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Preface

A few words are called for with regard to the materials used
in this Report. The annual economic reviews of Germany by Douglas
Miller which are quoted in several places, were prepared for the
Department of State and have never been published. They are still
confidential documents, though the facts and comments made in these
Reviews have become widely knovm. Also, while econemic adviser to
the International Labor Office in Geneva, Switzerland, I had a num-
ber of memoranda prepared in the Economic Section of the Office on
economic and social conditions in Germany between 1935 and 1939.
Some of the unpublished data in these memoranda have been used here.
In so far as the other quoted books, articles and official reports
are concerned, they have been freely drawn upon for the picture of
German public works planning as presented here. The responsibility

for the interpretation of the data used, however, is entirely mine.

Lo Ll

Lewis L. Lorwin

November 1, 1940,

iwv
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I.--INTRODUCTION

German National Socialiem has presented itself to the world as a
Weltanechaung (a philosophy of 1ife; some would say, a religion), a dis-
tinctive political and social system, and as & néw method of economic
organigation. As a philosophy, in line with the voluntarietic and non-
rationalist tendencies in German thought, it stresees the supremacy of
will over reason, the transcendental value of "blood" and "race" as
against environmental progress, the mystic endowment of some specially
gifted peresone to voice the urge of the "Superior" race towards its
world destiny, and the inevitability of force in the racial struggle for
survival and supremacy. Translated into political terms, this leads to
the assertion of the supremacy of the State as over against the indivi-
dual, to the idea of a great "Nordic-German" race-state, to the need of
building up a vowerful military force, and to the affirmation 6f the
principle of "the leader" (Der Fﬂhrer} and of the exclusive political
party which can serve as his instrument of national guidance and leader-
ship. In the field of economice, the general outlook finds expression
in the view that economic activities must be subordinated to political
ends and coordinated in such a way as to exact the maximum of service
from both physical and human resources.

In its broadest sense, German planning since 1933 has been concerned
with the attainment of ends based on these ideological, political and
soclal-economic ideas. The ends in themselves have in the main, varied
but little. Their most complete formuletion is still embodied in the so-

called Twenty-five Points adopted as the platform of the Nazi Party in
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1920 and reaffirmed by the Nuremberg Party Conference in 1932. The
) moet important of these pointe are those which call for the liberation
. of Germany from the fetters of the Versailles Treaty, the creation of
a greater German Reich, the unification of the Germanic "folk" 1n.thax
Helch, and the establishment of an economic system free from "interest
slavery" and from large concentrations of capitalist power.

It was common knowledge even before 1938, but has been made parti-
cularly clear since, that the Nazl Government foresaw that the further-
ance of its political aims was bound to leed to war. The center of
German planning soon after 1935 shifted to preparatione for war. Eeco-
nomic measures and policies were subordinated to this main purpose to
such an extent that Germen economy between 1935 and 1938 was described
and considered as Wehrwirtschaft. Nevertheless, it is also true that
during these years various policies were purgued which had as their main
objective the winning of the Germen mind to the National-Socialist
philuaupﬁy. the strengthening of social-economic institutigns (land hold-
ing, industrial relations, etc.) in accord with the principlee of the new
regime.

German planning between 1933 and 1938 thus pregente an attempt at
& comprehensive and thorough-going reconstruction of the social-economic
life of a country.

Owing to ite integral character, German planning has been considered
and appreised from various angles and points of view. Some students have
been interested primarily in the industrial and social policies of Nagi

Germany; others have been concerned with its policies of trade control.
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A complete analysis and appraisal of German planning in all ite
phases, is not intended here. The scope of this Report is determined
by the fact that there is a wide-spread feeling that, whatever our atti-
tude toward Nazi philosophy, its economic procedures may carry e lesson
for democratic countries. During 1936-38, when most democratic countries
of the world, despite their parfial recovery, were struggling with wide-
spread unemployment, Germany was working at full speed and was even com-
plaining of a "shortage of labor". While not envying the Germane their
mode of living, many elements in democratic countries were jealous of
this particular record end wondered whether it could be equalled, if not
excelled, under the democratic way of doing things.

Since 1939, two other aspecte of German planning have become of in-
creasing interest and concern to us in the United States. One is the
War-planning of Nagi Germany. How is Germany carrying on the war today
industrially, economically and socimlly? What changes, if any, have been
mede in industrial organization, labor and social policy to maintain or
speed production for the war? How is the war being financed? What is
ites effects on consumption? What methods of rationing have been adopted?
What price policy? And similar questions which have importance for an
evaluation of German war economy, and which have suggestive value for
other countries.

Even more important is the German planning for postwar world reor-
ganigation. Even as the war ie proceeding, Germany is effecting terri-
torial and political changes in Europe which are fraught with great eco-

nomic consequences for tMe United States and the entire world. It is
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known that the Nazi government is sponsoring the preparation of plans
for a "New Zurope" under German political and economic control which
would aleo bring the economic life of over-seas countries (such as Latin
America) under German guidance, if not domination. While the details of
this plan are not known and may not as yet have been elaborated, what
has found its way into the prees about it indicates its far-reaching
potential effects on world trade and world economy.

There are thus three phases of German planning which are of inter-
est to the United States. First, the social-economic planning of 1933-
1938 by which Nazi Germeny eliminated unemployment and built its war
machine. Second, the war planning since September 1939, And Third, the
various plans for a postwar world. These three aspects of the German
planning movement would all deserve careful consideration not only for
what lesson they may carry for economic theory and action, but also, and
especially in their bearing on American foreign policy.

However, the scope of this memorandum is limited te the firet vhasge
of the general subject. The main question considered here is how did
Germany plan and execute its program of "work-creation" and re-employment
after the Nari government came into power? This general question implies
specific queetions es to the nature of the work supplied, the methods by
which 1t was financed, the results achieved, and its effects on social
and economic 1life. These specific issues are considered below in rela-

tion to the main questions as formulated above.
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I1.- PRE-NAZI PROGRAMS OF "WORK CREATION"

] As the historical perspective lengthens, it becomes clearer that
' many of the innovations introduced by the Nazis had some roots in pre-
existing conditions and 1n3titutiona.l/ This is also, and particularly,
true of work-creation and reemployment planning, Most students of the
subject have stressed the fact that in this field the Nazi government
"continued and enlarged the plans which had been initiasted already by
earlier Govermments to deal with this desperate position, to absorb un-
enployment and give an impetus to econnmic'ﬂctivity."gf
German public opinion, deeply influenced by the memories of the
inflation of 1921-23, prevailingly favored deflationary measures for
v dealing with the Depression of 1929 and after. Even the Socislist par-
. ties and the trade unions of Germany shared this point of view. However,
under the increasing stress of the depression, a breach in this attitude
was made, and the two successive pre-Hitler govermments in power during
1932-33 (that of Bruning and of Von Papen) took the first steps towards

a reflationary reemployment program.

1/ See especially Gustav Stolper, German Economy (1870-1940), New York,
1940. Mr. Stolper writes in the Preface to his book: "Without the
preparatory work of their predecessors Hitler and National Socialism
would not have been possible. The totalitarian regime of the Nazis
is merely the climax of the expansionist tendencies and responsibil-
ities of governmental power over the destinies of the German people."

2/ See Th. Balogh, "The National Economy of Germany," in the Economic
Journal, September 1938,
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The measures taken by the German government during this period may

be grouped as follows:

1. Relieving the pressure on the labor market. This was done by

creating "substitute" employment to which workers were shifted from reg-
ular industrial occupations. An important form of such "substitute" em-
ployment had been developed during the course of the preceding years in

the shape of a voluntarvy labor service, which had first received legal

recognition in 1931, It was much expanded in 1932, and by the end of
1932 there were some 250,000 young men engaged in this form of service.
The funds were provided partly out of the Budgzet, but mainly from the
resources of the Unemployment Insurance Fund.

2. Rewmission of taxes as a means of stimulating private investment.

The Government issued two kinds of tax remission bills (Steuergutscheine)
which were to serve two distinct PuUrposes:

(a) Tax remission certificates. These were issued by the government

to taxpayers in respect of their tax payments for the financial year 1932-
33. The taxpayer received a certificate representing from 75 to 100 per
cent of his actual payments on account of =a mumber of the most important
taxes for which he was liable. de, or any holder, was entitleq to use the
certificates to meet future liabilities for taxation in any of the years,
1934-35 to 1938-39, while the Govargment pledged itself to redeem the
certificates at the rate of one-fifth of the issued amount in each of

the years 1934 to 1938, together with interest at 4%.lf The immediate and

direct relief to the taxpayer arose from the fact that he could sell

1/ This obligation has in fact been carried out.
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these certificates on the Stock Exchange (they were exempt from stamp
duty) and could use the proceeds in his business or for any other purpose.
At the time of their issus there was no other short-dated investment on
the market which was free from risk of capital depreciation, and so the
tax remission certificates were a very acceptable investment for the banks
and money marktet. It was contemplated that 1.5 billion RM. would be

issued under these provisions.

(b) Bonus tax certificates. The Minister of Finance was empowered

to 1ssue tax certificates directly to any employer who could show that he
had increased the mirber of his workers as compared with the number he
was employing before the scheme came into operation. The certificates
were to be granted at the rate of 100 RM. quarterly for each additional
worker. The total amount to be issued was estimated at 700 million RM.
The employment bonuses, however, were not claimed to anything like the
extent that had originally been anticipated. The practical application
of the system--more especially the prevention of abuses--proved difficult.
A further objection to the scheme was that the bonuses tended to penalize
employers who had pYeviously done their best to keep on as many workers as
possible when employment was falling, and to reward those who had shown
less sense of social responsibility and had dismissed their staff when
bueiness first began to fall off. For these various reasons the system

of employment bonuses was abandoned in April 1933.lf

1/ See Leo Grebler, "Work: Creation Policy in Germany," International Labour
Review, March and April 1937, He quotes Institut fiir Konjunkturfbrschung,
Viertel jahrshefts, 9th Year, 1934, No. 3. Part A, p. 111, for above fig-
ure. Also C. V. Guillebaud, The Economic Recovery of Germany, pp. 32-34,
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3. BSubsidies for the Reconstiuttion and Repair of Dwellings, 1932 -
19331 Two sume of 50 million EM. each were allocated to this purpose out

of the Relch Budrct by Orders of 4 September 1932 and 24 January 1933.
A further sum cf )00 million BM. was also earmarked to guarantee private
loane for the same purpose, but no data are available as to the use made

of this money.

4. Public works in the more special sense of the term. The pro-

gram of public works wae developed in several stages on the basis of the

following acts and decrees:

(a) Work creation programme of 1932, first instalment (known as

the Brﬂning Programme). Legel basis: Emergency Order of 14 June 1932,
Provided for public worke, to the amount of 165 million RM.

(b) Work Creation Programme of 1932, Second Instalment. Legal

basis: Emergency Order of 4 September 1932. This programme provided
for public works to a value of 182 million EM.; this programme was sub-
gequently merged with (a) above, and called the "Von-Papen Programme".

(c) Work Creation Programme of Jenuary 1933 (The Immediate,

"Sofort", Programme). Legal basis: Orders of 15 December 1932, 6 Janu-
ary 1933, and 28 January 1933. 500 million RM. were appropriated for
this program to be spent on roads, housing, public utilities and inland
water tranapnrt.;f

Altogether, over a billion RM. were appropriated for the public

works schemes and about a billion and a half RM. were igsued in tax

1/ As may be seen from the date, the decree relating to the "Immediate,"
or "Urgency" program was issued on January 28, 1933 ,--two days be-
fore the Nazis took over the Government. The appropriation for these
public works was increased to 600 million BM. on July 13, 1933.
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cartific;tua. In terme of the German monetary and credit system and in
relation to the German national income &t the time, this was a not in-
considerable sum.

It was also the Von-Papen government that devised the method of
financing the public works program which has attracted so much attention
as the most original element in the entire scheme. The method consisted

in the device of the so-called work creation bill (or employment crea-

tion bill) which was a way of putting short term bank credit at the serv-
ice of the government for ite public works program. The German Govern-
ment was forced to have recourse to this form of credit for the reason
that in 1932 the poesibilities of raising revenue by ta..w.em:.ia::vnl’Jr were ex-
hausted and that the dlsorganization of the capital market made it im-
poselble to issue long term loans.

How the situation was met has been described as follows:

"There remained only the Reichsbank as the ultimate repository of
the supply of money and credit. The Reichebank in turn was bound by ite
own statutes; it could not pursue an active open-market policy, nor
could it discount bills on behalf of the Government. It could, however,
diescount commercial bille without limit, and the problem would be solved
if the worke to be undertaken under the officially sponsored program

could be financed by a type of pasper which the Reichgbank could discount.

Accordingly, municipalities and other public and semi-public bodies were

encouraged to place orders for new houses, roads, etc., incurring in the

1/ Aside from the fact that the financinz of public works by taxation
would have been a guestionable procedure.
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procese & debt which was to be repaid by them over periods ranging up to
25 years, ackording to the probable length of life of the investment.

The orders were given to the ordinary firms engaged in this type of busi-
nege. The contractors in turn drew bille of exchange for the amounts of
the contracts (i.e. cost including profits). These bills were then ac-
cepted by certain special financial institutions, notably the Deuteche
Gesellschaft fur Offentliche Arbeiten (Oeffa), the Deutsche Bau-und
Bodenbank and the Deutsche Rentenbank Kreditanstalt, Once the bills had
been accepted, they were discountable by any of the ordinary banks or the
Relchsbank and, if discounted by a commercial bank, were rediscountable
with the Reichebank.

"The employment creation bills (as they came to be called) had a
nominal currency of three months, but could be prolonged indefinitely
until it was convenient for them to be redeemed or consolidated. The
contractor was given a large bundle of bills, and when each fell aue he
would da;ach the bill bearing the next serial number in the same series
and forward that in replacement of the one which was just reaching its
term. As a rule the bills were drawn by the contractors or the public
body which had placed the contract, and then accepted by one of the
special banking institutions mentioned above; but it was also not uncom-
mon for the contractor to draw directly on Oeffa or the Bau-und Boden-
bank, etc. In any caee the management of the long-term loan side of the
operation--the fixing of interest and sinking fund rates to be paid by

the borrower-- was in the hands of the acceptance l'n:ma.\‘aua-”!‘*"J

1/ OGuillebaud, op. cit. p. 34-36.

10



=y .-.\q

120976

What effects did the above measures have on the German economy? In
the second half of the year 1932, but very definitely by May 1933, an
improvement in Germany's economic situation was noticeable. It can, how-
ever, hardly be attributed to the above measures. The direct and posi-
tive effects of the latter were small. From the moment of initiation of
a public works' programme to its actual execution a considerable time
must neceesarily elapse, and in fact only an insignificant part of the
funds allocated for public works had been carried out by May. 1933. Of
greater ilmportance was the issue of tax certificates, the circulation of
which rose from 263 million RM. in December 1932 to 644 million RM. in
May 1933. Their chief contribution wae to bring about a much-needed im-
provement in the state of liquidity of the business world. Their main
use was to diminigh the indebtedness to the bankse and to lessen the pres-
sure to reduce stocks still further, but not to finance new investment.

The indirect effects of th&_Bruning and Von Papen program, however,

were considerable. The deliberate abandonment of the policy of defla-

tion, which was implied by the adoption of these schemes, had an impor-
tant effect on business psychology, even in spite of the unfavorable

political situation in the latter part of 1932. The more positive re-

sults of these early measures were experienced later in 1933 and 1934,

when they redounded to the credit of the National Socialist Govermment.

11
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III. THE FIRST FOUR-YEAR PLAN
(1933-1936)

When Hitler took power on Januvary 30, 1933, the German economic
situation, though showing some signs of improvement, was still extremely
serious, Prudﬁction was low, national income was less than two-thirds
of what 1t had been in 1929 and over 5 million workers ﬁeéa-unemplnyad.
The picture is summarized in Table I,

Table I. Employment, Production and National Income
in Germany, 1929-32.

Index of Production, 1928 =100 —_——

i Number Number Consumption | Production Toamans
Employed |Unemployed | Total Goods Goods (R.M.)
industries industries

1929|17,869,000| 1,892,000 |100.9 98.5 103.2 75,900,000,00C
1930|16,515,000| 3,076,000 | 85.1 95.4 85.5 -
1931(14,336,000| 4,520,000 | 66.9 90.6 61.0 -
1¢32|12,518,000| 5,575,000 | 58.7 78.1 45,7 45, 200,000, 00C

Source - Institut fir KouJunxturforschung, Statistik des In-und Auslands.
Also Reports of the Reichskreditgessellschaft,

The most urgent problem was that of unemployment. On May 1, 1933,
Hitler outlined a Four Year Plan "for the rescue of the German peasant,
to maintain the Nation's food supply, and to rescue the German worker by
a powerful attack on unemployment." The plan was given effect by the

Law for the Reduction of Unemployment passed June 2, 1933, which inaugu-

rated the so-called Battle Against Unemployment. This law was supple-

mented by a series of decrees between July and Wovember of the same year.

