Chapter 3

Adjustment issues in hyperinflations countries



3.1) Introduction

Last chapter mentioned in various ingances the presence of serious adjustment
problems in some European countries, notably the ones whose frontiers were subject to
very dgnificant changes by the Peace Tredties and dso to the payment of reparations.
The purpose of this chapter is to describe such problems and to assess their magnitude
and likely contribution to the hyperinflation process.

It is important to dissociae the chaotic conditions prevaling in Centrd Europe
immediately after the war from the problems of a more "dructura” nature generated by
the new frontiers established for the Successor States and by the payment of reparations
imposed to Germany. Audria and Hungary lost about 2/3 of ther teritories and
populations and the new Poland was reunified after more than a century foreign
domination. It is argued at length in Section 3.2 that the adaptation to these new redities
represented a magjor adjustment problem and that would have to be undertaken under very
unfavorable conditions. For Germany the externa "imbaance' in the early 1920s was
less connected to territorid changes and war didocations than to the payment of
reparations. Section 3.3 discusses a some length the old issue of the burdens of
reparaions, but notes in this connection that the "transfer problem™ faced by Germany,
and aso by the Successor States, would be made much harder by one very important
domestic factor, namely the very strong pressures to increase red wages that stemmed
from the extremdy low levd a which they were and from the extraordinary
drengthening of the labor movement observed after the war. Indeed, as argued in Section
3.4, the early 1920s would bring very significant socid transformations with sweegping
consequences as regards labor markets in Europe. Astonishing increases in unionization,
the adoption of compulsory collective agreements and the drength of socidist parties
would determine nearly irresstible pressures to recompose pre-war levels of rea wages.
Section 34 dso presents figures for red wages immediady after the war highlighting the
extreordinarily low levd to which weges had fdlen in the hyperinflation countries This
fact by itsdf woud mean to impose drict limits to possible reductions in the "standard of
living" necessyy for adjusment reasons. This “inconsgency” between politicaly

acceptable levels of red wages and external balance provides a promising explanation for



the hyperinflations in these countries, to be explored in detall in Chapter 4 ahead. The
reconciliation of these demands with the adjustment problems should be one of the key
factors for the stabilizations, as we will observe in Chapter 8, 9 and 10.

3.2) Adjustment Problems in the Successor States

3.2.1) The new frontiers

The redrawing of Central Europ€s politicd and economic map determined by the
Peace Tredties has been termed "the biggest exercise in the reshaping of the politica
geography of Europe ever undertaken' ®. Entirdy new countries were crested while the
remaining others had ther area and populaion grestly modified. The most important
changes have been the dismemberment of the Austro-Hungarian Empire into three new
countries and the reunification of Poland after 125 years during which she was
partitioned between Germany, Russa and the Ausro-Hungarian Empire this is pictured
inTable3-1.

Table3-1
Successor States: Area, Population and National |ncome, 1913-1921

Ared® Popul ation® National income®
Country 1913 1921 1913 1921 1911-13
Austro-Hungarian Empire ~ 6764° - 51.4° - 100.0°
Austria - 855 - 6.5 29.7
Hungary 325.0f 92.6 20.9f 76 -
Czechoslovakia - 1404 - 136 4.7
Bulgaria 1118 103.1 47 49 -
Rumania 137.9 304.2 75 176 17f
Serbia 87.3 - 45 - -
Y ugodlavia - 249.0 - 120 36
Poland - 388.3 - 27.2 151

SOURCES and OBSERVATIONS: (a) Area in thousands sguare kilometers, not including minor
additions to Italy and Greece and from Germany and Russia. (b) Population in millions. (c)
National incomes as percentages of the average for 1911-13 national income of the Austrian half
of the Empire. (d) Including Bosnia-Herzegovina. (€) Include 5.2% corresponding to territory
given to Italy. (f) The Hungarian Kingdom of the Austro-Hungarian Empire. From |. Berend &
G. Rénki (19744) p. 173 and (1979) p. 111 and A. Teichova (1983) p. 532.

