreign exchange to buy as
many imports as they wanteds They solved this import problem by ration=
ing foreign exchange internally and using tricks of the trade to multiply
their foreign exchangee '

QUESTION: Do you mean that the objective was to get these imports
by moving into markets, for instance, in Central and South America?

DRe RUGGLES: I think there were two major influences in this .
instancee Moving into the South American markets was the natural business=
mants tendency to expand capacity, to increase employment, get more profit,
and so one Of course, German businessmen during this whole period were
trying to foster the growth of businesss So they naturally would try to
. gtimlate this sort of tradee

The real German trade problems were (1) getting sufficient foreign
currencies for imports and (2) stimlating the internal economye To the
extent that selling German goods to any foreign country accomplished both
of these ends, the interest of the German economy and the German businesse .
men were colncldente It was essentially these two major influences, I
believe, that affected the situation, rather than any general political
considerationse I dont!t think trade with Central and South Americe had
any particular political significances ‘

QUESTION: Would you care to relate the effect of the trade barriers
during the post=World War I period to the development in the thirties of
the rise of nationalism and its subsequent result in World War II?

DRe. RUGGLES: Most European trade even todasy is internal trade within
Europes I believe that something in the range of 25 to 35 percent of the
Buropean countriest gross national products is in imports or exportse. Of
this, some 25 percent is traded among countries within Europes Now, the
rise of trade barriers, I think, was as mich & result of nationalism as
nationalism was the result of ite The two factors reinforced each other
considerablys but in any case the end result was that each country wanted
to control its own trades '

As you remember, this situation was made worse in the post-World War
I period by the conflict among the countries over rolling stocke They
didn't dare send trains across the border, because they were afraid the
receiving country wouldntt send back the rolling stocke As a result, all
trains had to unload and reload at border points. This naturally made ‘
trade deteriorate even furthers
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But I am not at all sure that trade barriers contimued to foster
nationalism in the thirtiese In the thirties the depression took marked
precedence over the trade barrierss All countries at that time were
trying to increase their exports and decrease their imports in order to
stimlate their internal economiese In that period the objective was to
refuse everybody elsets goods and try to get yours solde Now, when every
country does that, obviously it will cause difficultye Of course inters— .
natienal trade suffered a great deal. The role of the depression was so -
very important in influencing trade policy in the thirties that I do not
not feel that nationalism as such was a dominant influencees

QUESTION: Do you believe that because of the fact that you had this
clamor insofar as imports were concerned and the fact that everybody was
trying to sell his own goods and not buy the other fellowt!s served to
cause internal conflicts that made them more responsive to things such
as the rise of Hitlerism or the rise of Mussolini and so on? Which in
turn created these conditions that led to World War II? o

DRe RUGGLES: Yes, I think they dide They focused everybodyt!s
attention on the internal rather than the external, becsuse trade was
shrinkinge The paramount issue was not trade but employment, the level
of employment within the countriess Naturally the attempt to sell and
not buy had a further effect on international trade, because you cantt
have a lot of people trying to sell things and nobody buyinge

 QUESTION: It appears that we might draw the conclusion that full
employment is possible under present economic systems under the stimalus
of either inflation or ware Is there a third stimmlus floating around

that can bring about full employment without the aid of either one of
those two causes?

DRe RUGGLES: I think the term "inflation" is somewhat abusede T

am having a struggle myself to find a proper definition of "inflation®
and T haventt come off very welle S

I think your question can best be answered if we go back to 1932,
In sgriculture it is well known that if a farmer has any sense, he will
not contract his production even when the demand or price for his output
fallss TIn other words if a man is producing wheat on a farm and the price
of wheat goes to rock bottom, the farmer won't say: "Well, it is so low
that I will plant only half as much wheat as I did beforees" T think that
over a fairly shorte-run period agricultural production tends to be relatively
unchanging with respect to prices or with respect to the business cycle or
economic fluctuations or what have yous As a result, therefore, any change
in the level of demand for agricultural products will cause = change in
the price of agricultural productse If you go back to the period of the
thirties; you will notice that prices of agricultural products started to
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rise in 1932, and they continued that rise as long as income rosee As

a matter of fact, the more income people have in a country, the greater
will be the demsnd for agricultural productse In this sense one can say
that we had inflation starting in 1932 in the agricultural sectors
Furthermore, this inflation spread to other sectors through its effect
on other prices, If a man is making textiles, he will require cottons
If more cotton is demanded for textiles and the supply of raw cotton
remains the same, the price of cotton will be bid upe 4&s 2 result.the‘
price of textiles will have to rise beceause of the individual textile
producerts increased costs for his raw materiale Similaz‘-ly, in other
agricultural and related pursuits you will get a price rise right from
the bottom of the depressions Now, where this price rise ends is a
matter of conjectures Incidentally, of course, when wages rise, the
producer is also going to raise his price in order to make up for the
increased wage cost involved, and we had wage rises in the early thirtiese