13
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There is disagreement among writers on the subject as to whether
the Nazi attack on unemployment was carried out in accordance with pre-
viously laid plans or not. The evidence would seem to indicate that the
reemployment policies pursued by the Nazi government were inspired in
part only by general Nazi ideas. Gottfried Feder, who was Hitler's
trusted economic adviser in the early days of the movement, had unortho-
dox ideas on monetary policy and advocated proposals that residential
construction and other public works be financed by issuing "construction
money" (Baugeld) which was to be secured by the value of the construction
so financed. The idea of this so-called "Feder-money", while not offi-
cially incorporated in the party nrogram, certainly predisposed the Nazis
to expansionist pnliciﬂs.lj On the other hand, the Nazl party was far
from homogeneous in its ideas and attitudes and there was considerable
friction between the various wings of the party ("left" and "right!) as
to what was to be done. This inner party struggle centered around the
1argerlissqés of policy such as the nationalization of the trusts and
the abolition of "interest-slavery", but it also affected ideas on the
character and scope of public works. Alsc, as indicated above, the Hitler
government, on taking power, had at its command tools already prepared by
the preceding governments, By further developing these methods and by

modifying measures, as experience indicated, the Nazis may be said to

1/ It has been pointed out that when Hitler became Chancellor, he
appointed Dr. Hjalmar Schacht his adviser in monetary matters.
What Schacht did was to devise an inflationist system of 'work
creation" within the framework of a currency technically and
legally still based on a gold standard. See Stolper, op.cit.,

P. 239,

13
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have developed their plans as they went along. Their plans grew clearer
as they plannad.lf
As a matter of fact, under the stress of changing circumstances and

of its own effects, the First Four Year Plan underwent considerable mod-

1fications before it was half completed. Its development can thus be
best considered as falling into two periods of two years each: (1) from
May 1933 to the end of 1934, and (2) from January 1935 to the end of
1936, These two phases throw light on the different aspects of a public

works policy in relation to economic recovery.

A, The First Phase of the First Four Year Plan, 1933-1934,

In considering the first phase of the Battle Against Unemployment,

it should be kept in mind that this was also the period of the basic
institutional reorganization of the Third Reich. It was between Septem-
ber and December, 1933, that the Reich Hereditary Farm Act (Reich-
serbhofgesotz) was passed, the Reich Agricultural Estate (Heichsnghrstand}
established, and the Measures for the Market and Price Regulation of
Agricul tural Praducts'adopted.gf On July 15, 1933, the Act for the Forma-

tion of Comoulsory Cartels was passed, and on February 27, 1934, the Act

1/ ...'"the fundamental economic problems of planning, as conceived by
economists trained along the lines of liberal economics, have re-
ceived relatively little attention in National Socialist literature."

See Fritz Ermath, The New Germany, 1936, p. 83,

2/ The Act for the Creation of a New German Peasantry was adopted on
July 14, 1933,

14
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for the Preparation of the Organic Structure of the German National
Zconomy was adopted which set up the present organization of industry
and trade in Germany. In the course of 1933 several regulations on
labor organization were passed which prepared the ground for the estab~
lishment of the German Labor Front by the law of January 20, 1934,

It was thus in the midst of a process of economic and social re-
organization that the first phase of the Battle Against Unemvloyment had
its course. The Battle was fought to a large extent with weapons that
lay at hand. The particular measures for reducing unemployment were
formulated in the provisions of the law of June 1933, and of subsequent
decrees referred to above, and may be considered under the two main head-
ings of (1) indirect and (2) direct work creation measures.

l, Indirect work creation measures

These measures consisted in the provision of tax reductions and ex~
emptions, other forms of relief and special subsidies with a view to
stimilating private investment, increase consumption, and remove workers-
from the industrial market. The following measures may be speci&lir

mentioned:

a., Tax relief measures

The tax reductions and exemptions which were allowed were expected.
to stimulate the automobile industry, housing and the reequipment of in-
dustrial plants generally. These provisions included:

(1) The exemption of all newly licensed private motor cars and

motorcycles from the tax on motor wehilcles.

15
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(2) Permission to owners of old cars to compound for the annual
tax by paying a lump aum.lf

(3) Exemption from taxation of newly bullt dwelling houses.

(4) Exemption from specified taxes in respect of replacements
of machinery and equipment effected within 14 years (later extended
to 24 years).

(6) Reduction of income and corporation taxes in respect of re-
pairs end extensions of industrial buildings within 1% years (later
extended to Ei- :,reara}.

(6) Remission of arrears in taxation on condition that the tax-
payer spend an equivalent sum on replacements, repairs and extanainnﬂ-gf

(7) Exemption from taxation of new business enterpriases, pro-
vided their product met a recognized vital need of the national econ-

oMy«
b, Subsidies for Housing Repairs

A sum of B0OO million R.M, was allocated from the Budget of the
L]
Reich for the conversion of houses into emaller dwellings and for re-
paire and extensions, in continuation of the schemes introduced in

1932. In addition, house owners were granted interest subsidies at

the rate of 4% for 6 years to help them in obtaining capital either
from their own resources or by borrowing, for that part of the cost

which was not covered by the State subsidy. The original outlay for

1/ This provision brought in payments amounting to 55 million RM,

2/ Under this provision tax arrears in the amount of 200 million RM.
were remitted, thus enabling this sum to be invested in industrial

improvements.,

16
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work creation amounted to 667 million BM. in capital subsidies and
332 million RM, in interest subsidies, making a total of nearly 1,000
million EM. It resulted in a total expenditure of 2,936 million RM,,
or nearly three times as much,Lt/

¢. Other forms of Subsidy

Among the various other measures, the granting of marriage loans

was original. These loans up to 1,000 R.M., were made to women who
had been in employment during a specified period. The loans were to
be used by their recipients chiefly to equip their homes. The loans
were not in cash, but in the form of vouchers for goods which were ac-
cepted in payment by tradesmen. The loans were made repayable at the
rate of 1 per cent per month; one quarter of the sum was remitted for
each child born of the marriage. The loans were financed by a special
tax on all unmarried persons (this special tax was later incorporated

in the general income and wage tax) .2/

1/ See Grebler, op. cit.

2/ Till the end of 1934, the total number of marriage loans granted
under the law was 366,178. The total number of marriages in 1934
increased to 740,000 as compared with 631,000 in 1933 (an increase
of 109,000). It is of course difficult to say to what extent this
increase was due to the subsidy system. It ig interesting that,
according to the data published by the Sickness Insurance Fund,
the total number of women workers increased in 1934. It was
4,442,000 in January 1934 and 5,008,000 in November 1934). But
the rate of increase of employed women was smaller than that of
men. In November, 1934, the number of employed women was 6.5 per-
cent higher then a year ago; that of employed men increased 12.4
percent during the same period. See Douglas Miller, Commercial
Attache, Annual Economic Review, Germany, 1934.
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d. Measures for reducing the supply of industrial labor.

Among these measures were the following:

(1) The organization of the Voluntary Labor Service., This Serv-
ice occupied between 200,000 and 250,000 young men between the ages of
18 and 25. These young men were employed on community proJjects and
works which would probably not have been carried on otherwise,

(2) The formation of the Land-Help Organization (Land-Hilfe).

This had the purpose of shifting young workers from the industrial
areas to the farms as additicnal farm help during certain pEriﬂdB;
They were usually placed on small and medium-sized farms. For 1934-36,
the number of these helpers was fixed at 160,000.

(3) The organization of the Land-Year (Landjahr) in February 1934.

Thls was similar in some respects to the Land-Hilfe, but larger educa-
tional and soclal aims were claimed to be involved, About 20,000 young
men and girls were engaged in this enterprise.

(4) The withdrawal of women from the industrial labor market to
permit the re-employment of men in their place. Special tax rebates
were given for the transfer of women workers into domestic service,

(8) The control of labor mobility. In May of 1934, a law was

paesed giving the Preeldent of the Reich Unemployment Board wide powers
to stop the migration of unemployed workers to the large cities. This
measure was applied at first to Berlin, Hamburg and Eremen, where unem-

ployment was particularly acute,

(6) The redistribution of jobs ("Sharing the Work"). In August

1334, a decree was 1ssued providing that, in general, employees of both
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sexes, under 25 years of age, were to be diemissed and replaced by older
persons who were unemployed. This measure did not apply to married per-
sons, and exceptions were made for certain categorles of skilled workers.
The decree required every employer to render a return of the ages of his
employees, The dismissed workers were to be given priority in being
placed in new work on farms. The Relich Unemployment Board was to pay to
employers a subsidy of 50 marks per month for re-employed workers over
40 years old, as compensation for thelr lower Bfficiency.}f

. Miscellaneous

A mumber of measures of a miscellaneous character were also part of
the general program. Such were the provisions of 70 million R.M. for
goods vouchers to glve direct relief to the indigent, special loans for
the building of small houses, subsidies for the Suburban Settlement

Scheme, guarantees of varioue kinds, and the Winterhilfe and other con-

tributions and levies which brought in considerable sums of money for

-

dletribution among the needy and unemployed.

2. Direct Work Creation Program

This program included the public worke financed and carried on di-
rectly by the government. Under the Act of June 1, 1933, a billion R.M.
were appropriated for the purpose, On June 27, 1933, the National
Motor Roads Act was passed which provided for the construction of a na-

tional system of roads (Autostrassen), The construction and management

of this rcad system was entrusted toc a National Motor Roads Company which

1/ This measure met with much opposition from both employers and workers.
Available evidence indicates that it was not an important factor in
reducing unemployment,
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was formed as a subsidiary of the German National Railways. The total
cost was originally placed at 1,400 million R.M. but was later increased
to 3,500 million R.M, Thege roads were intended in part to popularize
motoring in Garmanxlf and to stimilate the automobile industry as a
means of providing a large-scale employment program over a number of
years. The employment in related industries (building materials, iron
and steel) was stimilated in a high degree.2/

Other parts of the program included the continuation of construc-
tion and repair work of the National Railways and the National Post
Office begun in 1932, The cost of the Rallway program was 991 million
R.M., and that of the Post Office 111 million R.M. The funds for this
part of the program were used up by the end of 1934,

3., The Organization and financing of the program

The organization and financing of the work-creation program were in
a measure decentralized, The only new central organization formed was
the National Motor Roads Company, Otherwise, the program was carriéd
.fnrward by the various public authorities (The Reich government, the
States, provinces, municipalities) and by public corporations and enter-
prises. These public bodies were called the "principals" (Trgger der
4irbeit)., The work creation projects proposed by the "principals" had to

be approved by various public authorities: with regard to technical and

1/ The other purpose was of a military character.

2/ There are no level crossings along the whole length of the roads
and all entries and exits follow the line of traffic. As a result,
there 1s on an average more than one bridge per every kilometer of

road,
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economic considerations (especlally with regard to the financial posi-
tion of the "principals") by the State authorities; with regard to
gsocial policy by the State Labqr departments or the Reich Board for Un-
employment Insurance; with regard to general economic and financial
policy--by the financial institutions which were expected to grant the
necessary credits. The final decision lay with the credit committees
of these institutions on which the Reich government was represented.
The financial resources for the program were provided not only by
the creation of credit, but also from the Reich budget, and new taxa-
tion, from the funds of the Unemployment Insurance Board and of the Na~-
tional Railways Company. It is estimated that out of a total of 5,092
million R.M. allocated for direct work creation measures (between 1933
and 1935) about 1,967 million R.M. or 40% were derived from sources
other than bank credit, and some 3,125 million R.M, or 60% were obtained
through the issue of work creation or employment bills. The btudgetary
resources were used chiefly to pay non-repayable subsidies, while the
proceeds from credit operations went to the granting of loans.
Following the precedent described above, the Nazl government used
"employment creation bills" for financing the main part of its public
works program, The chief merit of the "employment creation bill" was
that i1t had the character of an ordinary trade bill which could be dis-
counted by the banks and rediscounted by the Reichsbank, The "employ-
ment creation bills" were brought into line with ordinary trade bills
by being drawn at three months, although in fact their currency was much

longer, and by being endorsed by the firms supplying building materials
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and services to the works in question, The usual form of the bills; as
already described above, was to be drawn by the original contractors,

accepted by the financial institutlons, endorsed by the 'principals!

(public anthorities or public enterprises) and re-endorged by the firms

supplying goods or services to the drawers., They were then discounted

by the credit banks and rediscounted by the Relchsbank,

The currency of the "work creation bills" was 15 months in the case
of the Von-Papen Programme, 3 years for the National Motor Roads scheme,
up to five years for the 'Immediate', Reinhardt, and Post Office Pro-
grammes, while the bills for the National Raillways Programmes were to
mature from 1940 onwards, so that their currency was at least six or
seven years. At maturity, the bills were to be paid by the Reich Treas-
ury, or by the National Railways, or the Post Office in the case of their
own programmes, Additional guarantees were provided by the Reich Govern-
ment for these bills, but only in the form of undertakings given by the
Government 1taalf.lf | |

In practice, this meant that the public works program was financed
by the creation of short-term government credit, The Reichsbank played
a large part in the transactions by rediscounting the bille. Since the
latter were guaranteed by the Reich government, it meant that the indebt-
edness of the State to the Reichsbank was proportionately increased. The
burden of the preliminary short term credit was thus borne by the Reich

government. The ultimate responsibility rested with the "principalse" for

1/ See Grebler, op. cit.
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whom the work was undertaken, The "principals" were responsible for the
payment of interest and sinking fund charges to the Reich Treasury.
Thus, the "principals" entered into long-term indebtedness to the Reich
for the amounts which the latter raised through short-term credit opera-
tiona.lf

No official figures have been published on the extent of the public
works undertaken or the total amount spent in financing them, The vari-
ous estimates made are, however, in substantial agreement, According to
one source, the various kinds of public works and the funde allocated

for them up to December 31, 1934 were as follows!

H. M,

Eailic Works program Funds Allocated Pf;ﬁects Approved | Sums Expended

Work creation program

of the Reich 1,880,000,000 1,834,800,000 1,536,500,000
From the Reich Budget 1,135,000,000 1,132,300,000 727,600,000
Feich Employment Board

(for relief works,

labor service, etc,) 575,000,000 574,900,000 431,800,000

National Rallways
Pogst Office

National Motor Hoads

991,000,000
111,000,000

350,000,000

991,000,000
111,000,000

350,000,000

991,000,000
111,000,000

166,000,000

Totals

5,050,000,000

4,994,000,000

3,963,900,000

Source -~ Guillebaud, op, cit.

lf The rate of interest ranged from 3 to 5 percent; and the einking

fund charges from #% to 2% per annum,

A common provision was that

no payments were to be made to the sinking fund charges during the
first few years after the public works scheme had been carried out.

The loans ran from a period of 15 to 30 years.
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The amount of short-term paper created in the process of financing

Short term paper (outstanding amounts) in R. M.
et | oruithoases| ores’ | Groation | mowm
Bills
December 1932 263, 200,000| 579,200,000 - 840, 000,000
June 1933 726,600,000 816,700,000, 400,000,000|1,140,000,000
December 1933 1,215,200,000| 914,200,000(1,100,000,000f3, 230,000,000
June 1934 1,176,800,000/1, 321, 800,000 | 2,000,000, 000 4, 500,000, 0C0

Dacember 1934

Increase between

Dec, 1932 and
Dec, 1934

1,183, 200,000

920,000,000

1,482, 600,000

903, 400, 000

4,000, 000,000

4,000, 000, 000

6, 650, 000, 000

5, 810,000, 000

Source = Douglas Miller, Commercial Attache.
Germany, 1934.

Annual Economic Review,

The increased volume of employment creation bills and other short-

dated paper was talten up by the banks.

The Reichsbank, together with its

affiliated institution, the Gold Diseount Bank, had taken up about 1,600

million R, M, of the increase at the end of 1934,

Next to

the Reichsbank,

the most important contribution to financing the work creation schemes

was made by the public banks, which at the end of 1935, had talken up about

2,550 million R. M. of the increased volume of short—dated paper.

The

contribution of the private credit banks, on the contrary, was small.

That the open market was able to absorb the large amounts of "employ-

ment creation bills™ and of other Government short-term obligations was a
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surprise to economists and financial experts and was regarded as the
"raradox" of the German money market in 1934. In the ordinary course
of an upward phase of the business cycle the rise of industrial produc-
tion and the expansion of business activity in general are usually ac-
companied by & tightening of the money market and an increase in money
rates, The "paradox" of 1934 when the sharp upward trend of industrial
production was paralleled by an easier tendency of the money market was
explained by three major factors:

a. The greater liquidity of industry was due to decline in raw
material stocks. In connection with the shortage of supplies caused by
drastic import restrictions and a simultaneous brisk domand for all con-
sumers' goods, there went on a process of "clearance sales'.

b. The transfer moratorium for foreign debts, at least the limita-
tion of payments in regard to certain creditor countries and categories
of debts, led to an accumulation of R. M.% in the accounts of the Conver-
sion Office with the Reichsbank. These funds, due but not tragsferred
to German creditors, increased the amount available with the Reichsbank
for short-term financing.