1 D. H. Aldroft (1981) p. 22.



These extensive teritorid changes would create formidable adjustment problems.
the new frontiers cut across "naturd” economic cleavages, obeying an "uneven mixture’
of political, military, "historicd” and economic considerations®, turning much harder the
dready complex problem of splitting of a cusoms union that endured for haf a century
and within which a spedific patern of divison of labor had been long established®.
Beddes, the conditions under which these adjustments would be made were by no means
favorable. Comparing Audria to other European smdl open economies such as
Switzerland, Belgium and Denmark for example, Edward Maz observed that these
countries "had been fitted into the larger framework of the European economy over a
long period of time, and in the extremely propitious climae of 19th century liberdiam,
whereas Audria was faced with the task of a speedy readjusment in the frigid trade
cdlimate of the 1920s*.

On the domedic Sde two important disturbing factors should be mentioned: (i)
the incredibly low level of red wages observed after the war, and the labor movement's
grength and the pressure it exercised towards recovering pre-war values, reduced the
scope for gains in competitiveness from the compresson of red wages and turned
unemployment a less feasble dternative. (i) Adjusment required modernization,
technologica update and scde adjustment in many sectors of these countries economies-
like in the Audrian metd, mining and energy indudries or in the Polish ralways, for
example - which bascdly required thorough investment programs, which often implied
in pressures over public expenditure®. Inflation was an immediate consequence of the
impasse between the needs of adjustment and the pressures to increase red wages and
over budget deficits.

Another consegquence of these tensons was to generate clams for protectionism -

2 3. Bloomfield (1985) p. 233; L. L. Ecker-Récz (1933a) p. 71 and D. H. Aldroft (1981) p. 27.

3 There were several instances of division of labor within the Empire, the most noteworthy being the
concentration of agriculture, especially cerea production, in the Hungarian half, the location of banking,
finance and trade connections in Vienna and the development of industry in the later Czech lands. A
especialy interesting example is provided by the textiles industry where spinning and finishing were
predominantly Austrian whereas weaving was the specialty of the Czech lands. Similar patterns could also
be found in chemical, ironworks and wool industries. Cf. J. Bloomfield (1984) p. 234 and E. Marz (1948) p.
262. Regarding the Polish lands, the Habsburg rulers had a clear purpose of maintaining Austrian Poland
essentially agricultural as to serve as a granary for the rest of the empire. Cf. J. Taylor (1953) pp. 10-11. On
the formation and development of the Habsburg customs union see J. M. Komlos (1983).

4 E. Marz (1948) p. 302.



often under the cover of nationdist struggles - actudly drifting these countries into very
restrictive commercid policies and determined efforts to stimulate import substitutior?.
These policies represented a further blow to these countries trade prospects. The intra-
Danubean trade suffered a marked shrinkage during the 1920s. considering only the
mutua trade of Audria, Hungary and Czechodovakia, its share over the totd trade of
these countries declined from 33.8% in 1921 to 22.3% in 1928 for Hungary, from 30.1%
in 1922 to 24.6% in 1928 for Audtria and from 26.6% in 1922 to 17.0% in 1928 for
Czechodovakia’.

This dhrinkage is partly due to redrictive trade policy, but it is dso an indicaion
of the presence of trade diverson effects in the Austro-Hungarian-Czech customs union.
It is interesting in this regard to observe the degrees of openness reported in Table 32.
Preewar Centrd Europe was dominated by two large empires markedly hogtile to each
other and autarkic in nature. Indeed, as shown in Table 3-2, the Austro-Hungarian and the
Russan Empires showed the lowest degrees of openness in 1913. The Successor States
became much more open economies during the 1920s than the Habsburg Empire was in
1913, as seen in Table 3-2; this was patly to be expected for some of wha was
"domedtic" trade was turned "internationd”. Poland was an exception in this regard. Over
the years Polish lands developed drong economic connections with the respective
patitioning empires in detriment of the economic intercourse between the Polish
territories: it has been edtimated that in 1913 only 7.4% of the totd trade of these Polish
provinces took place among themsdves while 84.5% was with the partitioning powers
and 8.1% with other countries. Yet, in the early 1920s these trade channdls would be
dradticdly shrunk, notably by the closure of Russa, the successve tariff wars with

® For details see E. Marz (1948) pp. 302-304 passim For details see E. Marz (1948) pp. 302-304 passim

® |. Berend & G. Réanki (1974a) , F. Hertz(1947) and L. Pasvolski (1928).