I guess you would really cell it inflation when prices get high
enough so that any further price rise is not welcomes But I dontt think
you can have any upward movement at all in income, output, or employment
without a simultaneous rise in some pricess In the initial phases of
recovery from depression when there is underutilized cspacity, there will
be large increases of production with relatively small increases in price,
other then in the agricultural sectors But in the agricultural sector
there will be considerable price rises even in the initial stages of
recovery from a depressions The problem of defining inflation thus becomes
a problem of defining where recovery ends and inflation begins, Generally
I think you cen say that when an increase in total expenditures in a
country-does not really call forth a significantly greater amount of oute:
puty, it can be called inflation, Under this definition, we don't get
inflation until we have full employment. Therefore we dontt need inflation
to get full employmente It is really a matter of definitione ,

, COLONEL WATERMAN: During the prewar period Europe, with twlce as
many people as we had and highly industrislized people, still couldntt
put out the production per capita that we dide How much of that was due
to such things as interference with competition and demands for excessive
welfare and that sort of thing? -

DRe RUGGLES: This is an awfully difficult question and T don't think
I am going to give you the answer, I can give you thoughts on it for what
they are worth, ‘ o

I think the United States owes its development to three thingse One
is that we have had a fairly short history, so that we do not mind wasting
resources in capital formation, For instance, we will take machines that
are relatively new and junk them if something better comes alonge I
believe that this is due partly to our youth as a nation Furthermore,

a large market area that allows competitive practices within large merket
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roupse as against Furope, with its trade barriers, so that the benefits
%f mzs; prodﬁction canngt,really be obtained, is a second contributing
factore A third factor is that we have pretty good resourcess These
three factors are probably sufficient to account for the differences in
the standard of living between the twoe |

On the other hand, on the welfare angle, if you take those countries
that have done most poorly in terms of production, many of these have
practically no welfare development=-for instance, Ttaly, Turkey, and
Oreecee As a matter of fact, in terms of education, health, and so on,
the United States appears to have gone considerably further in welfare
terms than these countriess I know I have been very much amazed in going
to some of these countries that we conslder welfare states to find them
quite horrified at the United States for having certaln welfare measures
that we take for granteds For instance, in the Netherlands the people
were quite shocked thet the United States had a social security system
that was run by the states They felt that this was extremely soclalistice
They couldntt get away with that in their countrye They have compulsory
insurance in the Netherlands, but it is done through private insurance
companieses They asked, "Why is the state entering that business?®
Similarly, in Denmark the people were quite shocked that we had an RFC
at any times They said it was the state interfering with the bankerse
The people in Sweden were surprised that we had a corporate profits tax
which had to be paide In their country they had a corporate profits tax,
but, because they allowed asccelerated amortization, no businessman really
had to pay the tax if he invested enoughe So it all depands on your point
of views Different institutions strike people differently. Certainly,

I think that we have far more welfare msasures, if you want to call them
that, than many of the European countries that have a lower standard of
livinge So I dontt think you can correlate welfare measures and the level
of outpute

QUESTION: Dr. Ruggles, we have learned from our history books that
colonies were very importants Yet you have pointed out that Germeny
recovered from World War T at least as quickly as most of the other
Buropean states, while at the same time its overseas empires were taken
from ite The Germans lost manpower protably at an equal rate with the
other statess This makes me wonder what the real factors of stability
are in nations. And you can leap from that to the question: Suppose
there is another war and suppose we are able to win that war, how do you

treat your erstwhile opponent so as to reduce the possibility of World
War IV arising? ‘

DRe RUGGLES: T think you have gotten out of nw' bailiwicke I just
dontt think I can answer thate .

QUESTION: Then to a certain extent Germany was not harmed in the
economic sense by having its colonies taken away?

15

"RESTRICTED




| RESTRICTED
1674

DR, RUGGLES: No. I dontt think it wase It may well be that, with
the exception of the British problems, which I believe have been covered
elsewhere, colonies have been overemphasizeds I think they are more a
matter of prestige for many countries than they are valusble in the
economic senses

_ The main requirement for a high level of economic activity is that
there really has to be a demand for the outpute The level of activity
in a country may be high even though the country has gone through some
pretty bad things in the paste As a matter of fact, even in Germany I
think that the First World War built up industry through the demand for
armaments and other things, and probebly left the productive capacity of
the economy in better shape after the war than it was at the beginning
of the ware Therefore what Germany needed was an effective damand, somee
thing to stimulate the level of activitys

England after World War I didntt progress so fast as the other '
countries; but this was not due to the fact that there were basic physical
‘conditions that prevented ite It was mainly that England did not achieve
a level of activity consistent with its capacitys

Take our own country--we came out of World War IT with plant and
equipment really better than when we entered the ware And we were able
irmediately to attain a standard of living considersbly in excess of the
prewar level, in spite of the fact that we had produced tremendous masses
of munitions, which were essentially thrown awsye This is the paradox.
It is something like weight liftinge If you lift enough, you get strongj
of course, you can break your back, tooe

QUESTION: We have been studying economic warfaree You mentioned a
couple of economic warfare instruments:that Hitler used, like itrick marks
for exports and importse You mentioned import controls Would you care
to expand on that phase of economic warfare and give us yowr opinion of
how you think that affected the economies of Europe at that time?