¢, The large expenditures of the Government for public works were
themselves a contributory cause toward the greater liquldity of indus-
trial enterprises. The latter were in a position to repay old "partly

frozen" debts to the banks which, in turn, could invest these funds in

Government short—term paper.
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4, Effects of the Public Works Program
The economic effects of the work creation measures and of the
method by which they were financed may be considered in relation to
(a) the credit syetem, (b) the budget, (c) investments, production and

the nationsel income, and (d) employment.

e, Effects on credit

Degpite the extent of the government financial overatione described
above, the net increase in the total volume of bank credit wae not great
for several reasons. In the firet place, business concerng, generally
were heavily in debt and banks were in an illiquid condition and in
debt to the Reichsbank. For some time, therefore, the greater part of
the new central bank money was used for reducing the indebtedness of
business concerns to the banks and of the commercial banke to the Reiche-
bank. Throughout this period (as well as later) pari passu with the 1s-
sue of employment bills, there went a decline in the total of ordinary
commercial bills and of advances; second, there was a steady withdrawal
of funds by foreign creditors and the deposite of German customers also
kept diminishing. Third, there was a loss of 300 million R.M. in gold
and foreign exchange (on account of unfavorable conditione in the balance
of trade).

The "employment creation bills" increased the liquid resources of
industry by making large repayments of debts possible. The restored
liquidity of banking and industry was reflected in a decline of short-
term interest rates. Call money rates fell from 6.23% in 1932 to 4.68%

in 1934,/

;f For effects on cepital market and long term interest rates, see
Appendix.
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b. Effects on the budget

The expension of government credit had a two-fold effect on the
public finences of the Reich as reflected in the budget. On the one
hand, the natlonal debt was greatly 1n¢raasai;lf On the other hand
there was an increase in tax receipts and a considerable saving on di-
rect unemployment relief and eimilar expenditures.

The budget for the fiscal year 1934-35 was balanced in the amount
of 6,458,000,000 marks. But the first 9 months of the fiscel year (April-
December 1934) showed a deficit of 208,300,000 marks. This nominally
eatisfactory budgetary position was, largely due to the fact that nearly
all of the Government's works (and probably a considerable part of its
military exvenses) were financed by the issue of short-term obligations,
which were not included in the budget.

The saving in direct unemployment relief (as distinct from produc-
tive work relief) was possible not only because of a decline in the
total amount spent for this purnose by approximately 900,000,000 marks,
but also because the Reich was able to shift this expenditure to the Un-
employment Insurance Board and to the Municipalities. In fact, the num-
ber of unemployed entitled to benefits under the insurance scheme was
reduced to such an extent that not only did the Unemployment Insurance
Board become self-supnorting but it was even able to spend considerable

amounts for grants to municipalities and for proauctive work rellef.

1/ For figures of the entire period 1933-1936, see Appendix.
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The extent and significance of this change is evidenced by the follow-
ing table, giving the amounts spent on the various forms of unemployment

relief during four fiscal years:

Unemnloyment Relief 1931-32 1932-33 1933-34 | 1934-35

(In millions R.M.)

By the Reich 1,049 803 400 -
By the Unemployment

Board 1,120 1,123 1,202 940

By Municipalities 763 878 6562 410

Totals 2,932 2,804 2,254 1,300

c. Effects on investmente and production

Gross investment which had been only 4.2 billion R.M. in 1932 and

5.1 billion R.M. in 1933, rose to 8.2 billion in 1934, 1In both 1932 and
1933 net investment hed been negative, as during these years total in-
vestment was considerably below the level necessary for normal capital
replacements. The national income rose from 45.2 billion R.M. in 1932
to 46.5 billion in 1933 and to 52.5 billion in 1934. The rise of in-
come from 1933 to 1934 of 6 billion R.M. (13% increase) was thus as-
soclated with an increase of gross investment of 3.1 billion R.M. (over
60% increase). The differences in these ratios during 1932-34 as com-

nared with pre-depression years may be seen from the following table:
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Year Prnss Investment Increase National Income | Increase
in R.H- In Rq Mi In R-M. In R-M-
1932 | 4,200,000, 000 . 45, 200,000, 000 .

1934 | 8,200,000,000 | 3,100,000,000 | 52,500,000,000 |6,000,000,000

1926-27 - 2, 300,000,000 - 8,100, 000,000

1927-28 - | 700,000,000 - 4, 600,000,000
. i

In so far as production was concerned, there occurred a very con-
s8iderable but uneven expansion of output. The production goods in-
dustries (above all the constructional and building industries) were
stimulated by the large orders placed by public authorities and by the
growth of investment in general. Their index of output rose from 54.1
in June 1932 to 77.1 in June 1934, The output index of industrial cone—
sumption goods rose from 77,3 to 90,9 during the same period, The con-
sumption goods were stimulated by the swing over from acute depression
to revival which released a considerable amount of buying power; by the
increase in marriages owlng to the marriage loans; and by a sudden emer—
gence in 1934 of hoarding purchases connected with the rise of prices
and shortage of raw materials and the fears of develuation,

d, Effects on Employment

The effects of the government program on employment were positive
and considerable. Between January 1933 and December 1934, the reduc-
tion in the number of unemployed was over three million. The develop-

nent may be seen from the following tablet

29



120976

Total of "Regular" | Total of "Substi- | Number of
Period Employnent tute" Employment2/| Unemployed
June 1932 | 12, 730, 000 180, 000 5,476, 000
Jan, 1933 11,470, 000 260,000 6,014, 000
June 1985 | 13,100,000 530,000 4,857,000
Jan. 1934 " 12,970,000 830, 000 3,773,000
June 1934 , 15,010,000 800, 000 2,481,000
Dec. 1934 g 14,540,000 610, 000 2, 605, 000

Source: Konjunktur-Statistisches Handbuch, 1936, pp. 12 and 186,

1/

"Regular! employment covers all those engaged in ordinary employ-
nent at standard wages. The official German figures of employ-—
ment include only those employed wage earners and salaried em—
ployees who come under the siclmess or unemployment insurance
schemes. They, therefore, do not include officials, those in the
labor service or in the defense forces, or independent workers in
industry, handicraft, trade and agriculture,

"Substitute" employment covers those engaged in labor service
(from 200,000 to 250,000 during the above period), land service,
and on relief works, and obtaining full maintenance, but not
money wages.

1]
8. General Comments

The German public works program during its first phases has been

summedup favorably by one of its students as follows:

"The Germans in their recovery meassures have laid predomi-
nant emphasis upon investment as contrasted vwith direct trans-
fers to consumers., They have proceeded along the common-sense
lines that work and production alone constitute the real source
of the wealth of a community, and have regulated money to the
subordinate though very important role of financing investment
in all 1ts forms, including output of every kind -- but chiefly
output in the production goods industries; and they have left
1t to the investment and employment thus created to produce
incomes and savings. In the process they have adopted what,
in appearance at least, has been a purely inflationary policy,
inasmich as the money (it is entirely immaterial that it should
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have taken the form of bank credit and not of paper money) has
been created by the Reichsbank and the banking system as a

whole in advance of the production of wealth — though not,...,
in advance of the orders for the production of wealth +...cevs,

"It would appear that, in adopting this policy, the Germans
were governed not by considerations based on economic theory and
analysis, but rather by the necessities of the situation in
which Germany found herself in 1933, At that time the produc-
tion goods industries were abnormally depressed and suffering

from vast unemployment. By contrast, the consumption goods
industriees were doing relatively well. It was natural, there-

fore, to apply the stimulus of State orders to that part of the
economic system which was hardest hit, and where, moreover, con-
siderations both of the supply of raw materials, and 'labor in-
teneity' made it probable that a given expenditure of public
funds would give rise to the maximum amount of new employment.
Moreover, the decision not to devaluate had left the German
price level above that of the countries which had devalued their
currencies, and made it imperative to do nothing which could
ralse initially the general level of prices, such as allowing
wages or individual prices to rise,or relying upon an expansion
of consumers' demand reacting back on the demand for the products
of this investment goods industries....In these circumstances to
have attempted to finance consumption would have been worse than
useless, so the only alternative left was to concentrate every
effort upon creating employment and stimulating output."l/

The fact that both the "investment multiplier" and the "employment

mltiplier"?/ showed low value during 1932-34, has been explained by the

same student of German economy on the basis of the following reasons:

a+« There was inevitably a time-lag between the growth of out~
put in the production goods industries (which were chiefl
favored by the various programmes for creating employment
and the growth of income and with it expenditure on, and
employment in, the consumption goods industries. So long
also as there were considerable stocks in existence the
rate of creation of new income was retarded.

1/ Guillebaud, op. cit. pp. 214-216.

2/ The "investment multipliert expresses the relation between a given in-
crease in groes investment and the resulting increase in total national
income; the "employment multiplier" measures the ratio of the incre-
ment of total employment which is associated with a given increment of
primary employment in the investment (production goods) industries.

31



b.

d.

Ea

f.

120976

The official policy of stabilizing prices, and above all,
wages, prevented the upward swing of activity from being
reflected in higher money incomes per head.

The early public works schemes were "labor intensive", i.e.,
they were designed so as to give the maximum amount of em-
ployment for a given expenditure of public money. They
consisted largely of worke using ungkilled labor, and the
workers employed were mostly pald according to the lowest
wage scales.

The large numbers of those engaged in labor service, emer-

gency relief works and other forms of substitute employment
(800,000 for the average of 1934) were paid in kind rather

than in money, so that their incomes were not ai?ad to the

money total of incomes from wages and salaries.

The first and most urgent uses to which new individual
incomes were put were to pay off past debts, to restore
cash balances to a reasonable figure, and to replace sav-
ings which had been consumed.

Very considerable repayments of foreign credits and loans
were still being mede during this period. To this must be
edded the interest service on such portion of the fuz?ign
debt as was not affected by the transfer moratorium,2

The works program of the German government showed itself first

and foremoet in the development of building activity. From the begin-

ning of 1933 there was a continuous increase in the volume of building,

and the seasonal reduction of employment during the winter months was

surprisingly emall, The number of unemployed workers in the building

trades, which amounted in the first quarter of 1933 to about 921,000,

fell in the first quarter of 1934 to 390,000 and in April, 1934 to

1/ The monthly cash income of "land helpers" amounts to between 15-25
marks, whlle their main income takes the form of free board and
lodging. Those undertaking "voluntary labor" receive their board
and lodging and clothing and in addition, pocket money amounting
to from 25 to 40 pf. per day. Reichskreditgesellschaft, Report
for firet half of the year 1934, p. 27.
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230,000, The government policy affected also the building of private
houses, Thus in the first quarter of 1934 some 11,400 new apartments
were constructed by alterations to existing houses, as compared with
54200 in the first quarter of 1933.13

Teking all facts into account, it may be said that though Germany
was beginning to experience a normal upewing of the buesiness cycle,
recovery would probably have been retarded (in view of conditions in
the money and capital market) had it not been for the stimulation of
the public works program. Also, the effects of this program were en-
hanced by the magnitude of the sums allocated, by the method of finane-
ing, and especially by the speed and energy with which it was put into

effect.gf

B. The Second Phase of the First Four-Year Plan 1935-1936

The first two years of the First Four-Year Plan while register-
ing considerable success for the reemployment policies of the govern-
ment, created certain difficulties and problems. The possibilities of
new works projects were reaching a limit, the credit expansion facili-

ties of the Reichebank were being strained, prices were showing a

1/ Reichskreditgesellschaft, Report for first half of 1934, p. 14,
2/ By far the greater part of the sums actually expended to the end

of 1934 arose out of schemes which were only initiated during the
courge of 1933,
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tendency to rise, the balance of trade was becoming more and more un-
favorable, and there was increasing doubt as to the ability of the
government to carry its program forward.

There 1s no question that these difficulties were a factor in the
development of the new domestic and foreign policies which marked the
second phase of the Firgt Four-Year Plan. In any case, they rein-
forced the general Nazi aims which resulted in the remilitarization
of Germany and in strengthening the trend toward the reorganization
of German economy on & war preparedness basis, (Wehrwirtschaft)

The interaction of the difficulties indicated and of general Nazi
political aims affected the public spending program of the German gov-
ernment in a number of ways. . The moet important developments were to-
wards rearmament, the increasing control of the government over the
capital market, the reduction of the long-term rate of interest, the
issue of long-term loans, and the extension of price and foreign trade
controls.

1. Public Works and Rearmament

It was in March, 1935, that Herr Hitler announced the withdrawal
of Germany from the Disarmament Conference and the reintroduction of
conscription. On August 24, 1936, the two-year compulsory military
service was introduced.

The public works undertaken in 1933-34, which were the main driv-
ing force of the economic recovery of the first phase of the First
Four-Year Plan had as their primary objective the reduction in the

number of unemployed. Beginning with 1935, the dominating consideration
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became the task of effecting the rearmament of Germany within the
shortest possible period. Some of the earlier work projects, es-
vecially the construction of super-auto-roads (planned for & period
of ten years) were continued, but the bulk of these employment pro-
grams was carried toward completion in 1935. They were now sub-

stituted by huge orders for arms and munitions, automobiles, tanks

end war ships, construction of barracks, serodromes, munition facto-

ries which began to be built on a vast scale end with feverish haste.
This shift from the usual employment schemes to armament orders

meant considerable structural changes in production and employment.

It accentuated the predominance of the production goods industries.

It created a greater demand for skilled labor. It affected the compo—

sition of the national income. It plaeyed a large part in subordinating

the German economy to greater government control, as indicated further

on.

2. New Methods of Financing

It was estimated at the time that the total additional budgetary
and extra-budgetary rescurces of the Reich from 1933 to the end of 13935
used for public works and rearmament were approximately 18,000,000,000
R. M. The total cost of employment schemes and public works of a non-
military character was estimated at some 6,000,000,000 marks during

the years 1933-35,1/ Consequently, the amount available for rearmament

1/ Quoted in the address of Assistant Finance Minister Reinhard at the
Nuremberg Party Convention on September 15, 1935.

,r.
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must have been roughly 12,000,000,000 marke, and it is this figure
which has been quoted as having been spent during 1935-36. In
financing these expenditures, the Nazi government reversed itself on
gome of its policies of 1933-34, while also having recourse to some
new devices.
a. Reversal of Tax Policy

As pointed out earlier, during 1933-34, the Nazi government
pursued the policy of tax reductions and exemptions as a means of
stimulating recovery. During 1935, this policy continued, but in
1936, the policy was reversed. Certain tax abatements granted pre-
viously were revoked. Thus, the tax exemptions to encourage the
building of small homes which originally were to remain in force un-
til March 31, 1938, were abrogated in November 1936 insofar as the
construction of the homes in guestion would not be completed up to
September 30, 1937, The change of policy was motivated by the fact
that the building trades were now employed to capacity and there was
even a shortage of certain bullding materials so that the original
intention of the law to stimulate building activities had lost its
meaning. Furthermore, existing taxes were raised and greater strict-
ness was applied to thelr assessment and collection. The corporation
income tax was increased 50% (on August 28, 1936). A new tax on de-
valuation profits was imposed. Important duties on gasoline and ben-

zol were raised.
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As a result of the improvement in tax revenues due to these policies

and to the results of government expenditure which boosted incomes, pri-

vate spending and savings, a greater part of the Reich total expenditure
in 1936 could be provided for from taxes. According to semi-official
estimates, one quarter of Germany's national income was absorbed in 1936
by taxes of the central gnvernment.l/

b. Long-term Loans

The strain imposed on the Reichsbank by the rapidly increasing short-
term debt forced the government to seek ways and means of strengthening
the capital market and of mobilizing the financial resources of the countr;
in the interests of govermment long-term credit. What the Nazi government
contemplated was to reduce the long-term rate of interest and to convert
as large a part of the floating indebtedness into long-term government
loans.,

The first step in this direction was taken by the "Loan Stock Law" or
"Dividend Limitation Law" (Anleihestockgesetz) of March 29, 1934, which
provided that an amount equal to profits earned by & company in excess of
6% (in some cases 8%) should be invested in government bonds. This invest-
ment called "loan stock" was to be carried on the company's books and bal-

ance sheet as a "blocked investment" among its assets for a pefiod of two

1/ This estimate excludes the levy on business for the export subsidy
fund, contribution toward the "Winter relief fund", the "Adolph Hitler
Spende", etc., and the contributions of German workmen and employees

toward the unemploynent relief fund.