" Cf. L. Pasvolski (1928) pp. 147, 338-339, J. Bloomfield (1984) p. 264 and F. Hertz (1947) p. 80. In 1922
51.3% of Austrian exports were destined to the Central Europe excluding Germany, which was reduced to
40.1% in 1928 and further to 34.3% in 1935. The corresponding numbers for Hungary were 76.9%, 68.4%
and 31.6%, and for Czechoslovakiawere 41.3%, 34.4% and 25.2%. Cf. F. Hertz (1947) p. 82.

8 An interesting example is provided by the textiles industry of Lodz, in the former Russian partition,
responsible for a large portion of the total textiles output in the new Poland. All of the exports of textiles
from these lands had Russia as its destiny while 82.6% of the imports of textiles, composed primarily of
rawv materials, also came from Russia. Cf. Z. Landau & J. Tomaszewski (1985) p.13. It should be observed
that the textilesindustry was the largest of the new Poland according to the number of workers employed.



Germany®, the strict commercid policies in the Danubean area and by no means the least
of it the strong sentiment for salf-sufficiency in Poland.

Table3-2
Ratios of Foreign Tradeto National Income: 1913-1929
(exportsplusimportsdivided by two over GNP)

country 1913 1920-23° 1924-27° 1929
Austro-Hungarian Empire 138 - - -

Austria - n.a 24.3 226
Hungary - 18.5b 16.3c 16.1
Poland - n.a 131 114
Czechodovakia - 30.2 27.2 27.3
Germany 20.8 n.a 16.1d 180
France 21.3 - - 232
United Kingdom 29.6 18.1e 21.5d 24.6f
Russia 6.8 na na na
Denmark 322 26.39 34.5d 33.7f
Belgium 66.1 50.5h 579 43.2;
Switzerland 417 311" na 25.1

SOURCES and OBSERVATIONS: Some ratios from K. W. Deutsch & A. Eckstein(1961) and
others computed from national income and foreign trade on B. R. Mitchell(1978). The ratio for the
Austro-Hungarian Empire considers national income of Austrian half from A. Teichova (1983) p.
532 and of the Hungarian half from F. Fellner(1930) p. 81 and A. Eckstein (1956) p. 14. Polish
rations from national income estimates in Z. Landau (1976). (a) yearly averages. (b) 1921 only. (c)
1925-1927. (d) 1925 only. (€) 1922 only. (f) 1928 only. (g) 1920 only. (h) 1924 only. (i) 1927 only.
(j) 1930.

The extent of trade credtion or trade diverson generated by the new frontiers can
be assessed by deducting from the ratios reported in Table 3-2 the share of the mutud
trade among Austria, Hungary and Czechodovakia and compare this "corrected” degree
of openness with the vaue of 13.8% for the whole empire in 1913'°. Hence computing
these "corrected” ratios for Audtria and Czechodovakia we obtained values of 19.8% for
the former in 1925 and 26.2% for the latter in 1922 | indicating that these countries
enjoyed subgtantid trade creetion effects with the new frontiers. The same would not be

true for Hungary whose degree of openness deducting the shares corresponding to

% C. Kruszewski (1943).

19 The procedure would not be rigorously correct, first because the Habsburg Empire included more
territory than these three countries together, as it is easily seen in Table 3-2. From the methodological point
of view one problem is that the procedure does not control for other factors, such as for example
commercial policy, which certainly has had atrade diverting influence.

1 For Austria we deducted from openness in 1925 reported in Table 3-2 the joint share over total trade of
the trade with Hungary, Czechoslovakia and Poland, which summed to 37.0% in 1925. Thus multiplying
24% by (1-0.185) we obtained 19.8%. For Czechoslovakia we deducted from total trade the share of
Austria, Hungary, Y ugoslavia and Romania, which summed up to 26.6% in 1922. Thus multiplying 30.2 by



Austrian and Czech trade would be of only 12.2% in 1921%2. This would seem to point
out coderis paribus that the customs union has had a dight trade creation effect™®, but
most likely such decreased "corrected” openness, despite the continuoudy fdling share of
the trade with Austria and Czechodovakia, is compatible with the conscious effort by the
Hungarian authorities to promote industridization by import substitution™.