DRe RUGGLES: Tt is very difficult for those who are essentlally
interested in the development of the United States to get too concerned
with world trade, because United States external trade amounts only to
about 5 percent of our total outpute But we must remember that in the
European countries, where external trade has amounted to as much as L0
percent of total output, external trade is a matter of life and death.

I would say that the usual importeexport problem is important meinly
with respect to the level of activity. As a result, it has been true in
the past that certain countries have found themselves paralyzed because
their export markets dropped awaye With that came unemployment and
cutbacks in productions At other times it has been true, especially in

_ these postwar periods following World War I and World Wer II, that the
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impossibility of getting rew materials through imports has prevented

large parts of the economy from producing and utilizing the capacity o
that existeds But this is a less usual circumstance and it has generally
not been what most countries consider their main problems

There are two schools of thought about impor'bs and exportss One
thought==and I think this is prevalent in psrts of ECA=-~is that the
whole object of the game is that every country should have an export
surplus, This is rather discoureging, because by this criterion there
will always have to be 50 percent of the countries that are bad and 50
percent of the countries that are goods For instance, a country like
Swedeny, which has had a 4O percent rise in its per capita income, is
apparently considered bady, because it has an import surplus, while
Germany, at a much lower level of total output, has an export surplus
snd is considerad goods

For economic warfare purposes, it is very difficult to tell whether
by employing such measures as blockade you damage the other country more
than you damage yourself, For the United States it wouldntt matter,
except for particular strategic materials, if a great portion of cur trade
stoppeds It wouldn't harm us particularly. I think with Russia this is
also true~-that internsl policies are far more important for its military
‘production than the things that it importse If you really want economic
werfare to be effective, you could do it with the Netherlandsj a blockade
of the Netherlands would really wreck ite You have to take into account
Just what country you are fighting when you consider the problem of econw
omic warfare., Certainly if somebody should attempt to fight us by cutting
off some of our trade, we could struggle through without too much difficulty.
I see the lmport=export problem mainly as one relating to the level of S
activitys If a country is sophisticated enough to know how to keep the _
level of activity up without using this, it generally can get alonge (This
of course excepts the Netherlands, Denmark, and some of these other
countries that could never be selfesufficient and do depend heavily on
trades) If, as a matter of fact, Europe got to be one solid customs area,
without any trade barriers, trade with the rest of the world, I think, :
would become less important to Europe. Trade is important to Europe mainly
because it is split up into these little pileces, with trade barriers e
between them. If they were consolidated, imports and exports for Europe
as a whole would amount to only 10 percent of its total outpute Where
large blocs exist, it becomes more and more difficult to injure them by
economic warfare, We are a large bloc, Europe is a large blocy, and I
guess Russia is a large bloce

QUESTION: You made the statement that as of 1950 Europe had not
recovered more than 95 percent of its prewar indexe

- DR, RUGGLES: I think those were per cepita figures, werentt they?
I will have to look at thems
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QUESTION: Thet was the question I wanted to aske Does that
include all of prewar Germany, or does that only include what is now
the Western Zone of Germany?

DR. RUGGLES: Only the Western Zone, because we dontt have the
figures for the other parte It has been somewhat difficult to go back to
prewar data and break them down according to the postwar political zonese
That is what has been done, to get the base datas

In volume terms, in 1952, according to the OEEC, total output for
the Western Zone of Germany was about 20 percent larger than in 1936, ,
but in per capita terms output was 5 percent below the 1936 levels Popula=
tion in the Western Zone increased from 3844 million to }j7¢5 millione

QUESTION: You suggested that elimination of the import barriers to
the United States would have little effects Would you be a little more
specific and give us an estimate of how mich the elimination of those trad
barriers would affect our trade and also affect European trade? :

DR. RUGGLES: I think the effect on Europe would be far greater than
the effect on use.: I am really no expert on trade barriers, United States
or Buropee I just don't have an answere Certainly in our case, I think
you could not expect very much of a .change in our total real output due
to ite In some European countries you might expect considerably more effecte
In a country highly dependent on trade, you might get a rise of real output
of 5, 10, or even 15 percente This is just by way of rough magnitudes

-+ You see, mostly, people think of questions of trade as having a
multiplying factor. When exports increase, employment increasess More
employment gives people more money; they go out and spend ity that further
increases production and so one ‘ :

But in some of these countries=--take for an example the Netherlandse-
people have full employment nows Sc that the only difference that a reduce
tion in trade barriers would make would be a difference in the prices of
the goods traded with the barriers and without the barrierse There is a
fairly limited mumber of goods that would be affecteds The things that
people spend their money for are primerily (1) food, which would not change
muchy because the imporitmexport barriers are not large therej; (2) rent on
housing, which would not be affected at allj and (3) things like city
transportation, movies, and clothing, which it might affect some but not
- a lote But most of the items that have duties are not items that are a .
large percentage of a person's budgete So it wouldn't affect the average
person terrificallye

COLONEL WATERMAN: Our time is about up. You have done a very solid
Jjob on our economic foundations Thank you very mache

(29 June 1953--350)S/rrb
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