37



120976

years, after which the company recovered the right of free disposal of the

loan stock, It could then sell the bonds and distribute the proceeds amnhg
its shareholders,

On December 4, 1934, a new law was passed which compelled German cor=-
porations to invest not an amount equal to the surplus dividend distributed,
but the surplus dividend itself regardless of the fact whether the amount

' in excess of 6% represented an increase over the last year or not. The
.| investment of the "Loan Stock" in the new law was not left to the discre-

| tion of individual companies, The amounts in quaatian had to be remitted
to the Golddiskontbank, which invested them on behalf of the shareholders
in Reich loans, and administered the "loan stock" as a trustee in the in-
terest of holders, The effect of this legislation was to make stocks un-
attractive and to create additional demand for government hcnds.;/ The
new Bank law and the Credit Regulation Act, passed at tha same time, ﬁrc-
moted the same aim by including fixed interest securities, which were eli=
gible as collateral against Reichsbank loans, in the liquid reserves qf

the credit institutions and by other provisions,

l/ In accordance with the purposes of this law, the Stock Exchange Com-
mittees almost without exception rejected the admission of new stock,
and even made the readmission of shares of reorganized companies con-
ditional upon banks keeping for a certain period the new shares that
they took over, in order that they should not impair the sales of pub-
lic bonds, As a result despite the spectacular expansion of industrial
output the issue of new shares in 1935 remained at the extremely low
level of 1934 and the issues of private bonds were also inconsiderable,
Thus, by tightening its control over new emissions, the Nazi govern-
ment curtalled the demand of private business for capital and monopo~
lized the capital market for its own requirements,
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The Nazi government then took measures to reduce the long-term ihter-
est rates by converting outstanding public and mortgage bonds (amounting to
over ten billion R.M.) from a basis of 6 1/2 to 4 1/2 percent intarast.l

In order to bring this result about, all the forces of propaganda were mo-
bilized. The transaction, voluntary in form, was compulsory in essence..
In February 1935, the government negotiated an agreement with the banks for
reducing the interest rates prevailing between the banks and their clients.
During 1936, it promoted the conversion of industrial bonds to a lower in-
terest basis. Finally in July 1936, the interest on private (noh-agricul-
tural) mortgages was regulated and reduced.

Having thus prepared the ground, the Nazi government issued consoli-
dation loans in 1935 amounting to 1,800,000,000 R.M, for a period of 27
years, and another loan (National Railway Loan) in January 1936 of
500,000,000 R.M. for a similar period. In addition, Treasury bonds re-
deemable in 10 years were issued in 1935-36 to the amount of about
2,000,000,000 R.Me The bulk of these issues was placed directly with the

banks, savings banks and other credit institutions and insugance companies

1/ To stimulate the conversion, the government offered a single tax-—free
bonus of 2% to converting holders. If the holder did not agree to the
conversion he was allowed to continue to draw the former rates of in-
terest, but his bonds ceased to be quoted on the Stock Exchange and
were no longer eligible as collateral at the Reichsbank. Over 99%¢ of
the bonds were converted. It has been pointed out that the success aof
the operation was due not only to the credit controls described above
but also to the fact that the foreign exchanges were strictly con-
trolled so that no funds could be transferred abroad.
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without passing through the regular channels of the capital market., In
September 1935, 500,000,000 R. M, in the form of 434 Treasury bonds re-
deemable in 10 years were offered for public subscription, but the bulk
even of this issue was taken over by the banks and did not reach the pub-
lic, However, two other bond issues of the same amount each were offered
for public subscription in 1936, All told, the Nazi government succeeded
in 1935~% in placing primarily with the banks, and only to a small extent
with the general public, long-term loans to the amount of some 4 billion

marks.

c. "Special bills"

As a larger part of the government expenditures in 1935-36 was covered
by taxes and long-term loans, the portion covered by short-term borrowing
was somewhat reduced. But neither the growth of the tax revenue, nor the
issue of long-term loans could provide the billions of marks which the
Treasury needed, and short-term borrowing remained the chief method of sat-
isfying the Reich's requirements.

The instruments of short-term borrowing of 1935-36, were no longer
termed "employment creation hills,"l/ but 'special' bills (Sonderwechsel).
These bills had a nominal currency of six months, being discountable at
the Reichsbank at the end of 3 months, and were renewable without limit,
The extent of this credit expansion produced by the policy of issuing

"Sonderwechsel", or special bills for armament and other purposes, may be

1/ The "employment creation bills," were bought up by the government by
the end of 1937,
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estimated on the basis of the statistics of bill holdings by public and
private banks, The figures are given in the table below.
Table Bills held by banks on October 31

of each year
Bank In mi;lions of R.M.

1932 | 1933 | 1934 | 1935| 1936
Reichsbank sevsvevesssreaseed 2,897 | 3,162 | 3,729 | 4,110 | 4,942
Golddiskontbank u.vesseyyeend 324 251 2186 697 625
5 Special Institutions +/.... 194 | 284 | 464 6| 851
5 Big Berlin Banks .........d 1,674 |1,689 | 2,017 | 2,167 | 2,569
State and Provincial Banks... 558 668 921 1,022 | 1,060
Other Credit Institutions ... 963 1,491 | 2,137 | 2,525 01
Total bills held by banks ... 6,610 | 7,545 | 9,486 | 11,200 | 13,066 2/

Source: Reichskreditgesellschaft, Annual Economic Review for 1936,

1/ Deutsche Bau-und-Boden Bank; Bank flir Deutsche Industrie-Obligationen;
Dikont-Kompagnie; Deutsche Verkehrs-Kredit Bank; Bank der deutschen
Arbeit. i

2/ These figures are by no means exhaustive since growing amounts of
"Sonderwechsel" were kept by industrial corporations for a more or
less considerable period after they had received them in payment
for deliveries and services. :

d. How was the financing made possible?

There was much discussion at the time as to how Germany was able to
provide the financial resources for its huge public works and rearmament
program and many observers believed that the financial strain would soon
prove too great. The Reich's financial performance during 1935-36 has

since been explained as follows:

l. The increase in economic activity and the consequent growth of

profits and of the national income enabled the government to increase
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congiderably ite revenues from taxation. Total ta# revenues in 1935-36
was 600 million R.Ms. higher than in the previous boom of 1928-29 when
it amounted to about 9 billion Raichamarka.lf

2. The economic revival and the fall in unemployment improved the
financial position of the Heich Unemployment Office. The Office was not
only able to dispense with all extra contributions gnd assistance, but
to obtain a surplus and to accumulate reserves. Gcﬁpulaa:w'contrihu-
tions to unemployment insurance, which were raised'&uring the crisis
from 3-1/2p of wages to 6-1/2% (in 1930) were mainteined at thip high
level. The insurance taxes and other compulsory contributions were de-
voted to the purposes of public investment and capital accumulationagf

In 1936 the receipts of the Unemployment Relief Board considerably ex-

ceeded the amount paid in unemployment benefits, and the balance contri-
buted in the form of investment in government bonds o£'ahnrt—tanm obliga-
tione, toward the general resources of the Reich.

3. The large sums needed for private investment in plant and
machinery as output in certain industries reached capae?ty wae increas-
ingly obtained from the profits of industry itself. Iﬁ 1934 for the
first time a balance of profit was realized amounting to about 750 mil-
lion Reichsmarks. In 1935 net profite probably rose to well over 1,000

million Reichsmarks. The effect of the Dividend Limitation Law of 1934

1/ See table in Appendix.

2/ Relchskreditgesellschaft, Report for first half of 1936, pp. 48-49,
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and of the restrictions on new capital issues caused firms to reinvest
much of thelr undistributed profits in their own busineess.

4: The growth of incomes which followed the expansion of produc-
tion and employment increhsed the savings of the general public, and a
large part of these savings flowed into the savipge banks and 1naurgnca
companies. Total deposite with the savings bankﬁ increkedd by 704 mil-
lion Reichemarks in 1934 and by a further 970 million Reichemarks in
1935. The savings banks and insurance =ompaniaafﬁere able to subscribe
to an amount of 1,206 million Reichemarlks of gcva;nment obligaetione in
1935 end of 1,323 million Reichsmerks in 1936.

5. By banning or severely restricting all pr}vatecapital issues,
the government monopolized the country's savinge and capital resources
for ite own ends. "The open capital market is caqg?etaly overshadowed
by public enterprise. The issue of private aacufitiaa has ... been ex-
traordinarily low. During the four years 1932 tDZEQSE the total issue
of new shares amounted to as little as 540 million Reichsmarks. :.{ Dur-
ing the eixty years and more which hag elapsed ninﬁb private enterprise
came to be based on the joint-stock principle, no economic revival hag
ever taken place in which new induetrial and commercial issues have been
8o low as they are now. The peculiarity of the present situation is
due, partly to the emphasis on public investments, but partly also to
the increased importance which has attached to expansion by means of
undistributed profita."lf +++ It was estimated that public borrowing dur-

ing 1933-36 absorbed 90% of the country's net accumuletion of capital.

1/ Reichekredaitgesellschaft, Report for firet part of 1936, pp. 50, 51.
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6+ The use of totalitarian methods of "persuasion", involving the
threat of force, in carrying out the conversion operations in 1935 and
the long term loans of 1935-36. With the aid of thede methods, the Nazi
government succeeded in refinancing in 1936 floatihg debts of over 2
billion marks, or & total of nearly 4 billion markﬁ during 1935-1936.

7. The government made uge of the liquid resources of the cuunhrr
by a serilee of inganiuga devices such as the ”emplgfmant creation bills,"
the “aalawechsel"lf and the "speclal bills". Buningau enterpriges and
the banks were in a condition of liquidity owing to the fact that stocks
and inventories were low, sales were brisk, profits good, and long term
investments either in domestic or foreign private lspues were either
forbidden or greatly raatricteu.ﬁf The government used the Reichsbank
and other public banks to the full to carry ite shcrt;term obligations.

The role of the commercial banks as direct lenders to11nduatry and trade

1/ TFor description of Solawechsel, see p. 47.

2/ The abnormal liquidity of the German money market did not come to
an end in 1936. This seems to indicate that the process of liguida-
tion of stocks and inventories (not replenishable owing to import
difficulties and scarcity of domestic materiels) has not yet been
completed and continues to be one of the main contributory factors
in keeping money plentiful and money rates low. Also, the compul-
sory accumulstion of untransferable sums due to foreign creditors
8till eerved to increase the funds eeeking short-term investment
and used principally for the purchase of short-term government
paper. Finally, the liquidity of industry fully employed and fi-
nanced by government orders determined the fluid condition of com-
mercial banke. See Douglas Miller, Annual Economic Review, Germany

-
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was greatly reduced. The banks took an increasing part in the financ-
ing transections of the government by increasing pheir holdings of gov-
ernment securitiest/ and by discouinting the "special bills". On the
other hand, the Reichsbank decreased its holdings of securities during
1936 and increased ite rediscounts of bills. By 1936, about 95% of all
bills held by the Reichsbank represented directly or indirectly govern-
ment obligations. In 1935, for example, the Reichubank discounted bills
to the amount of 36.9 billion Reichsmarks. Of this emount, commercial
rediscount credits amounted to only about 3 billion marks. In other
words, over 90% of the Benk's rediscount credits represented the discount
of employment and special hilla-af

The existence of this huge "unrecorded" floating debt, in the opin-
ion of many at the time, represented a serious danger. A financial or
political upheaval or panic, it was said, would cause banks and business
meén to rediscount their holdings of government bille with the Reichsbank,

which would naturally result in a brisk increhse in the note issue at

1/ The total of these securities rose from 569,000,000 Reichsmarks in
1934 to 817,000,000 in 1936.

2/ See Douglas Miller, op. cif. The vosition of the Relchsbank was
eased to a considerable extent by the issue of the "Solawechgel
referred to above. The Solawechsel was a promissory note lssued
by the Golddiskontbank. These notes were igsued for 3 months and
were rediscountable at the Reichsbank. These notes offered the
banks an extremely liguid form of short-term investment. With
the proceeds from the sale of Solawechsel the Golddiskontbank
purchased "employment bille" and "special bille" from the Reiche-
bank and thus sased the latter's position.
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least by several billion marks. The anewer to that was that in the
firet place, a large portion of these bills held by the banks and in-
dustrial corporations was not even formally eligible for rediscount with
the Reichsbank. Second, it was particularly pointed out that, under

the conditions in Germany. the danger of such a "éun on the Reichsbank"
was & practicel impossibility. The means of control of the Nazi State
were so complete and effective that it was antirgly in the powers of

the govermment to avert such a danger from the at;?t. In fact, it

could probably stop such a "run' by a compulsory transformation of the
bills into a long-term loan. I

But the operations of the Nazi government were gupnorted also on
general grounds. The theory was advanced that ahartdgarm and indefi-
nitely renewable employment and armament bille did not represent a lia-
bility of the German Government, -- at least not before .their maturity,
when they were to be either redeemed or refinanced by the issue of long-
term bonds. Furthermore, these bills were said merely to "antigipate"
public revenue of the next three or five years.

What actually hapvened was that the whole credit system was made
to work on State or government credit instead of private credit. The
private German capitalist, whether owner of stock in a company, a de-
positor in a bank, or the holder of an insurance policy, was exchanging
his capitel for an obligation of the Reich. The Nazi government could
accomplish that by ueing its politicel pressure and also by making the

banks legally as well as practlically agents of the Reich government.
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3. The "New Plan" for foreign trade

The German balance of commodity trade had been deteriorating stead~-
lly since 1931. DNeverthaless, when the Hitler government came to power
in January 1933, Germany still had a considerable export surplus. But
in 1934 there was a fall in exports and an expansion of imports. The
total value of exports in 1934 was only 44% of its value in 1931, Im-
ports in 1934 exceeded exports by 284 million marké. The decline in ex-
perts was caused largely by the growing disparity between German and
forelgn prices, by the growing competition of countries with devaluated
currencies, by the wide extension of tariffs and exchange restrictions,
and by boycotts in several countries against German goods.

Ever since 1931 there had been a measure of exchange control in
Germany, tut it had been administered chiefly with the aim of limiting
the withdrawals of foreign credits from Germany in order to safeguard
the external value of the mark. The limitation on transfers did not af-
fect, however, the short term debts owed to foreign banks which were
regulated by the "Standstill agreement" of September 1931. Also, until
June 1933, foreign exchange was readily available for the payment of
interest.

Beginning with June 1933, the Nazi government began to tighten its
control of foreign exchange. In June 1933, a law was passed restricting
the transfer of income derived by foreign creditors from their property

in Germany. The transfer of the full interest and sinking fund payments
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of the Dawes Loan and of the interest on the Young Loan was continued,
but beginning with July 1, 1933, the sinking funds on all other loans
were suspended, and only half the interest was transferred in foreign
currencies to the end of 1933,

By the summer of 1934 the exchange position had much deteriorated.
Tﬁe reserves of gold and foreign exchange were practically exhausted and
it was no longer possible to continue transfers under the previous ar-
rangement. In June 1934 transfer of interest by foreign exchange pay-
ments was completely stopped in principle, and foreisgn creditors were
offered ten-year Funding Bonds, bearing interest at 3%. The vrovisions
excepting the Dawes and Young loans from transfer restrictions were also
abrogated as from July 1, 1934,

The whole system of foreign exchange control was breaking down. The
system in force was one under which German importers were given a foreign
exchange allotment in proportion to the amount they had imoorted before

1931. 1In February 1934, the allotment was 50%, but by May 1934, it had
fallen to 5%, and finally a day to day allotment was introduced.

Thus, the Nazi government found itself confronted with the alterna-
tive of devaluation. Widespread rumors of such devaluation, combined
with rising internal prices of a number of commodities, led to a wave of
hoarding purchases which depleted retailers! stocks and led to larze or-
ders of consumption goods. The government was impressed by the sensi-

tiveness of the public to the mere hint of devaluation, but there were
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other reasons which weighed with it., If Germany devaluated in 1934,
other countries might devaluate their currencies still further. It was
doubtful whether Germany would have been able to stand the abolition of
exchange restrictions, since large amounts of capital wers eager to emi-
grate and could hardly have been restrained in the absence of control
over the exchanges, The ‘stability of the German price structure would
have had to be sacrificed and the economic aystem would have bteen domi-
nated by international trade factors.