3.2.2) Czechodovakia

It should be observed that the capacity to undertake the adjustments required to
these new conditions, and in paticular the export posshilities, were very unevenly
disributed among the Successor States as the Peace Treaties had assgned to
Czechodovekia a "disproportiondly large share of the former Monarchy's economic
potentiad” *°. Indeed Czechodovakia starts showing strong and consistent trade surpluses
as early back as in 1920, in sharp contrast with Austria and Hungary for which exports
represented respectively 54.8% and 39.3% of imports in this year '® and dso, with
Poland®’. It is interesting to observe in this connection that the Habsburg monarchy as a
whole had been a debtor economy before the war, a chronic trade deficit being financed
to a subgantid extent by incomes from services, such as trangt traffic, banking and trade

commissions, tourism, emigrant remittances and by new borrowing'®. After the war the

(1-0.13305) we got 26.2%. The figures are from J. Bloomfield (1984) p. 264 and L. Pasvolski (1928) p.
147.

12 The share of the Hungarian trade with Austria and Czechoslovakia over the total was 33.8% in 1921, so
that multiplying 18.5 by (1-0.338) we obtained 12.2%. Figures are from L. Pasvolski (1928) pp. 338-339.

13 Which would seem paradoxical in view of the complaints that existed in the Hungarian Kingdom about
its position within the union, which stemmed, to some extent, from the kingdom's interest in fostering
industrialization. Cf. E. Marz (1948) p. 139-145 and L. L. Ecker-Récz (1933a) pp. 5-10 passim

1% E. Hertz (1947) pp.70-71.

15 Around 70% of the industrial capacity of the Empire Western Provinces was given to Czechoslovakia:
she retained over 50% of all factories of the Austrian half of the Empire (while Austria got 32.4%), 63.8%
of all boiler surfaces (against 18.3% given to Austria), 75% of the coal mining, 60% of the iron and metal
industries, 75% of chemical works, 75% to 80% of the textile and building material industries, 92% of the
sugar production and nearly 100% of glassware industries. Cf. |. Berend & G. Ranki (1974a) p. 182 and E.
Marz (1948) p.136 and 249.

18 3 Bloomfield (1984) p. 252 and L. Pasvolski (1928) p. 329.

17 See J. P. Young (1925) vol. I p. 354.

18 According to L. Pasvolski (1928), during the period 1909-1913 the Empire's accumulated trade deficit
was of 2,400 million crowns and net interest payments summed to 1,550 million crowns, while emigrant
remittances totaled 1,500 million crowns, commissions and traffic yielded 700 million crowns and tourism
another 500 million crowns. Cf. p.10-13. Seeaso W. T. Layton & C. Rist (1925) pp.124-125.



main sources of credit, France and Germany, were no longer available, in view of ther
own financid problems, and the British and the US appeared little interested in
peforming this role *°. Vienna logt in pat its postion of trading intermediary and
banking agent between Western and Eastern Europe and consequently the income
derived from these functions®®; furthermore the best part of the former Monarchy export
potentid was given to Czechodovekia, which had the consequence of leaving a
magnified import surplus to the other Successor States.

Apat from that, to the extent the Czechs sood on the winning sde of the war
they assured themsdves not only the freedom to levy tariffs and the dlies goodwill
regarding MFN agreements and commercid credits but dso the privilege of collecting
reparations, or a least of not paying any’l. Czechodovakia held actudly a very small
share of the reparaion liabilities of Hungary and Bulgaria, but this is certainly better than
to own reparaions, as Audria and Hungary. It had become clear quite early tha the
scope for collecting reparations from Austria and Hungary was very reduced, but its mere
presence, and especidly the firg lien it held on Audrian and Hungarian date property,
precluded the access to international credits in addition to creating an unfavorable
amosphere for a stahilization effort®.

