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PRICE TRENDS AND ECOMQIIC CONDTTIONS II7 GERMANY

An outline of Zconomic conditions and Irice trends in Cermany prepared by the
Dominion Bureau of Stutistice contains the Lokl miiine;

b' During the first half of 1926 Germany w s in the throes of a period of depress-
fon which had commenced in the previous year, but ia the last half there was a con-
sidsrable measure of improvemeni. The deprrssior was accoapanied by much unemmloyment,
bankruptcies and stagmation of trade but during its course there went on a reorgan-
Azation of industry vhich laid the foundations for the improvement of the later months

l 01 Lae yaar,

The crisis or depression which existed in 1925 and the first half of 1926 was
Eha insvitable result of war tims developments and the artificial boom which charac-
terized the period ol currency inflation. During the inflation veriod there had beoen
& great extansion éf industrisl activity but industry contained much obsolete techaical
[ epnaratus and over-extended mercantile and financial structure, nmuch of which was

[ unmodernized. There was arparent vrodperity whilc the fictitious boog persisted but
with the stabilization of the German currency and the neccssity of competing on a gold
basis much of this structure had to be swept away. Though the necessity of reorgan-
ization hzd been recognized by many befere it was forced uporn. them, none could taks

9 »lace in the midst of inflation when only short teim capital was available and currency

3 %us being turned into material zoods =os quickly as possible. It was this readjustment
which was taking place during the first half of the year. The inefficient could no
longer maintain themselves in business., There were failures and receiverships on an

f unprecedented scale (bankruntcies rumbered 2,092 in January and had fallen to 435 in
Dececember ) and the firms who rode safely through the crisis adopted the volicy of

. &gt ionalisation,” that is, they set out to restore their industries to a nrofitmaking

' basis by the introduction of technical improvements in their plants, by the modern-
ization of commercial methods and the concentration of industry in large units, The
United States was taken as the model, to a large extent, nd the iaeca of large scale
organization and standardization was scized upon and vorked irtensely. Some of the
resulting organization apvears to have been on the surface only bzing agreements as %o
price and control of output and a great deal has yet to me dore before rationalisation
in such cases is really effected, nevertheless much sesms to have been accomplished,
and German - industry is more efficient than it was at the inception of the Dawes scheme.

I

Capital was necessary in order that the reorganization should take place andé
this came first of all from foreign loans but latierly from the savings of the Germans
themselves. One of the outstanding developmenis of the year was the revival of the
aome capital market. The accumul:ztion of savings was in part due to the quietness of
industry. In wore active timcs much of ii would hwve deen maintained in a liquid farm
forverking capital but as it was, it boecame tied vy in fixed interest investments.
Allowing for this fact there was ncvertholess o ripid ~ad unpredicted accumulation of
savings and capital., Germany is vacrefore webing hersel® independent of the inter-
national cavnital market. Savings werc 1.8 1iliin: marks in January, 2,15 in April,

B gl BiNE D cember and 3.6 in February i927. Intarest rates on long term capital fell
during the year to abeut 7% =nd banlr “ircouats averaged 6.7L% in 1926 ag compared with
9.15% in 1925. During 1927 the rate lar Leun 5%

One result of thc increase ¢f savings and e lazk of urgent demand for
working capital was a boum in the stock markets, Buids vere utilized for speculative
purposes uliich would otherwise have gone intq other linzs of activity.

Though some incrozse . in indastrial activity wovld likely have occurred in
the l:st half of the year ir any even, it was the Britich zoal strike which was
responsible for the considerable measure of improvement which did take vlace. By
October the G rman outwut of coal -d roached some 30% ebove April, stocks ropidly
disapncared and the indusiry as wrespernue. Shirping alsc gained becauss of the coal
situation vhich led to increased exmort vusiness ard hizh freight rates, The iron and
stecl industry likewiss profited. This arosperity speead to oth-r iadustrics with the
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iaac.x‘;p;u in purchasing power of tne worksrs ia the industries mentioncd. During the
first thre: months of the year the unemloyved awabered 2,000,000 but there was a drop
to 1,570,000 by Deccmber lst, though this number incrcussd aftcrvards duc to scasonal
influgitcos. By the first half of April, 1927, unemnloym:nt hac been reduced
to 9€7,000.

Durinz 1926 there was an outstanding reduction in the unfavorable comuodity

\rade balance. On the basis of published figurss it was only 133,000,000 marks as
omar:d with 3,630,000,000 in 1925, »recious mctals excluded. Comuodity imorts in
1925 were 12,U2€,000,000 marks and in 1926, 9,951,000,000 marks. Comuodity exvorts
were &, 79¢,000,000 marks in 1925 and 9,¢1¢,000,000 marks in 1926. Including gold and
silvir the imcort figurss for 1925 ar: 13,146,000,000 marks and in 1826, 10,56¢,000,000
marks, and thc cx ort figures 5,63C,000,000 marks in 1925 and 9,85&,000,000 marks in
1926, Commodity exoorts, how:ver, ar: claimed to be from 1} to 5% undervaluatcd. If
this claim be grantod then instcad of an unfaverablc comnodity trade balance in 1926
there wasn a favorasle onc of from 25,000,000 to 400,000,000 marks.