The Government decided against devaluation, and in September 1934,
Dr. Schacht announced the so-called "New Plan" for foreign trade. The
system of foreign exchange allotment by quotas was fgplacad by a system
under which a foreign exchange certificate had to be obtained for every
individual transaction before an order abroad could be placed. The "New
Plan" was designed to hold imports strictly to the available amount of
foreign exchange. Purchases were to be confined as far as possible to
countries which bought at least equivalent amounts from Germany. Prefer-
ence was to be given to imports of needed raw materials. The administra-
tion of these regulations was entrusted to 25, later 27, boards, which
not only controlled the source and qantity of imports, but raticned the
supply and restricted the purposes for which many raw materials might be
used.,

Under the "New Plan", Germany shifted its imports as much as possible

to countries with which it could arrange clearing agreements which obviated
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the use of foreign exchangﬁ.éf By the middle of 1936, Germany had con-
cluded 28 such clearing agrecments. Since these agreements enabled Ger-
man importers to pay in marks, the Reich cuvereﬁ as much of its import
requirements as possible through this clearing procedure while reducing
imports from non-clearing countries to the level of their purchases of
German goods. Countries dependent on the German market saw little al-
ternative but to increase their imports from the Raigh in order to liqui-
date outstanding mark balances and to permit the continuation of German
purchases. This became increasingly true of Southeastern Europe where

German trade penetration grew apaca.ﬁf

1/ The clearing agreement operates somewhat as follows: importers in
each country make payments in their own national currency, and these
are deposited in a clearing account usually established with the
Central Bank. Out of this account exporters are in turn reimbursed.
If imports fail to equal exnorts, a balance accunulates in favor of
one of the two parties to the agreement. Since the transfer of
foreign exchange is in most cases not allowed, such a balance can be
liquidated only if the creditor country curtails its sales to, or
increases its purchases from, the debtor state.

gj Germany bought heavily in these countries linking thereby these
countries closer to the Reich. Often it bought more than its own
requirements and resold the surplus abroad in return for foreign
exchange. The exports surplus in Germen trade with Southenst Europe
in 1932 was converted into an import surplus., The clearing balances
accumilated in Berlin to the credit of Southeastern countries could
only be liquidated by buying more manufactured goods from the Reich.
These goods, however, were often of Germany's choice, and commanded
prices higher than comparable goods in the world markets. But there
were some genuine and real advantages to these countries in dealing
with Germany. The producers of raw materials and azricul tural prod-
ucts in Zastern Europe were offered contracts by Germany to take
fixed, or even unlimited quantities of certain crops for periods up
to ten or 12 years at predetermined prices, payable through clear-
ings in German goods, the prices of which were also fixed by con-
tract. This promise of stability was an immense attraction to produc-—
ers who for years had suffered from violent movements of world prices.
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Ann?har device introduced under the "New Plan" was the eo-called
Aski Mark, -With iatin Amarica especlally, Germany arranged her trade
on a compensation basis which took either the form of direct bargaining
(such as the exchange of Brazilian cotton anﬁ coffee against German
menufactured goods), or of private compensation against payment in Aski
marks., (Auslaendersonderkontern fur Inlands-Zarlungen),

Under the Aski system, suppliers of materials sold to Germany re-
celved payments in a special category of marks which were available for
counter-purchase of German goods, usually at a rate below the official
exchange rate, The value of the Aski mark varied from country to coun-
try, and was not transferable from one country to another, al though
they might be sold internally, In practice, the use of the Aski mark
had much the same effect as a clearing agreement in that it enabled Ger-
many to obtain supplies of raw materials in exchange for German gooda.lj

The control of the foreign exchanges was ntaaﬂily tightened as
shortages in Germany became more serious. On December 1, 1936, a decree
was passed ordering capital punishment for wilful failure to surrender

forelgn exchange or for any illegal attempt to export capital.gf

L]

1/ Germany used the blocked mark scheme of purchasing at what seemed to
be attractive prices, but by placing restrictions on the types of
goods she was willing to export, restricted sales eso that blocked
marke accumulated in the hands of Latin American banks, In some
instances, experience showed that the terms of trade were not as
favorable as the Latin American nations had hoped and resistance
bezan to develop,

2/ For details of the system see the reports on Exchange Control and
on clearing Agreements published by the League of Nations, 1936-
1938. The Reports of the Foreign Policy Association have also
been drawn on for the material in this section..
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The "New Plan" was costly and cumbersome, The restriction of im-
porte in face of a growing demand of industry involved the rationing of
raw materials inside the cnuntry.l/ The deéclsion not to devaluate but
to malntain the nominal extermal ¥alue of thé mark, left German whole-
sale prices mich above the level of world prices, and made it necessary
for export prices to be subsidized. The device adopted was a levy on
industry (Exportumlage), operated through the Group organization, In
theory, the levy was voluntary, but in practice it could not be evaded.

But the "New Plan" accomplished its main purpose, Whereas the
balance of trade in 1934 had shown an excess of importe over exports
of 284 million R.M,, this was transformed in 1935 into a favorable bal-
ance of 111 million R.M., and this balance increased to 550 million R.M,
in 1936, The "New Plan" also had the advantage of making possible the
stabilization of the German internal price level and the prevention of
large-scale capital exports. It ensured that Germany would not import
more than she could pay for with her exports and that she could direct
the flow of her exports to those cauntriEQIWhich were prepared to ac-
cept her goods and whose goods she wished to buy in return., Without
this control it is hardly conceiveble that Germany could have maintained
8o high a rate of internal expansion as she did in 1934-36 and after, on
the basis of so small a volume of imports, Nor could she have carried

through the financial operations on which the Four Year Plan was based.

1/ In many cases manufacturers were unsble to obtain the raw materials
which they had been accumtomed to use or found their supplies ra-
tioned, The small man, especially the handicraft workers whosge
requirements were easily overlooked, tended to come off worst.
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4+ Stabilization of Priceg and Wages

The recovery formula of the Nazis called for an extension of pro-
duction, but for a strict maintenance of existing wage and price levelsi
Exception was at first made in favor of farm prices which were to be re-
adjusted upward, but after 1934 even agricultural prices were to be
subject to the general rule.

On the whole, the Nazi government succeeded in maintaining wages
at the level existing at the beginning of 1933. Wage rates during 1934
were regulated by wage schedules taken over from the collective wage
agreements concluded before the Nazis came to power. The only substan-
tial difference was that wage scales previously negotiated between worlk-
ers and employers were now imposed by the Labor Trustees appointed for
the thirteen districts into which Germany wes divided for this purpose.

The stability of wege rates mey be seen from the following tahle;

Average Wage Rates in Pfennigs per Hour

Jan. 1 |Jan. 1 |Jan. 1 |[Dec. 1
Class of Workers . 1934 1935 1936 1936
Male Skilled Workers 78.3 78.3 T8.3 78.3
Male Semi-gkilled Workers 68.1 B8.3 68.3 68.3
Male Unskilled Workers 62.1 62.2 62.2 62.2
Female Skilled and Semi-skilled Workers 51.6 51.6 51.6 61.6
Female Unskilled Workers 43.3 43 .4 43 .4 43 .4

Source - Reich Statistical Office,

On the other hand, the control of prices was neither so easy nor so
effective. From 1934 on, there were a number of factors which tended to
raise wholesale and retail prices as well as rents. Among these factors
were the shortage of grain and especially fodder crops, the drastic re-

strictions on imports of raw materials, the higher costs of substitute
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products, the price-raising molicies of the cartels, higher prices phid
under clearing agreements, the higher taxes, the higher money incomes in
the hande of the people, etc. These price ralsing factors created diffi-
cult probleme of control with which the government had to cope contihu-

ously.

During 1934, the Nazi government issued decrees setting maximum

T

prices for various commodities, and a multitude of government asgencies

were set up to enforce them. As overlapping and conflicts developed,

the government on November 6, 1934, appointed a Reich Commissioner for
Price Control whose powers were several times éxtEndad to cover more
articles. All price increases had to have the approval of the Commis-
sioner.

Still, during 1935, discrepancies davelapad between the official
prices fixed by the government and those actually paid by manufagturers,
dealers and consumers. There were various kinds of "concealed" price
increases and much "boot-legging" , especially in the form of illiecit di-
rect dealings between farmers and urban consumers. Also, while many
prices remained fixed, inferior goods were substituted for those for
which the prices were fixed, Despite all regulations, the indexes of
prices for all goods rose durlng 1935. Zven rents began to show an up-

ward trand.lf

1/ Rents, after three years of stability, showed a decided upward
trend. This applies in particular to cities, where the growth of
population has been particularly strong owing to lbecation of gar-
risons of the new army, or to the construction of arms and muni-
tion factories. 1In the beginning of January, Minister of Labor
igsued a circular pointing out that any increase of rent would
endanger the government's policy of price and wage stability. He
threatened with government intervention in case thies voluntary re-
striction of rents should not prove effective. See Douglas Miller,
op. cit., 1935, p. 65.
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On June 30, 1935, the control of prices was degentralized and handed
over to various ministries. Forty-nine price control commiesioners (gen-
erally the governore of the provincial States) were entrusted with the
supervision of the price regulations. Propaganda was intensified for
the slogan, "Production Boom, (Mengenkonjunktur) but not Price Boom
(Preiskonjunktur)". But the problems persisted, and in the fall of 1936,
a new Reich Commissioner for Price Control was ap?uinted.

According to officisl eestimates, the cost nfli#?ing in Germany rose
by 5.4% between 1933 and 1936. Conservative unafficial estimates placed
the increase between 15 and 20 percent. An idea of the decline in real
wages 1s indicated by the following tabls.

Table Total and Average Per Capita Earninge of Wage Earners

Incomee from Total Number of Labor Money Income
Wages and Persons Employed ver Person

Year | Salaries (Yearly Average) Employed

1929 43,000,000,000 R.M. 17,870,000 2,402 R.M.

1932 | 25,700,000,000 12,680,000 2,089

1933 26,000,000,000 13,080,000 1,986

1934 | 29,300,000,000 15,090,000 1,940

19356 | 32,300,000,000 16,000,000 2,019

1936 34 ,500,000,000 17,160,000 | 2,006

Thus, after a slight increase in 1935, the average labor income
per person employed was still somewhat lower in 1936 than in 1932. 1In

view of the increase in the cost of living, as estimated above, this

meant a substantial decline in average real wages.
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5. The "Abolition of Unemployment"

At the Nuremberg Congress of the National Socialist Party in Septem—
ber 1936, a "proclamation" was read which claimed that the main objec-
tives of the First Four Year Plan had been obtained and that unemployment
had been "abolished". According to the official statistics, the number
of registered unemployed in October 1936 had fallen to 1,076,000, This
million of unemployed, according to an inguiry conducted by the M%nistry
of Labor, included an "unemployable residue" of 237,000 perscns who could
not be employed on account of age, infirmity or other disqualifications.
Some 94,000 were found to be not fully employable in their own trade.

The number of fully employable was 745,000 but of this latter number only
273,000 were suitable for transfer to other districts with acute labor
shortage; of these, only 162,000 were skilled workers, Also, owing to
the shift of production to rearmament, there was develoving a shortage of
skilled workers in the machinery and allied trades.

The claihs of the Nazl government were disputed at the time, The
facts, in so far as they can be dlsentangled from propaganda and counter-
propaganda, seem to have been as follows:

1. A considerable number of workers were absorbed outside the indus-
trial process. According to the report of the Reich Minister of Labor
for 1935, the calling-up of men for military service and the labor serwv-
ice "greatly relieved" the labor market., The total number of workers

absorbed cutside the process of production has been estimated at not less
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than 1.5 million at the end of 1935. Thus, about 45% of the decrease in

unemployment from 1933 to 1935 may be attributed to this cause,

Table Absorption of Workers Outside Industrial Production
1933-1935
Average No. of Workers Absorbed
Scheme
1933 1934 1935
Labor Service 200,000-250,000 | 200,000-250,000 200,000
Agr. Assistants ( ? ( 150,000 (150,000
The "Year on the |( 7 ( (
Land" ( ( (
Marriage Loans 150,000 565,000 523, 000
Additional Domes- :
tic Servants 100, 000 170,000 180,000
Total 480,000~500,000 | 885,000-935,000|1,000,000-1,100,000
Inc., Military
Service | 1, 500,000

Source: Institute flir Konjunkturforschung, Wochenschrift,
21 March 1936

2. The average hours of work, after rising slightly in 1933, re-
mained more or less stationary in 1934-35,

3. The total increase of employment and decrease of unemployment
was greater during 1933-34 than during 1935-36, as may be seen from

following figzures:
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Total Number Total Number
Tear Employed Unemployed
1932 12,518,000 5,575,000
1933 13,016,000 4,804,000
1934 15,041,000 2,718,000
1935 15,949,000 2,151,000
1936 . 17,097,000 1,583,000

4, The increase in employment took place chiefly in a fow in-
dustries. TFrom the middle of 1233 to the middle of 1536, about
80% of the total increase in employment took place within the capi-
tal goods industries, 45% of the increase falling within the build-
ing trades with their subsidiarics. The increasc of omployment
among workers in trade and transport was 17% and only 14% among
salary earners.if Seven branches of industry contributed toward
the absorption of some four million unemployed up to the end of
1936.

5, As the public works schemes of 1933~34 reached completion,
there was a slowing up of reemployment. In fact, during the last
months of 1935, there was a rise in the number of registered un-
employed. But reemployment was greatly stimulated by the progress

of the rearmament program in 1936.

1/ Reichskreditgesellschaft, "Germany's Economic Development at the
Turn of 1936-37" p, 31,

®
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6, Production and Consumption

As already pointed out, the years 1935-36 saw an accentuation of
the divergence between the production and consumptlon goods industries,
The index of the production goods industries rose from an average of
77.2 for 1934 to 99.4 for 1935, and 119.3 in October 1936 (1928 = 100).
The index of output of the consumption goods industries advanced from
91, for 1935 to 102,4 in October 1936, The main explanation lies in
the fact that the secondary effects of the work creation schemes in the
field of consumption were weakeded by the shortage of raw materlals and
the rise in prices on the one hand, and by rearmament on the other, as
a result of which a considerable fraction of the newly created lncomes
were diverted by means of taxation and loans to the production goods
industries. It should further be noted that in the statlstics of every
country, armaments are included under the heading "production goods" (a
typlcal example being iron and steel), but that this is misleading as
regards the economic significance of armaments. Increased output of pro-
duction goods means that at some later date the national economy has
more or better consumption goods at its disposal., This is by no means

the case when armaments are manufanturad_lf

1/ Grebler, op. clt, The Report for the first half of 1936 of the
Reichskreditgesellschaft explains in a similar way that the
"hamble place" which the consumptlon goods industries had in the
revival of these years was due to the fact that the general
level of wages was kept constant while there was a rise in the
price of foodstuffs. Difficulties with regard to the balance of
payments and the supplies of forelgn exchange cut down the pde-
sibilities of imports, In some cases, as in the textile trades,
legal limlitations were imposed on the total output,
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In brief, while national income increaﬂpd.l; consumption was kept

down by stabillzing wages, encouragling voluntary savings, imposing

forced savinge and by the other devices described in the preceding Sec-

tions.

1/ The following figures indicate the relations of investment and/or
income during 1935-36, and may be compared with the similar fig-
urss given earlier for 1933-34.

Year

National Income

Grose Investment

Net Investment

1934
1935

1936

62,700,000,000 R.M.
58,600,000,000 R.H.

65,600,000,000 R.M.

8,300,000,000 R.l.

11,600,000,000 R.M.
13,800,000,000 R.M.

2,400,000,000 R.M.
5,600,000,000 R.M,
7,600,000,000 R.M.
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IV.--THE SECOND FOUR-YEAR ELAN
(October 1936-August 1939)

Some students of German economic developments have pronounced
the First Four-Year Plan an unqualified success. To quote one of them:

"By the autumn of 1936 the success of the First Four-Year Flan
was no longer in doubt....the economic circuit had been closed. Ini-
tially, the State orders provided the demand for the work at a time
when effective demand was almost paralysed and savings in the aggre-
gate were non-existent; the Reichsbank supplied the money funds needed
for investment; investment drew the unemployed into work; and work
created the incomes, and therewith the savings, out of which the
short-term indebtedness previously incurred was able to be carried
and, in a certain measure, to be funded."l/

But such favorable summaries ignore the questlonable aspects
of the developments of 1933-36, as sketched above, and overlook the
serioug difficulties which they created for the Nazi government. The
chief difficulties were the shortage of foodstuffs and of raw mate-
rials (textile fibers, iron ore, etc.) due to the decline of imports,
the slowing up of the favorable trade balance as a result of increas-
ing obstacles to export trade, the continued growth of the floating
debt, the disequilibrium between the production and consumption goofs

industries, and the unsatisfactory functioning of the price control

1/ Guillebaud, op. cit., p. 101.
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system, By the summer of 1936, internsl stresses were acutely felt.
The peasants were complaining because the prices of thelr produce
were being kept down despite ehortages. The wage-earners were grum—
bling because a high level of employment was not bringing higher money
wages or better consumption. The business men were diecontented with
the expansion of State industry at the expense of private enterprise,
with the increasing government debt, and with the growlng rigidity of
State intervention.

| There was much discussion in the German press as to the next
steps (such as devaluation of the mark) when in September 1936, at
the Nuremburg Party Congress Hitler announced the Second Four-Year
Plan. With this announcement, the second stage in the economic de-
velopment of Nagzi Germany was ushered in.

l. Autarchy and Planning

Ag stated by Hitler, the Second Four-Year Plan had the mgin pur-
pose of making Germany self-sufficlent in_eaaential food~stuffs and
raw materiale and of providing a larger basis for increasing employ-
ment. Hitler's declarations may be summarized as follows!

The expansion of production and of the national income had in-
creased the demand for consumption goods and the need for raw materials.
There was thus need for increasing the "food-basis" nf the German peo-
ple within German territory. But it was even more necessary to free
Germany from dependence on foreign industrial materials and to increase
the supply of consumption goods by widening and extending the raw ma~-

teriale which could be obtained within the territories of the Reich.
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Every mark saved through home production of industrial raw materials
could be used for the importation of other articles. The larger the
extent to which Germany could supply her own needs in raw materials,
the more she would be able to import articles of comfort and luxury
and thus raise the standard of living of the people, Furthermore,
this scheme of developing the home production of agricultural and
mineral raw materials (or substitutes for them) would provide a means
of employment on & large scale in the consumption goods industries
after the investment needs of the production goods industries (g~
soclated with rearmament) had been satisfied.