The lig of contrags favoring the Czech Republic could be consderably
multiplied, as explored by comparative studies such as J. Bloomfied (1984) and A.
Teichova (1984). It should be noted that according to Sargent's account of the European
hyperinflation Czechodovekia did not plunge into hyperinflation by virtue of a

19|, Berend & G. Ranki (19744) p. 223.

20 For which it was also important the disturbed trade conditions of the early 1920s and the other Successor
States policies of developing their own trade and financial connections. See E. Marz (1948) p. 519.

21 Both made some deliveries in kind immediately following the war, but not in very significant amounts.
To Austria for example, was never imposed a schedule of payments and in 1930 the Austrian liabilities
were written off by the Hague agreements on non-German settlements. Hungary received a quite different
treatment. A provisional schedule of payments was established in 1924 and it was made definitive by the
Hague agreements. The total payments summed to around 50 million dollars mostly due to Greece and
Romania, but up to 1926 payments were effected mostly in the form of coal deliveries to Yugoslavia. Cf.
H. G. Moulton & L. Pasvolski (1932) pp. 234-246 and |. Berend & G. Rénki (1974a) pp.184-185.

22 Reconstruction was "not burdened but ...hindered by reparations [w]hich... hung like a sword of
Damocles over the economy of the defeated countries, threatening the balance of the state finances and the
budget, imposing to some degree psychological impediments to economic reconstruction, affecting the
accumulation of capital and preventing productive investments ... it kept the countries of East-Central
Europe in perpetual uncertainty, served as a pretext for kindling a chauvinistic-revanchist atmosphere, and
became one of the handicaps to the economic development in that area". Cf. |. Berend & G. Ranki (1974a)
p.185.



purpossful policy choice towards fisca austerity?®. Although this could be held to some
extent as one of the contrasts, the most important point is probably that the superior
grength of the Czech's economy alowed policy choices that were not feasble to other

countries.

3.2.3) Audria

At the immediate aftermath of the war the Audrian Stuation gppeared especidly
serious. The new Audria inherited an "extremely acute problem as regards fud”, as it had
dmost no cod deposits within its frontiers, and a no less dramatic food problem 24, Both
problems were made very difficult in the early 1920s in view of Audrids ingbility to
supply hersdlf in the disrupted internationd markets™; these, however, were problems of
a longer run nature that would make themsdves fdt for the whole decade. Ausdtrids
energy problem was described as her "Achilles hed", as the country faced the dilemma of
rying on its exports to buy cod in internationd markets or to develop a more intensve
use of her lignite deposits and her hitherto unexplored hydroelectric potentia 2°.

The food problem had had its origin in the previous dependence on Hungarian
cereal surpluses and in the inherent weeknesses of Audrian agriculture with its
insufficient acreege and low productivity. The deveopment of domestic output faced
problems of topographic nature, suffered from capitd and labor shortages and was
hampered by the belated survival of feudd inditutions in the form of commons and smdl
plots’’. In addition to that Austrian industry was handicapped by the poor raw materids
endowment given by the new frontiers, some sectors such as those producing luxuries
had little prospects of recovery while others were tallored for a closed market of 50
million people, the result of these being the chronic unemployment and idle capacity
experienced by industry during the 1920s 28, Viennds size was regarded as a serious issue

2T, Sargent (1982) p. 85.
24 3. Bloomfield (1985) p. 234 and E. Marz (1948) pp. 278-280, 288.
% Both problems were strongly felt in Vienna in the immediate post-war, the shortages experienced being
second only to those of Russia. Cf. LN (1926a) p. 10. By virtue of this the Austrian conditions have been
described with adjectives such as "disastrous", "catastrophic", "tragic" and "chaotic". See |. Berend & G.
Ranki (1974Q) p. 174, J. Bloomfidd (1984) pp. 236-240, L. Pasvolski (1928) p. 95 and K. W. Rothschild
§1947) p. 19.

® E. Marz (1948) pp. 288-293.
27 pid. pp. 275-284.
28 1 hid. pp.293, 299 and 632-633.



asit stood alegedly out of proportion with the country’s economic possibilities 2°.