Imrort fijures showed the greatost change, a fact wkich was due to speclial
circumstances. In 1925 therc was an extraordinary accumulation of iiport comiodities
in anticivation of thc termination of the snccial customs provisions of the Versailles
Trcaty and of the new protective tariff of October in that year, and also becausc of
the obtaining of forei n crcdits. In 1926 the depression checkcd imports and cven set
Up a contrary movement, some of the 1925 im-ort stocks being re-exported. Price declines
wire another imortant factor in reducing imvort values. Exjorts, on the other hand,
were substantially aided by the British strike, thos: for coal, coke and iron and steel
products increasing by ovar 600,000,000 marks,

As to the balance of international nayments which takes cognizance not only
of commodity trade but of all intcrnational transactions, the report of the Agcnt-Genoral
for Renaration Payments stites that th re scrmed to be no doubt that Germany had nro-
duced during the second Reparation year from September, 1925, to August, 1926, an
actual surnlus of ex»orted goods and services sufficient to make Revaration transfors.
Including deliverics in kind thosc amounted to about 1,220,000,000. marks. It is truc
that during this -eriod Germany received loans from abroad to the exteat of 1,700,000, 000
morks but these loans wore countcrbalanced by increased cover for German currency of
about 700,000,000 and an exovort of canital of about 1,000,000,000 marks. Germany had,
thercfor, in the sccond Remaration year a sufficicent surplus of commodity and scrvice
exsorts to mect the payment of 1,220,000,000 marks.

The experience of the sccond Revaration year rmst be viewed with caution
beeausé of the abnormal trade factors rientioned above and becocuse of the large foreign
loans. It was thc lat:er which made possible Germany's exiort of cas’ital or extension
of crciit abroad, which was madc in such countrics as Russia and facilitated Germany's
trade. Borrowings from abroad have now been practically discontinued. Und:r normal
conditions Geormany would havs to incrcase her surplus to 2,500,000,000 marks for
Rcoaration purposcs after providing for ex»ort of cavital and for copital maintenance
and extcnsion in her own country wvhich has been estimated to rcquire annually from
7,000,000,000 to ¢,000,000,000 marks, It will be secn from this that the real test
has yct to be made.

An examination of the wmovement of prices in Germany during the last two
years reveals the fact that the general level of wholesale prices drojped from 141.6
in 1925 to 134.4 in 1926. The lattcr fizure was almost 10 points lower than the
average index  for gold prices in the chicf European countries. In February 1927 the
Germon index was 135.6 which compares with an average index of Buropean gold prices of
about 142.5. German prices werc therefore at the beginning of 1927 lower than world
Pricss. During 1925 the index dro>:.cd from 135.¢ in January to 131.9 in June and rose
to 137.1 in Dececmber, when it commenced to fall azain. Thus, during the last six
months of 1926, pricas wrr: rising therc vhen the world tendency was dovmward., This
result, however, was largcly due to the influence of the vegetable foods group v hich
was 111,2 in January 1926, 152.1 in Decombor =nd 155.7 in February 1927, Total farm
products index rosc from 122.3 in January 1926 to 143.7 in Deccmber. Industrial
materials and semi-finished prodrcts declined from 1344 in January 1926 to 129.7 in
December.  They wer: 129.1 in February 1927. In this groun cozl and iron wore slightly
higher in Decenber than in January. Textiloes d .clincd from 166.7 to 136.3. Hides and
skins rosc from 112.5 to 122.0. Rubber fell from 102.8 to 48.0. Finished goods de-
clined from 158.0 to 143.5 during 1726 and were 141.6 in February 1927.
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In ordsr that Re-arstion payments may b: mads in future Germany must produce
& nugd surnlus of comaodities for exdort and also accummlate the cquivalent in funds to
cnable their transfer to be mnde, Fands will be raised by toxation and other means
under the Dawes Schome and transmitted through the purchase of forcign exchange or other
media as Reosaration Daymenta.  Thus the purchasing DPower of the Geruan nation will be
# reduced and nrices will be lcw, In those nations which reccive the indermity the con-
¢ ¥orse will bo true. Low prices in Germany and increascd purchasing powver abroad will
‘tcnd to moke Goermany a good country to buy in and a noor country to scll in, hence ex-
ports should be increased, making for a favourable cormodity balonce equivalent to the
frount of Reparations. The transfar of funds mentioned above is, of coursec, the
mechanism by which the payment of Reparations in goods and scrvices ig rendorced possible
The reduction of prices i8, however, not wholly a monctory problen, for the technique
of industry must also be nrd- so efficicnt that costs of production will b sufficiently
low to give rise to an ex2ort trade sufficient to ma'e . survlus cquivalent in goods
cnd services to the amount of reparations,

One of the zreat obstacles with vitich Gernany has to contcnd in cormion with
other Eurovean couwntrics is thes of high tariff barriers. It is absolutely neceseary
that thise be penetrated in ordor to »roduce her export surslus, hence much effort is
being put forth to bring about trade agre ments. During the year such were concluded
“ith Sweden, Pinlad, Latvia and Turkey whilst those with Denmark, Spain and Italy were
txtended. A provisional arrangeaent was made with Fronce and negotiations Lave been
procceding with Japan.
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