Hitler thus gtressed the standard of living and employment aspects
of the plan. But various observers at the time pointed out that
Auterchy in egricultural and industrial raw materials was an essen-
tial part of the Nazi military progrem and "a logical continuation of
Germany's rearmament,"

It was also pointed out at the time that Germany was taking a
long step from mere "pump~priming" by means of public works to an in-
creasingly comprehensive "planned economy" of the totalitarian type,
"From the outset," wrote one observer, "the Nazi Four-Year Plan was
not a collection of rigid and definite production programs covering
all esides of economic life... From a definite program the Flan is de-
veloping into a kind of general slogan intended to spur the nation's
economic energies. General Loeb, one of Goering's principal assigtants
in the execution of the plan, has pointed out that in view of the aime
which it pursued, the Plan could never be limited to a period of four

years and that it rather incorporated the ides of national soclalist
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economic leadership for the future generally. In 6ther words, the
ldea, if it ever existed, that the Plan should be a 'pump-priming’
measure after the fulfillment of which private business would again
operate on & freer basis, has been definitely abandoned. Planning
has become a permanent feature of German economic life as it was ex-
pressed in the headline of the Deutsche Bergwerkszeitung of January
26, 1938: "VierJahrsplan ohne BEnde".

"It can therefore be inferred from this basic trend toward more
'planned economy' that the sphere of government interference and di-
rect government activity in industry and commerce is bound to expand
at the expense of private business. It is true that wherever private
business concerns are sufficiently strong financially and can be per-
suaded or forced to undertake the execution of some of the industrial
objectives the administration will aveil themselves of the opportunity.
Nevertheless, the government's decision to undertake the construction
and operation of two of the most formidable industrial projects under
the Four-Year Plan--The Hermann Gbring Steel Works and the new Volks—
wagen Works is more characteristic of the driving forces behind the
Plan.“lj

Both Hitler and Gbring stressed the fact that the Plan would for
some time mean sacrifices. The worker must put aside his immediate
hopes for a higher gtandard of living; the business men their desire
for more freedom of individual action, and everybody their wish for

lower taxation. In return, the German people were promiged security

1/ Douglas Miller, Annual Economic Review, Germany, 1938.
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from their enemies in time of war and from induafrial fluctuations in
time of peace, and in some more distant future, a higher standard of
living all round,l/

2, Development of the Plan

The chief raw materials for which independence was sought (exclusive
of grainsg and fats) were textile fibers, mineral oils, iron ore, rubber
and non-ferrous metalsg. The replacement of foreign imports of these ma~
terials by their home production represented problems of varying complexity
and procedure. It meant in some cases the increased production of sub-
stitutes (such as "Kunstwolle" or"Zellwolle" (staple fibres) or "Buna!
(synthetic rubber), in other cases the utilization of inferior grades of
supply as of iron-ore.

The carrying out of the plan was placed under the control of General
Ggring. Ggring proceeded to set up a separate organization, which was
superimposed on that of the ordinary State Departments. Many of the more
important poste in this organization were gif;n to military officers of
high rank. There was a determination to use methods of war-time control
for carrying out the Plan. The Colonels and Major-Generals were certainly
not possessed of much economic knowledge but eince 1933 an important sec-
tion of the General Staff had been set up for the study of war economics
(Wehrwirtschaft), and they were called upon to carry on the work. Among
the more important administrators of the Plan was Colonel Loeb, head of the
Raw Materials Section.

The development of the Second Year Plan made necessary large exten-

sions of existing plants and the building of many new plants. The most

1/ Guillebaud, op. cit., pp..107-108.
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"grandisse" project undertaken was that of the Hermann Goering Iron Works.
While the projects of an autarchic character were being put into effect, a
further impetus to economic activity was given in the latter part of 1937
by the announcement of great construction plans for the complete rebuilding
(over a period of 10 to 20 years) of Berlin, Hamburg and other cities.

However, before the Second Four-Year Plan wae half-way advenced, the
Nazi government embarked upon the political and military enterprises which
culminated in the present war. In March 1938, Austria was annexed; in
October 1938, the Munich egreement wae effecied and the Sudetenland was
mede part of Germany; in March 1939, Czechoslovekis was absorbed by the
Reich, and in August 1939, the invasion of Poland took place leading to
the declaration of war on September 3, 1939. As a result of these polit-
ical developmenta, the execution of the Second Four-Year Plan was compli-
cated by measures taken for adjusting the economy of Austria to the needs
of the Reich, by the reorganization of the economic resources of Czecho-
slovakia,. etc. Furthermore, the data needed for judging the degree of
succese of the Second-Year Plan, especially with regard to the output
of various substitute products, are not available.

In view of these facts, no attempt can be made here to assess the
performance of the Second Four-Year Plan, All that is attempted below
is merely to summarize some of the important aspects of 1ts development,
in so far as data are at hand. The analysis is concerned with the fi-
nancing of the plan, and its effects on prices, employment and labor

conditions.
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3., New Methods of Financing

Data on the cost of the Second Four Year Plan and on total expendi-
tures for Germany's continued rearmament during 1937-39 are very meager,
Some idea of the magnitude of thege expenditures 1s suggested by the
fact that total taxee and revenue from customs duties rose from
9,700,000,000 R.M. in 1935-36 to 17,700,000,000 R.M, in 1938-39, and
that the declared debt of the Relch increased from 14,372,000,000 R.M.
in 1936 to 30,676,000,000 R.M, in 1939.1/ Hitler, as 1s lnown, declared
in one of his recent speeches that Germany had spent 90 billion marks
between 1933 and 1939 on her public works and rearmament program, The
amounts spent during 1937-39 were larger than during lQEEHEE.E/

Following its new line indicated above, the Nazl government during
1937-39, obtained an increasing part of the sums needed from taxation.
There was a sharp rise in tax revenue as indicated by the figures given
above, A larger part of total expenditures was covered by the flota-
tion of consolidation loans, Of the loans issued between January 1937
and May 1938, about 3,600 million R.M, were offered for public subscrip-

tion. The duration of the loans was increased from 10 to 20 years,

i{ The long and medium term debt was declared to be 6,029,000,000 R.M,
in 1936 and 19,577,000,000 R.M. in 1939: the sghort term debt-
<,899,000,000 R.M. in 1936 and 6,535,000,000 R.M. in 1939, See
Reichekreditgesellschaft, Economic Oonditions in Germany in the
Middle of 1939, p. 60.

2/ See atatistical tables in Appendix,
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The Government also made it known that they expécted a large part
of the financing to be borne by private industries. The ban on the cap-
ital market was relaxed., Industiy wae requifed to finance its share of
the new capital cost out of profits, i.e. plough back undistributed
profits into investment. When the capitalization of the Ggring Iron
Works was increased, for instance, all future users and prospective
buyers of steel from these Works were invited to subscribe to the cap-
ital of the company. The quota which each industrial manufacturer was
expected to subscribe was fixed in advance at 50 marks per worker or
employee. The Government counted on the fact that greater business
turnover, higher industrial earnings and larger pay rolls were contrib-
uting toward a marked increase in the formation of capital which could
be used for financing the new program. At the beginning of 1938,
Colonel Loeb stated that the firms undertaking the formation of the new
enterprises under the Plan had contributed about 30% of the finances
required. The capital market, by share of ﬂanﬂjisauea and by taking
over loans, had provided 50%. A further 8% was provided by the banks
and 12¢ was supplied by the Treasury.

Daring 1937 and up to March 1938, the Nazi Government continued to
issue "epecial bills" for financing its operations. In view of the lack
of officlal figures, the movement of bill portfolios of the Reichsbank
and other banks is the only index of the trend. Total bill holdings of
the German banking system at the end of October 1936 amounted to
12,510,000,000 R.Ms., and rose to 14,306,000,000 R.M, a year later,

Comparing the end of 1932 with the end of 1937 there was a rise of
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7,954,000,000 R,Me. This does not include the bille in possession of pri-
vate bankers and of industtrial and commercial firms, The rate of increase
in the form of special bille, however, was somewhat slower in 1937 than
in 1935.Lf

By the beglinning of 1938, it was becoming clear that the use of bills
as a means of financing investment, except in the form of short-term,
gelf-liquidating loans for working capital, was reaching ite limit, and
that a further extension of bank credit was likely to have inflationary
effects. In March 1938, a new financial policy was therefore inaugurated.
The Reich Government announced through Dr, Schacht that, as from April 1,
1938, no new "special" bills would be iesued. It was explained that the
method of "interim financing" (Verfinansierung) could be practjced without
any great risk as long as it caused a corresponding better utilization of
idle industrial capacity and also an increase in the quantity of goods
turned over by means of larger currency circulation and expanded credit.
But the situation changed radically as soon as industrial operation ap-
proached capacity as 1t did, in varying degrees for the different branches
of industry in the couree of 1937, The method of financing now called
for wae that suited to a condition of "full employment", The financing of
new investment must now be met out of the tax revenues of the Reich and
out of long-term issues placed in the capital market.

As a temporary measure, to tide over the period of transition from

the old to the new method of finance, the Minister of Finance was empowered

ifﬂeichﬂk:aditgasellachaft. Germany at the Turn of 1938-39, p. 88.
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to 1ssue six-monthly "delivery bille" (Lieferschatzanweisungen) for pay-
ment of public contractes. The intention was that the volume of those
bills outstanding should not be larger than could be fully repaid on ma-
turity without the need of pruiongatiﬂn. The new bills were not to be
eligible for rediscount with the Reichsbank, but would be accepted as col-
lateral from the banks to 75 percent of their value and at 5% intareat.;j
The methods of financing the Reich's huge expenditures by means of
"delivery bills" failed to function satisfactorily. Soon after the change
in financial policy was announced, came the incorporation of Austria and
of the Sudetenland, Far more 'delivery bills' had to be issued than had
been expected and further expansion of central bank credit continued. Dur-
ing the latter part of 1938, two long term loans were issued totaling 3
billion marks, The Second loan was undersubscribed, and the banks had
difficulty in placing their quotas. The capital market was obviously
overtaxed, the bond market wae devressed, and the Reichsbank had to step
in to resume open market operationes in support of sagging bond prices.
On March 20, 1939, a new plan was promulgated for financing the

Reich's expenditures, The basic idea of this plan was to spread the cost

1/ The significance of this change can hardly be over-stressed. It meant
the officiel recognition of the fact that new incomes and savings
could no longer, as in the past, be created as g result of the creation
of additional money, and that for the future the role of money in the
capital market must be limited to acting as the mechaniem for the
tranafer of savings to the investment market. Henceforward, end so
long as these conditions should last the German economic system was to
function according to the rules of full employment, Guillebaud,

op. eit., pp. 127-129,
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of the Reich's program of armament, road building and general reconstruc-
tion over many years by the issue of tax certificates (Steuergutscheine),
anticipating future tax revenues,

Under this plan, extraordinary expenditures of the Reich, States and
municipalities, railroads and other public authorities were to be paid as
followe: 60% in cash and 40% in tax certificates of class I and II which
would be accepted in payment of taxes after 6 and 36 months, respectively.
The presumptions on which the success of this plan was based wers! 1. grow-
ing liquidity of industrial concerns, 2. their ability to hold the tax
certificates in order to benefit from taxation privileges resulting from
the possession of these certificates over a period of years, The issue
of new tax certificates were discontinued as of November 1, 1939, and the
Reich again resorted to straight short-term borrowing in the form of Reich
bills and Treasury notes,

However, all these plans had little time in which to prove their work-
ability, Within a few months Germany was at war, Its financial condition
in August-September 1939 was strained but the story of how the situation

wag met is not part of thie Repﬂrt.;f

1/ On June 15, 1939, a new Reichsbank law was passed which confirmed the
development of the past few years under which the Reichsbank was con-
verted from an independent bank of issues to an instrument for carry-
ing out Nazi economic and financial policy. The new law subordinated
the Reichsbank to the Reich Chancellor, and provided that the Chancel-
lor alone had authority to determine the amount of credit which the
Reichsbank might extend to the Government, All existing formal re-
getrictions and gusrantees limiting Government borrowing from the Bank
were removed.
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4+ The "Price-Stop" Decrees

In view of the needs of the Second Four-Year Plan, the Reich Govern-
ment made a new and more determined effort to keep prices stable, On
November 21, 1936, a "price-stop" decree was issued which was followed by
an executive order to the same effect on November 30, 1936. The decree
prohibited any increase in prices of commodities or services above the level
of October 18, 1936, though some exemptions were allowed. The decree was
to be enforced by the Reich Price Commissioner (whose office was reestab-
lished on October 29, 1936).

Price control was exercised rigidly during 1937-38. It amounted
practically to an elimination of market price as determined by supply and
demand factors. The prices fixed allowed for costs plus a reasonable profit
to the producer, and costs were strictly super?ised.l/ Retail prices of con-
sumers! goods were kept down by reducing the operating margins of the dis-
tributors. From time to time, prices were forcibly reduced in various
branches of industry where the Price Commissioner thought that costs could
be lessened by better utilization of plant and otherwise.g/ In so far as

prices were affected by changes in world prices of imported goods,

1/ Herr Wagner, the Reich Price Comissioner, claimed that market price
was being supplanted in Germany by "economically justified price!
(Volkswirtschaftlich Gerechtigter Preis).

g/ According to the Institut f{;r Konjunkturforschung, the savings to con-
sunmers from price reduction in 1937 amounted to 300 million R.il. (about
1% of total retail sales estimated at 31 billion R.lL)
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adjustments in German domestic prices were made.

5. Labor Shortage and "Labor Regimentation"

The development of the Second Four-Year Plan and continued rearma-
ment were accompanied by a further increase of industrial production.
Capital goods industries continued to lead in the spectacular expansion.
The index of production rose from 106.7 in 1936 to 116.7 in 1937 and to
124.,7 in 1938. 1In 1938, industrial production wae higher by 28% than in
1928, while in the first three months of 1939, it was 32.7% greater.

The increase in production called for the employment of additional
labor. The number of insured wage earners and salaried employees in the
former Reich reached the level of 20,800,000 in the autumn of 1938, which
was about 1,200,000 higher than in the autumn of 1937 and more than 7%
million higher than at the low point of the elump in October 1932. By
May 1939, the number of insured workers and salaried employees in the
former Reich was 21,600,000. The number of unemployed which had fallen
to about 500,000 by October 1937, decreased to 164,000 in October 1938,
Of these only about 88,000 were regarded as fully employable. Even sea-
sonal unemployment was low, having decreased from 1,052,000 in December

1937 to about 456,000 in December 1938.l/

1/ Reichskreditgesellschaft, Germany in the middle of 1939.
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The problem in Germany was no longer that of unemployment, but of
labor shortage. There was a general dearth of workers, but especially
of skilled workers and of amgricultural laborers. The labor gehortage in
agriculture was due to a new "flight from the land" which was developing
as & result of the attraction of tﬁﬁfiew industrial projects and higher
wages in industry.

To overcome the scarcity of labor which was said to be endangering
the success of the Four~Year Plan, the Nazi Government adopted a number
of measures which were intended to mobilige all the labor power of the
country. In doing so, the Government threw to the wind some of the
cherished Nazi principles and put aside some of the objectives for which
it had presumebly come into existence. The chief measures of the Govern-
ment for the mobilization of labor power may be summarized ae follows:

l. To meet the scarcity of farm labor and of domestic servants, a
decree wae issued in February 1938 forbidding girls under 25 years of
age, who had not worked for one year on a farm or in a private household,
to accept employment in textile mills and certain branches of industry.
Labor decrees restricted the movement from one job to another throughout
the entire field of agriculture and forestry. At the same time, steps

were taken to encourage the building of farm laborers' houses, to improve
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their working conditions, to train them for their uark.lf and to provide
them with better recreational facilities. In 1939, the farms were re-
inforced with foreign workers, with members of the Labor Service, the
Hitler Youth and similar organizations and even with workers from in-
dustry and with men from the Army.

2. Encouragement was given to women to return to work. Women who
originally had been relegated by the Nazis to their kitchens and nurs-
eries were increasingly mobiliged for industrial work. Between October
1934 and October 1937, ebout 830,000 women returned to industrial and
other gainful employment. At the end of 1937 it was announced that mar-
rlage loans would be granted even though the wife continued in employ-
ment. Thle caused difficulties for those dependent on domestic servants,
and in February 1938 the decree referred to above under (1) was issued.
Between the middle of 1938 and 1939, about 600,000 more women workers
were added to the gainfully employed labor force of the country.