These problems weighted heavily and directly not only upon the new republic's
balance of payments but dso upon the budget, especidly in the form of doles and food
subsdies. In addition to that the first budgets of Austria were further burdened by the
massve return to Vienna of government officids in numbers that had been consdered
excessive for the administration of a country of 30 million people *°. The dimension of
these problems, or a least their appearance, was such that the issue of the economic
viability of the new country was very serioudy rased; "the widespread conviction,
according to a higorian, [w]as that the remnant of the old Austrian Empire which was to
condtitute the new Austria was incapable of independent existence” 3. This aleged "non
viability" was epecidly emphaszed by the Socidig Paty which had as pat of its
program the Anschluss and continuoudy campaigned over what was cdled the Audrian
Dilemma: the union with Germany or non-existence. In 1919, under ther influence, the
Provisiona Nationa Assembly had even passed a declaration favoring the Auschluss *2.

3.2.4) Hungary

Hungary's post-war economic prospects seemed better than Audtrian's a least to
the extent that her being a predominantly agricultura country the aftermath of the war did
not bring the "prospect of imminent starvation” it did in Austria®. But, on the other hand,
Hungary experienced some very serious political convulsons up to 1921. A short lived
Bolshevik revolution, a Romanian invason, a civil war and two restoration atempts may
possbly have done more damage to the country than the war itsedf®*. Unlike Austria
Hungary's titude towards her neighbors was essentidly hodtile in consequence of which
the issue of the viability of the new Hungary was appraised very differently with respect
to the corresponding Audrian problem: while the exigence of a hedthy Audria was
regarded as necessary for baance of power reasons, the existence of an Hungarian date

29 | bid. pp. 269-273 and K. W. Rothschild(1947) p.19.

30|, Pasvolski (1928) p.104-105.

31 |bid. p.108. K. W. Rothschild (1947) p. 19-20, adds that, "the general attitude of the leading politicians ...
was to profess complete disbelief in Austria's ability to exist as an independent entity". Austrian historian
Edward Marz's verdict on the issue was "pessimistic”. Cf. E. Marz(1948) p. 317.

32 |bid. p.237 and J. Bloomfield (1984) p. 232-233.

33 LN (19263) p. 10, L. L. Ecker-Récz (1933a) p. 132 and LN (1926b) p. 9.

34 . Pasvolsky (1928) pp. 291-292.



seemed to represent on the contrary a threat to peace in the regiort™. In this connection
one understands the quite different trestment given to Audria and Hungary with respect
to the reparations issue. A schedule of payments was never imposed to Audtrig, and in
1930 the liability was written off by the Hague agreements on nonGerman settlements.
Hungary, in contrast, had her payments schedule established in 1924 and confirmed by
the Hague agreements. The totd ligbility was small - 50 million dollars - and smoothly
made in the form of cod ddiveries to Yugodavig, but the tensons it crested were
certainly significant™®.

Hungarian agriculturd output had falen to around one third of its pre-war volume
in 1919. At this point, however, with the closure of the Danubean markets, a recovery of
output required that the surpluses be produced at prices competitive in world markets,
and this represented no easy adjusment to Hungarian agriculture. After 50 years of
production for a protected market of 50 million people Hungarian agriculture "lost al
contact with international developments ... [alnd had fdlen into a sate of invaidism" 37
The necessary process of modernization would have to be superimposed on a backwards
agrarian gtructure with lively feudd dements where drong interest groups systematically
objected to atempts of land reform 38, These difficulties were considerably increased by
the depressed trade conditions and wesk terms of trade faced by Hungary in the early
1920s, so that in 1920 agricultura exports reached only 21% of it its pre-war values™.

3.2.5) Poland

The new Poland inherited a number of difficult problems related to the lack of
economic unity between the severd regions of the country. The Polish lands have been
kept isolated from each other and during the pre-1914 period no attention whatsoever was
given to the economic deveopment of these regions "as an organic whole”: the
partitioning empires took a very negative dtitude towards the economic development of
the Polish territories, which was "twisted, distorted and retarded to suit the conveniences

35 |. Berend & G. Ranki (1974a) pp. 214-215 and LN (1945) p. 39.

36 1. G. Moulton & L. Pasvolski (1932) pp. 234-246 and |. Berend & G. Réanki (1974a) pp. 184-185.
37| L. Ecker-Récz (19333) p. 3.

38| Berend & G. Ranki (1974a) pp. 191-192.

39 1pid. p. 178.



of the partitioning powers' *°. A smple and illustrative example of a serious problem in
this regard was related to transportation. Three different raillway networks had been
edablished in the Polish territories according to the specific policies and needs of the
partitioning powers, and consequently largely ingppropriate for the needs of the new
country. The normaization of economic life in Poland required a large-scale program of
invesments in reorganization, amagamation, redesgning and dso recondruction of her
ralways **. War devastations and pillages had been especialy severe in the Polish lands,
as hodtilities lasted as late as 1920 a the Eastern front *2, and hit especidly hard Polish
railways as much of her rolling stock was either destroyed or carried avay “°. In addition
to that, Poland experienced an acute shortage of cod, which further worsened the railway
problem, besdes being aggravated by the transportations deficiency, as the exiding
stocks could not resch the industrid districts*®. Industry suffered heavily from the
transportation and raw materids bottlenecks: with respect to the 1913 levels of
employment, a the end of 1919 the meta industry was of only 12%, the textiles and
paper industry stood a 25%, chemicds and food industries reached 35% and only the
mining industry managed to recover most its prewar leveds of employment®. The
gtuation of agriculture was dso very serious as war devadations reduced markedly the
area under cultivation and livestock %6, the levels of production of 1909-1913 being
regained only by 1924-1928, though without any gain in yields per hectare #’. Polish
agrarian dructure was essentidly  backwards, especidly in the Russan and Audrian
partitions, and the new country faced a serious problem of rurd overpopulation. With
dricter policies from the immigrant receiving countries in the 1920s, the dternatives for

40 3 Taylor (1953) p. 3.

41 A, B. Barber (1923) passim

2 The war against Soviet Russia over the drawing of the eastern frontiers ended only in March of 1920
with the Peace of Riga. On war damages see Z. Landau (1968).

3 It is estimated that one half of all bridges, stations and workshops were also destroyed. Cf. |. Berend &
G. Ranki (1974a) p.176, A. B. Barber (1923) and Z. Landau (1968) passim

4 A. B. Barber (1923) p. 63. Before the war the total consumption of coal within the Polish territories, apart
from Upper Silesia, was of around 18.6 million tons per year, half of it imported. In 1919 Polish production
reached only 6.2 million tons while imports have barely reached 950 thousand tons, forming then only 38%
of the pre-war consumption. In 1921 production was increased to 7.6 million tons and imports reached 2.9
million tons performing 57% of pre-war consumption..

45 7. Landau (1968) p. 247.

48 | Berend & G. Réanki (1974a) p.176.

47 7. Landau (1969) pp. 83-84.



absorbing this surplus labor, estimated to resch 115 million in 1930 “, have been
fodering indudridization and the modernization of agriculture, which dso required a
program of agrarian reform, meaning parcding of latifundia and amdgamation of smal
plots and commons®®. Both courses required large-scale efforts of investment, in addition
to the political conditions, especidly as regards agrarian reform, that were lacking during
the immediate post-war years.

Government finances were subject to severd pressures. On the revenue sde it
should be observed that the three areas forming the new Poland were subject to different
tax sysems, whose unification and reform turned out to be very complex, being findly
achieved only by 1925°°. Tax evason had been continuoudy stimulated for many years
as something of a patriotic practice: according to an observer, "for four generations [t]he
Polish citizens rightly looked upon the tax collector as an agent of an dien and a hated
domination, whom it was a patriotic duty to thwart” °!. On the expenditure side, an
entirdly new government adminidrative machinery had to be created, while the country
was fighting a war tha lasted until mid 1920, and labor unrest combined with the
socidigs influence forced the introduction of a vast body of socid legidation, which
resulted very heavy for the first budgets of the new republic. In addition, a subgtantia
pat of the recondruction outlays in domestic currency, especidly those related to the
rallway problem, weighted upon the government budget.