3. The Nagzie abandoned their policy of "ﬁiddle class protection"
which had been so material in gaining adherents among small tradesmen
and handicraftsmen before the Nagis came to power. They began pointing

to the "excese capacity" of retail trade intimating that the best these

1/ 1In November 1937, the Agricultural Estate introduced a system of
training for agricultural laborers designed to give the latter the
recognlzed status of a skilled craft. The plan envisaged a two
years! special course, leading up to a technical examination, on the
lines of the "master's" examination in the skilled handicraft occupa-
tion.
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"euperfluoue" emall independents can do is to give up a hopeless job and
to join the ranks of the industrial proletariat.l/

4. The Nazi Government relaxed the protective labor lawe in various
wayse with regard to retirement, hours of work, etc. About 100,000 elderly
persons who would have retired under normal conditione were continued in
employment. Houre of work were extended. In the building and machinery
trades all legal limitations on hours of work were suspended. Factories
which had been operating on one or two shifts were worked two and three
ghifte.

5. Large numbers of foreign workers, especially of agricultural
laborers, were imported from Italy, Poland, Hungary and other countries.
The total number of foreign workers employed in Germany during the pe-
riod from April 1937 to March 1938 was 380,000. (With the incorporation
of Austria and the Sudetenland a substantial number of these workers —-
estimated at nearly 70,000 Austriens and about 100,000 Sudeten Germans —-

ceased to be foreigners and beceme German citizend).

1/ 1In this connection the following remarks are made in the Report of
the Reichekreditgesellschaft on Germany at the turn of 1938-39: "The
Reich Handicraft units during the two-year period from April 1936 to
April 1938 was reduced by 104,000 by the transference to industry of
the craftemen concerned as skilled workers, assistants or foremen ...
Among small producing firms and in the field of retail trade there is
still a certain amount of under-employment and excessive personnel,
and steps are being taken (partly in comnection with the process of
Aryenisation) to eliminate this ...." pp. 52-53.
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6. To increase the supply of skilled workers, especially in the
building and machine trades, alllfirma in these industries employing more
than ten persons were required to train additional apprentices. The ratio
of apprentices to skilled unrkeré was determined by the Reich Employment
Board. Any firm whose circumataﬁcea were guch that it could not take on
the appropriate number of apprentices had to pay a levy of 50 marks per
apprentice to the Board. The contribution was used for the training of
apprentices in some other place. Furthermore, every apprentice in any
craft was to receive general instruction in iron and wood work before
starting upon his special training. In order to increase the number of
qualified workers (civil engineers, scientific workers, etc.), it was
decided to lower the school leaving age by one year in the secondary
schools. In addition, a series of measures were taken for the retaining of
persons who had long been out of worlk,

The measures listed above were intended to increase the supply of
labor, But there was also the problem of controlling the flow of labor
into the most desirable channele. Aside from the shortage of skilled and
semi-skilled workmen, the government was seriously concerned about the
fact that menufacturers and contractors were trying to "entice" workers
from their competitors by offering them all kinds of privileges and
advantages which virtually amounted to an increase in wages, which was
strictly prohibited. This threatened to upset the equilibrium of the

German wage and price structure. Begides, by resorting to such practices,
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firms working for the private market and producing "non-egsential" goods
were able to tempt workers to give up their present jobs and thus pos-
8ibly lure them away from factories working on armament and other public
orders. And, as already pointed out, there was the "flight from the land",
which added further difficulties to the problem.

The Nazi government tried to meet the situation by issuing a series
of decrees and regulations which practically deprived labor of its freedom
of movement and "regimented" it for the needs of the government program.
One of the first actions taken by General Goering in his capacity of Reich
Commissioner for the execution of the Four Year Plan was to issue, under
date of November 7, 1936, six decrees dealing with the question of skilled
labor. One of these decrees forbade all enterprises in the iron, steel,
and metal industries to increase the number of their workmen by more than
ten within a period of three months without permission of the Labor Office
(Arbeitsamt). The purpose of this regulation was to prevent the employ-
ment of additional labor on such jobs as were not considered of importance
to the national interest. Another decree encouraged the increased employ-
ment of salaried employees in the higher age sroups. A third ordered con-
tractors and construction firms to notify the competent labor author-
itles about all building projects on which they intended to start work.

A fourth measure was the decree intended to mobilize skilled metal and
building trades workers who, for gsome reason or other, were employed on

other jobs than those for which they had been trained. Employers were to
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notify the Labor Office of all such men in their employment. If, sub-
sequently, such a worker was notified by the Labor Office of a suitable
Jjob in another concern, in line with his original occupation, he could
leave his employer without giving notice.

While the decrees of November 1936 restricted the "migration" of
labor between jobs and employments, the ordinance issued on February 11,
1937, by the President of the Reich Unemployment Board, virtually tied
certain categories of workmen to the factories and works in which they
were working at the moment. The ordinance applied to all skilled and semi-
skilled workmen in the metal and machine trades. It provided that these
workers could beengaged only by public and private enterprises on written
permission from the competent labor office. Thie meant that a worker
could not accept another and better position in his trade unless he had
secured such a permit in advance. The new regulations gave the labor of-
fices, for the firat-;ime, & monopoly of employment placement over a wide
renge of trades. The worker was virtually bound to hie present employer
and the government was able to undertake a redistribution of labor ac-
cording to its own plans.

Further steps to mobilize labor for national ends were taken in 1938
and 1939. In the summer of 1938, a Compulsory Service Decree was adopted

for securing the necessary labor for tasks of especial national importance.
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The main field of operation of this decree was in connection with the
repld construction of the line of fortifications on the Western Frontier.
On February 13, 1939, and on Marth 2 and 10, 1939, further decrees were
issued which gave the Ministry a} Labor complete control over the em-
ployment of labor. These various decrees prﬁvidad that: (1) every
inhabitant of the Reich could be summoned to assist in the performance
of tesks which the Commission for the Four Year Plan regarded as of
special national importance; (2) the Minister of Labor could abrogate
any labor contract when it seemed desirable to do so on grounds of ne~-
tional interest; end (3) new labor contracts could not be entered into
without the consent of the Labor exchangea.lf

Thus, by the summer of 1939, German labor had been practically con-
scripted for national service - The scene was set for the epplication of

& war labor policy after September 3, 1939.

1/ 1In summarizing these measures, the Report of the Reichskredit-
gesellschaft observes that these far-reaching interventions in
the 1ife of the worker are not to be regarded as a normal part
of National Socialist labor policy.
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Vi—The Prevention of Inf o

From the preceding sections it is clear ghat the German planning pro-
gram went through several stages, both with regard to objectives and
methods. Public works were at first undertak;n primarily to reduce unem-
ployment; they were then dovetailed into a program of rearrangement, and
finally a scheme for autarchy was superimposed tupon trem. In the first
‘stage of this program, Government spending was intended to stimulate pri-
vate investment and enterprise; but 1t gradually beceme the chief means of
carrying out the program and an integral element c¢f the changing economic
gtructure or, as has been said, "an end in itself".

The extent of Government spending increased steadily between 1933 and
1939, and the spending was directed towards the expancicn of the production
goods industries. The figures of public investment for 1933-36 were given
ahove.if In 1937, gross investments amounted to 16 billion R. M. and in
1938 they were increased to 19 billion. The public investments in 1937
amounted to 54 percent of the total. On the basis of the experience of
previous "booms", such as that of 1928, it was clear that drastic measures
would be necessary 1f the growing volume of investment waes not to provoke
a precipitate expansion of general demand leading to inflation. The ques-

tion is, what were the measurea taken to prevent the effects of inflation-

ary finance?

1/ See p.
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The answer to the question liees in the prinecipal regulations de-
scribed in the preceding sections of this Report, adopted for the control
of consumption and private investment. Briefly, the developmente may be
summarized as follows:

l. During the first stages of the program (1933-1934), the Govern-
ment tried to expand effective demand for consumption goods and private
investment, but this policy was relinquished as the spending program de-
veloped. After 1935, the Government measures were definitely aimed to
restrict consumption, to discourage private investment, to limit dividends,

and to keep wages and prices stable.

2. To limit consumption demand and to absorb an even larger portion
of savingé. the Government used increasingly its powers of taxation. The
ratio of taxation to national income increased by over 50% between 1929
and 1939. To this must be added the forced savings imposed through com—
pulsory soclal insurance payments which yielded considerable surpluses
after 1935, There can be little doubt that the taxation was maintained at
such a level as not merely ﬁﬂ absorb what otherwise would have been
voluntary savings, but also to limit any increase in consumption.

3« Through ite control over the capital market, the Government ca-
nallzed savings into the desired channels, in other wordse, saw to it that
investment was restricted to projects determined by the State., On the

monetary side, the capital market was placed under rigid control.l/

1/ For the relevant laws see: "Funf Jahre Nationalsocialistisch
Wirtschaftsgesetzgebung", No. 12-12 Vol. XI, 1938, Institut fur

Kon junktur-Forschung,

82



120976

Private capital issues were made subject to Government permission and
strictly limited. Control of the monetary side was supplemented and re-
inforced by a stringent supervision of actual real investment. The estab-
lishment of new companies, the extension of plant and buildings in practi-
cally all important branches of industry, were prohibited, except as the
authorities granted exemptions. Through the corporate organization of
industry, individual profite were thus utilized for Government purposes.

4, The potential increase of consumption was curtailed by a limita-
tion of dividend payments, but eapaeiélly by the rigid fixing of wages.

5. When the increase in economic activity and of total demand re-
sulted in a reversal of the favorable balance of trade, the control of
foreign transactions began to be used for the conscious mansgement of
foreign trade -~ with a view to prevent the flight of capital and to main-
tain internal price stability.

6. The stabilization of money wages was accompanied by an extension
of control over prices. At first, merely the restriction of increases in
prices was attempted. OStep by step the Government was forced to extend
regulation over the whole cost structure - the system of the so-called
Markt-Ordnung. In vital commodities the market mechanism was partly re-
placed by rationing. Lately this control was extended to other elemente
of cost., Rigid profit margins were fixed instead of proportionate margins,
and though prices of foreign commodities could not be controlled, the im-
pact of thelr fluctuations was restricted to the minimum. The location of
industry was also more and more regulated. As a result of these controls,

price movements were very much smaller in Germany than in other countries,
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7. Thus, the control of total demand by control of consumption and
private investment waes supplemented by direct control of production through
regulation of prices, supplies and of profit margins. Despite these irk-
some regulations, the high rate of taxation and other measures, private
activity was maintained at the maximum level permitted by the State. One
of the reasons for the latter condition may be that the regulation of
practicelly all markets, prices and costs, in conjunction with the steady
flow of Government orders virtually eliminated risk. Hence the entre-
preneurs were reconciled to a relatively low rate of profit.

8. The high rate of investment resulted in a process of far reaching
change in Germany's productive structure. Industries producing capital

zoods were fully employed, but capacity in consumption goods was not fully

employed.

In summing up the German experience, in its bearings on inflation,
Guillebaud remarks: "The result has demonstrated in practice the truth
«++. that the creation of money (inflationary finance) cannot produce an
inflationary rise in the general level of prices, with all its attendant
evils, so long as there ig an abundant amount of idle resources and un-
used productive capacity available ... It is true that there are two
conditions which must be fulfilled in order that this general proposition
may be wvalid: there must be substantial stability of the level of ef-

ficiency wages, and the process of money creation must not be accompanied
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by the export of capital on a large scale, i. e. by a flight from the

currency. But in the case of Germany both these conditione have in fact

been satlafied as a result of direct State interventian".lf

Technically, this statement can not be questioned. It is important,

however, to bear in mind that the consequences of the Nazi program were

stopped short in September 1939 and have since been overlaid by the de-

velopments of the War.

1/

Guillebaud, op. cit. pp. 215-216. As pointed out above, in adopting
this policy, the Nazis were governed by the necessities of the situ-
atlon in which Germany found herself in 1933. Since the appearance
of Keynes' A General Theory of Emplovment, Interest, and Money, many
Germans have tried to rationalize their official policy by reference
to his theories. Independently (in whole or part) of Keynes, German
economic writers, such as Richter-Altschaffer, Nahmer, Fruning, Fohl
and others, have developed theories on somewhat similar lines. But
there is no evidence to show that the original policy was influenced
at all by abstract theories. Insofar as there could be sald to have
been an economic theorist of early National Socialism, Gottfried
Feder, who belonged to the extreme left-wing of the Party and subse-
quently fell into disfavour and obscurity, would seem to have the
best claim to the title, as indicated previously.
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VI1.--Reemployment and Standards of Living

The increase in industrial production and employment in Germany
from 1933 to 1939 is impressive. However, the attempt to measure
the effects of this increase on the well-being of the Germen people
is beset with difficulties. Data on many points are lacking, and
the accuracy and meaning of available data are subject to many un-
certainties. Interpreters of the German economic situation have
thus differéi greatly in their answer to the question: what have added
actlvity and employment meant to the German population in terms of
their standards of living?

It 1s not possible to give a complete or definitive answer to
this question in thie Report. But it may be helpful to bring to-
gether some of the essential data as a means towards forming an ap-
proximate idea of what the German people gained from the Nazi programs
between 1933 and 1939,

To begin with, increased activity resulted in an expansion of
the natlonal income. In 1938, the national income was equal to
77 billion marks and exceeded, for the first time, that of 1928
which was 75.4 billion R.M. As the national income in 1932 was
45.2 billion marks, the increase between 1932 and 1938 was about
32 billion marks (about 71%).

However, this increased income was in the form of goods which

were not for final consumption by the people. The increase in the
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income for consumption during this period was estimated at only about
11 billion marks,l/ or only a third of the total increase. During the
same period there was an increase in the total population, in the labor
supply, and in working hours —~ all of which means that the shift in the
direction of production and in the composition of the national income
could not but exert "a tremendous pressure on consumption'. These
statistical figures bear out the wide-spread comments of many observers
on the shortages of consumers' goods and on the state of under-consumption
in Nazi Germany.
-~
The distribution of the increased national income indicates con-

siderable disparity in the gains of the different economic groups. This

may be seen from the following table:

1/ Balogh, op. cit. pp. 466-467.
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Table __, Distribution of the Nationsl Income in Germany, 1929-1937
(in billions of R.M.)

Percent increase
Income 1929 1933 1936 1937 between 1932 and
1937
Wages and salaries 43,0 25.7 | 36.3 | 38.8 51%
Profitsl/ (industrial,
commerclal and profes-

‘aianalJ 12.6 5.5 | 12.2 | 14.2 158%
Agriculture and forestry 5.5 37 5.5 5.6 51. 4%
Incomes from capital 3.3 2.3 2.7 2.8
Annuities and Pensions 9.2 9,4 7.4 7.0 -25%

Rents and Leases 0.9 0.8 1.0 1.0 -25%
Total private income 74,5 47.4 | 64,1 | 69.4 47%
Garrectinna§7 -l.4 -2.2 | =0.8 | =1l.6

Totals 75.9%/ | 45.2 | 64.9 | 71.0 |

1/ Including undistributed company profits.

2/ In particular, allowance for deductions via taxation as balanced by
profits on public enterprises.

3/ TFrom this figure tributary payments must be deductad tntalling 2,500
million R.M.

Source: Computed by Reich Statistical office - quoted in Report of
Reichskreditgesellechaft, 1938 - 39, p. 57.

As is indicated by the above table, the business groups whose income
is derived from profite obtained in 1937 an income larger than that of
1929. They had the largest percentage increase of income between 1932 and
1937. Thus, despite irksome restrictions imposed on bueiness concerns,
profits were favorable due to the high level of output, guaranteed orders

and markets, stable interest rates and fairly stable wages. It is possible
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that profits were to some extent decreased in 1938-1939 as a result of in-
creased taxes, subsidies for the export trades, contributions to social
welfare, etc., but they probably remained substantial.

The chief beneficiaries among the business groups were the large-scale
anterprineﬁ. Small and medium-sized enterprises often suffered in compari-
son with big business, because they did not profit to the same extent from
Government orders and could not afford the staff necessary to cope with
the maze of bureaucratic regulatiuna.lf This fact was in line with the
measures of the Nazi Government which after 1935 abandoned ite policy of
middle class protection. During 1936-37, the number of small enterprises
decreased by about 90,000. The "combing out" of emall business in order
to obtain a greater labor supply was accentuated during 1938-39,

It ie generally claimed that the peasants and farmers benefited most
from the Nazi regime. As the table indicates, farm income in 1937 was
above that of 1929, and increased 51% between 1932 and 1937. The disparity
between the prices farmers pay and those at which they sell was greatly re-
duced, if not eliminated, Despite the rise in farm income, German peasants
were far from satisfied as the system of price control prevented them from

taking full advantage of the shortage of many food products. In additionm,

1/ TForeign Policy Report, May 1, 1937, p. 46.
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the Government was putting ever greater limitations on the farmer's
economic freedom, and had not carried out by 1939 the reforms it had
promised (e. g. with regard to the large estates),

The economic groups living largely from investments in real property
or stocks and bonds did not fare as well as those deriving their income
from profits or even wages. The income of some of them rose but slightly,
while the income of others in this group decreased. Their share of the
national income dropped. Government control of rents, reductions in inter-
est rates and the limitation of dividend payments were responsible for
this develapmantﬁlf

The changes in the condition of the wage earning groups were more
complex. According to the Reich Statistical Office money wages increased
from 12.1 billion R.M. in 1933 to 20.9 billion in 1937 or 72%. But accord-
ing to the Institute of Business REEEaruhgf, in the case of industrial
workers 60.4% of this increase was due to an increase in the number em-
ployed; 11,3% to lengthening of the working day; 9.7% to promotion to
higher-paid posts; and only 18.6% to higher wage rates.

In other words, average and per capita money earnings increased be-
tween 1932 and 1937, but remained below those of 1929. According to the

Statistisches Reichsant (Reich Statistical Office), the average hourly "

1/ Foreign Policy Report, March 1, 1939, p. 292.

2/ Quoted in the Report of the Reichskreditgesellschaft for 1938, p. 43.
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earninge of German workers increased from 0.70 R.M. per hour in 1933 to
0.76 R.M. in 1937, i.e., 8.5%. The weekly pay increased from 30,7 R.M.
to 36.1 R.M, during the same period, or roughly 20%. In 1929, the average
weekly earnings were 44,9 R.M., or 24 percent higher than in lBE?.lf

During the second half of 1937 and 1938 there was a considerable rise
in hourly wage rates in many of the production goods industries. This was
made inevitable by the expansion of production and increase in productivity.
It is presumed that these increases were in line with the fundamental
Government policy that the genersl level of efficlency wages, as embodied
in the basic minimum wage rates in force at the end of 1934, remain un-
changed*gf It is also necessary to take into account that the number of
workers per family increased and that, as a result, family earnings in-
creased. There weare 1.6 wage or salaried earners per family at the begin-
ning of 1933, while by the end of 1936 the number had risen to 1.8, and
in view of the scarcity of labor it must have risen in 193?"331

The net earninge of labor were affected by the increase in its contri-
butions to various funds required under the Nazi regime. It has been esti-
mated that weekly deductions from wages for all purposes increased from

3.8 R.M. in 1928 to 4.9 R.M. in 1937, and wage tax and social contributions

1/ Wirtschaft and Statistik, 1938, p. 159; also the Report of the
Reichskreditgesellschaft for 1938, p. 44.

2/ Guillebaud, op. cit., p. 188.
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also increased; the-former from 0,90 R.M. per week in 1932 to 1.62 R.M. in
1937, or from 3% to 44%. It has been estimated that taxes and compulsory
social insurance contridutions took 33.5% of the national incomes in 1937,
as compared with 30.6% in 1932.1/ The Reich Statistical Office estimates
that, in addition, the average worker pays about 1.5% of his weekly wage
to the Labor Front but probably less then one percent in contributions to
the Nazil Welfare Organization, the Winter Relief Fund, etc.gf

The increase in real wages in Germany during 1933-39 has been the
subject of much controversy, in view of the fact that the official cost of
living index is not regarded as reliable (owing to leakages in price
control, substitution of goods of inferior quality, etc.). As already
indicated, most competent foreign observers estimate that there was a rise
in the cost of living of 20 to 25% between 1932 and 1937, and a further

rise ainca.@f There seems no doubt that consumption rose between 1932 and

lQEB.Ef but that the German wage earners had to content themselve with

1/ Brinkmann, Staat and Wirtschaft, p. 23.

r

2/ "Die Entwicklung der Arbeiteverdienste in den letzten zehn Jahren",
Wirtschaft Statistik, No. 4, 1938, See also "Wandlungen in der
Schichtung der Arbeiter-und Angestelleneinkommen" Viertel jahrs-—
hefte zur Statistik der deutschen Reiches, No. 3, 1937.

3/ TForeign Policy Report, May 1, 1937, p. 43. See also above, p. 58,

4/ Retail sales increased from 22.7 billion R.M. in 1932 to 33.5 billion
marks in 1938.
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inferior goods and forego many of the things they desired. With the de-
velopment of the rearmament program, there was also an increasing shortage
of new dwellinga.lf

The condition of those formerly unemployed certainly improved. There
was a greater job-security for all. There was also a development of Gov-
ernment provision of recreational facilities through the "Kraft durch
Freude" and other means. But this to a large extent was merely a substi-
tute of the facilities formerly provided by the trade unions and voluntary
social orgenizations. As againet these improvements there were the longer
working hours, the greater intensity of work and the increasing regimenta-
tion of the working life of the wege earner.2/ It must alsc be pointed
out that Jews and non-Aryans, constituting over 1% of the total population
of Germany, suffered greatly from discriminatory legislation and adminis-
trative measures taken against them which depressed their standard of life
to the lowest possible levels and "no account of the standard living in

Germany can ignore this fact,"3/

1/ The Report of the Reichskreditgesellschaft for 1938-39, saye: (pp. 14,
15). "The improvement in general employment and incomes has brought
with it a shortage in dwelling houses which has become much more acute
during the last few years with the marked rise in marriages since the
slump. The present deficiency of dwellings (as measured by the number
of families which have not at the moment a dwelling of their own) is
estimated at 1} million".

2/ 1In 1939, the aversge length of the working day was 7.90 hours, as com-
pared with 6.91 in 1932, but the average concealed considerable vari-
ation. The working day for metal workers in 1937 was B8.49 hours, but

for textile workere only 7.52.

3/ Guillebaud, op. cit., p. 209.
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The statistical data given above also indicate that there was an in-
creasing inequality in the distribution of wealth and income in Germany

under the Nazi regime. This donclusion is borne out by other ntuﬂias.lf

1/ See Maxine Yaple Sweezy, "Distribution of Wealth and Income under the
Nazie", Review of Economic Btatistics, Vol. XXI, No. 4, November 1939.
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VII. - Concluding Commente.

The German experience of 1933-39 developed under conditions and wae
marked by features which make it difficult to draw from it conclusions
applicable to a relatively free economic system such as ours. The Ger-
man program, for instance, was carried out under conditions of isolation
from the world market though the strict control of exchange movements and
under a totalitarian political system entirely foreign to our ideas and
ideals.

There are, hewuver, in the German experience a number of suggestive
points with regard to social-economic methods and techniques. The most
gignificant of these mey be stated as follows:

(1) The willingnese to try new economic expedients.

(2) The ensergy and speed with which new methods and plans, once

adopted, were applieds

(3) The way in which the government assumed the initiative in

making productive plans and imposed the responsibility for
their execution on private enterprise. It readily employed
experts and industrialiste while retaining final direction
and control.

(4) The way in which the government used its powers to direct

investment. Whether the particular channels (rearmament
and autarchy) are desirable or not, the methods for con-

trolling the distribution of investment funds are interest-

ing.
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(5) The varioue methods by which the government both limited
and utiliged the profit motive as a means to its ende.

(6) The application of investment to public purpose, if nec-
esgary, at lower economic yields on the assumption that
the long run results will be justified also from an eco-
nomic point of vliew.

(7) The temporary stabilization of the economic system through
the control of costs, investment and foreign trade.

(8) The strains arising under such a system of economic con-
trol, due to the gradual attainment of "full employment",
the adverse effects on the standard of living and the
"regimentation" of the individual in hie economic and
gocial relaticns.

(9) The way in which the public works program was used as &
bagie for "Wehrwirtschaft" and facilitated the transition
to a war economy.

From the point of view of present problems the last point is of par-
ticular importance - It raises the question whether, and to what extent,
the present war planning in Germany is a continuation of the pre-war plan-
ning and what it may suggest to us in relation to our own preparednesse

program.
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Table I. - Employment and Production in Germany 1929-1939

Eaployment Unemployment Hours Worked Index of Production, 1928 = 100 2/
(000's) 1/ (e00's) 1/ (April) 1/
Total Consumption Production
Goods Industries Goods
_ Industries
1929 17,869 1,892 7.80 100.9 98, 103.2
1930 16,515 ,076 7.37 85.1 95. 85.5
1931 14,336 520 7.08 66.9 90.6 61.0
1932 12,518 5,575 6.90 58.7 78.1 45,7
193 13,016 4, gok 7.15 65.5 82.9 53,7
193 15,041 2,718 . 83.3 92.6 172
1935 15,949 2,151 95.8 91.0 99.4
1936 17,097 1,593 7.67 106.7 97.5 112.9
1937 18, 354 EIE 7.82 - 116.7 102.8 126,0
1938 19,518 2 7.85 124,7 107.8 135.9
1939 21,6403/ 7.90
1/ From sickness insurance statistics.

2/

From Institut fﬁr Ko

3/ Tor May 1939.

njunkturforschung Statistik In-und Amslands,
Beichskreditgesellschaft«Econcmic Conditions in Janunry in the Middle of the Yeer 1939,
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fable II. - Employment and Unemployment in Germany for Selected
Years, 1928 - 1939
Yearly Number of Number of Registered
Averege Employed Unemployed
1928 17,436,000 1,391,000
1932 12,518,000 5,575, 000
1936 17,110,000 1,590, 000
1938 (1st quarter average) 18,378,000 835, 000
April 19,400,000 423, 000
May 19,857,000 338,000
June 292,000
1939 (lst quarter average) 19,653,000 211,000
April 20,691,000 94, 000
May 21,105,000 70,000
June 49, 000

From "Wirtschafts - Bericht", published by Commertz und Privatbank
July 1939,
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Table III. — Prices and Cost of Living in Germany,
1936 -

1938
Wholesale Price Index Cost of Living Index
Year (1913 = 100) (1913 = 100)
Low High Low High
1936 103.6 105.0 124.2 125.4
1937 105.0 106.7 124.5 126.2
1938 105.4 106.3 124.8 126.8

Source: Prepared in the Division of Regional Information
of the United States Department of Commerce,
Washington, March 1939.
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Table IV. —~ National Inccme and Investments in Germany, 1928 - 1938

Total Proportion of
Year National Total Investments

Income Investments to National

Income

1928 75,400, 000, 000 13,700,000, 000 18.2%
1929 75,900, 000, 000 12, 800,000, 000 16.9%
1932 L5, 200,000,000 4,200,000, 000
193 46,500, 000,000 5,100,000,000 11.0%
193 52, 700,000, 000 g, 200, 000, 000 15.6%
1935 58,600,000, 000 11, 600,000, 000 19.8%
1936 64,900, 000, 000 13, 800,000, 000 21,3%
1937 71,000,000, 000 16,000, 009, 000 22.5%
19383 77,000, 00C, 000 19,000, 000, 000 24, 7%

ST AR trw T e cewtE,

A e R N T Y e T T T T m—

From: '"Sconomic Conditions in Germany in tho iliddle of the Year 1939" Reichskreditgesellschaft,
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Teble V. - Taxes and Customs Revenue in Germany, 1929 - 1939

Yenr
(April 1 - March 31) Tax and Customs Revenue Taxes on Wages Included
Grand Total® in Total
of Column 2

1928-29 9, 000,000,000 R. M, 1,415,000,000 R. M.
1932-3 6, 600,000,000 749, 000, 000
1933~3 6, 800, 000, 000 730,000, 000
193435 g, 200, 000,000 899, 000, 000
1935-36 9,700,000,000 1,362,000, 000
1936-37 11,500, 000,000 1,544,000, 000
1937~38 14, 000,000,000 1,760,000,000
1938-39 17,700,000,000 2,091,000, 000

201

Source: Condensed from "Economic Conditions in Germany in the Middle of the Year, 193g, "
Heichskreditgesellschaft. P. 5B,

*Does not include tax on Jewish weelth, one half of which, amounting to 500 million R. M,
was paid over during this period,

9.6021
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Table VI, - Capital Accumulation in Former German Reich

Anmial Increases in Million R, M,

1934 1935 1936 1937 1958
I. Long-Term
1. Savings deposits with all banks 957 1,244 1,084 1,823 2,600
2, Increase in life and social insurance
investments 719 889 1,136 1,402 1,600
3, Investments in shares and bonds 1/ 38 249 923 1,235 2, 700
Totals 1,71 2,382 3,143 ,010 ,300
II. Short-Term
1, Bank deposits 1,089 219 1,239 1,007 2,800
2. Tax Certificates, Treasury Bonds,
and Special Bills 2/ - 356 - 162 409 156 - 600
3. Cash Holdings 221 401 1 215 1,060
Totals 960 1,058 2,239 1,698 3,260
Grand Totals 2,674 3,440 5,382 6,308 10,160
lf Calculated by Reich Statistical Office; 1938 figures estimated on a similar basis from data
published by the Business Research Institute. (Weekly Report, 1938, No, 51/52,)
g} Not including holdings of the banks - 1,e., covers securities with business and the public

Source: "Economic Conditions in Germany in the Middle of the Year 1939," Reichskreditgesellschaft,

only,

p. 56.
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Igble VII. - The German Capital Market, 1926 - 1938
New Isgueg - In Millions R. M.
Year Public Loans to Private Stocks and
Loans Enterprises Shares
(Cash issue

price)

1526 1,163 2238 288
1927 714 181 1,438
1928 E63 294 1,339
1929 520 B 979
1930 529 36 B55
1931 65 1 635
1932 248 10 150
1933 71 2 91
1934 75 4 143
1935 1,636 3 156
1936 2,670 47 395
1937 3,150 258 333
1938 7,744 107 822

Total

1933-1938 15,046 421 1,940
1938 Jan,-April 3,481 &b 116
1939 Jan,~-March 1,300 113

Source: "Economic Conditions in Germany in the Middle of the
Year 1939", Reichekreditgesellschaft, p. 52.
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Table VIII, - lLoans of German Reich

120976

1935 - 1938
Amounte
Amountg Issued Period Outstanding
4 1/2 Issues Publicly in Dctoheg_?l.
(In Million R, M.) Total Offered Years 19381
Loans: 1935 846,8 27 793.7
Loans! Second Series 1,078,6 27 1,034,5
1937 637.3 27 624.9
1938 1,270.5 27 1,270.5
Reich Railway Bonds, 1936 500.0 500.,0 8 500.0
Redeemable Treasury Bonds:
1935 500.0 500.0 10 463,1
1936, First Series 98.0 10 98.0
Second Series 700,0 500,0 12 670.4
Third Series 600.0 500.0 12 600,0
1937, First Series 700,0 600.0 12 700,0
Second Series 800.0 700.0 15 800,0
Third Series 850,0 750,0 15 850.0
1938, First Series 1,400,0 850.0 18 1,400.0
Second Series 1,966.0 1,200,0 20 1,966.0
Third Series 1,840.1 1,200,0 20 1,840.1
Fourth Series 1,500.0 1,500,0 20 - Ef
Total 15,287.3 8,900,0 13,611.2
4 1/2 Debt Certificate 264.1 264,1
Loan, 1935 56,7 S - Y
Grand Total 15,608,1 8,900.0 13,932.0

1/ After deducting amounts redeemed.
2/ Wot issued until November 28, open for subscription up to
January 9, 1939,

Germany's Economic Condition at the turn of 1938/1939,
Reichskreditgesellschaft, p, 92.

Source:
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Table IX, - Declared Public Debt of German Reich, 1928 - 1939

Debt 014
Outetanding (Pre 1924) N Domestic
(In Millions Debt Foreign Long and Me- Short Term Total
R, M,) dium Term

March 31, 1928 5,560 gal 500 187 7,131
1933 L, 4az 3,003 2,751 1,514 11,690
1934 4,239 2,026 3,596 1,932 11,793
1935 3,917 1,773 4,358 2, Loy 12,452
1936 3,766 1,678 6,029 2, 399 14,372
1937 3,622 1,42 8,611 2,383 16,058
1938 3,466 1,333 11,954 2,3h45 19,098
1939 3,307 1,257 19,577 6.535 30,676

Source: "Economic Conditions in Germany in the Middle of the Year 1939", Reichskreditgesellschaft,
p. 60 .

9l6021
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Table X. ~ Money Rates in Germany, 1931 - 1938

Reichsbank Private
Rediscount Discount Call
Year Rate Rate Money

{Monthly Averages) % % %
1931 6.91 6.78 B.37
1932 5.21 4,95 6.23
1933 4.00 3.88 5.11
1934 4.00 3.77 4,68
1935 4.00 3.15 3.77
1936 4.00 2.96 3.18
1937 4.00 2.92 2.92
1938 (October) 4,00 2.88 2.90

Source: "Germany's Economic Condition at the Turn of 1938/1939 1

Reichskreditgesellschaft, p. 87.

107



120976

Table XI. - Germany's Foreign Trade, 1928 - 1938

= - — A, - Former Reich only, exclusive of Austria (In Millions R.M.)

ﬁ" Year Imnorts Exporte Balance
1928 13,769 11,8561 -1,918
1329 13,425 13,042 - 203
1933 4,146 4,7E1 605
1934 4,385 4,060 - 326
1935 4.088 4,162 74
1936 4,141 4,660 519
1937 5,375 5,788 413
1938 5,449 5,257 - 192
1939 lst quarter 1,289 1,262 - 27
1938 0 n 1,388 1,339 - 44
1937 0 n 1,070 1,257 187

B. - Greater Germany (In Millions R.M.)

’ Year Imports Exports Balance
1937 5,943 6,271 328
1939 lst quarter 1,470 1,354 = 118
1938 " n 1,502 1,445 - b7

Source: Relchekreditgesellschaft, "Economic Conditions in Germany in the
Middle of the Year 1939", pp. 32-33.
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