To sum up, it appears an understatement to argue that the Successor States faced
very serious economic problems a the end of the war. Ther conditions immediatdy after
independence, overwhelmed by famines, wars and revolutions, could be described,
without any trace of exaggeration, as chaotic. Y, it is important to observe that dthough
inflations had darted a this moment the switch to hyperinflation would come only much
later, after economic conditions having been largely “normdized” or rid from the most
direct effects of wars and revolutions. The earlies hyperinflation, according to Cagan's

8 According to a League of Nations study of 1946 quoted by J. Taylor (1953) pp. 76-77, assuming levels of
productivity similar to the French then 11.5 million could leave the country without depressing the levels of
production.

49 3 Taylor (1953) pp. 76-77.

0 F Zweig (1944) p. 30.

1 E. H. Young (1924) p. 5. See also F. Zweig (1944) p. 17.



definition, would happen in Audria in October of 1921, while the latet would be
observed in Hungary in March of 1923 °2, This is a powerful indication that the post-war
inflaionary process would be less connected to the initid chaos than to the more
fundamenta imbalances and adjustment problems that we described in this section.

3.3) Germany: the burden of reparations

The economic conditions of Germany after the war contrasted favorably with those
of the Successor States there had been no devadtations or politica disruptions of
comparable magnitudes and the financid gtuation of the Reich, though certainly not
comfortable, did not fare much worse than those of France ad Itdy *3. Like the
Successor States a subgtantia part, most likely the greastest part, of German problems
during the 1920s would be generated not by the war but by the Peace Tregaties. Territoria
loses, for example, though not as nearly comparable to those imposed to Audtria and
Hungary, had important consequences especidly as regards German cod supplies,
actudly turning the country from a cod-exporting into a coa-importing country °*. The
Tredties ds0 determined the surrender of nearly dl of Germany's merchant fleet and al
of her foreign invesments, these provisons would result troublesome to the German
bdance of payments Incomes from such "invisbles' - notably shipping earnings and
returns from foreign invesments - financed a chronic trade deficit, averaging 17.5% of
imports during 1909-1913, and even dlowing for a steady flux of capitd exports of long
term account of around 400 million gold marks yearly®. In these circumstances, the loss
of earnings from invisbles the normd war didocations affecting export indudries, the
high import requirements determined by reconverson and restocking and the cod

problem would compose a picture of a serious, though a hardly overwheming, baance of

%2 Cagan's defines the start of an hyperinflation as the month in which in which inflation was greater than

50%, P. Cagan (1956) pp. 25-26.

33 C. P. Kindleberger (1984) pp. 295-296.

>4 Especially after the League of Nations arbitration on the Upper Silesian question in 1921, ceding these

territories to Poland. Cf. J. M Keynes (1920) pp. 81-97 and (1922) pp. 32-33 passim and Republic of

Germany-Krieglastenkommission(1924) p. 38. As argued below this territoria change would represent a

major improvement for the Polish balance of payments with important implications as to her adjustment
roblems.

ES H. G. Moulton & C.E. McGuire (1923) pp. 23-33 and appendix A pp. 251-295, and Republic of

Germany (1923) pp. 21-22.



payments adjustment problem.

On the fiscd dde the dtuation was no better, the man pressures being the
commitments under the Versdlles Tresty and the domedtic debt. The impact of
reparaions payments would be more clear after the London Ultimatum in 1921 when
cash payments darted. In the fisca year of 1922, for indance, reparations payments
totded 3,600 million gold marks, while totd tax revenues reached 3,580 million, the
remaning expenditures summing 6,265 million and accounting for nearly dl of the
increase in the floating debt within this period namey 6,384 million gold marks®. The
redl value of the domestic debt reached a maximum in the end of 1918 when it was 58.5
billion gold marks, a vaue tha was some 20% grester than nationd income for 1914.
Inflation acted very rapidly, however: in the end of 1920 this value has been reduced to
54 billion gold marks®”.

No doubt, the most serious problem created by the Peace treaties was certainly the
payment of reparations, which by virtue of Germany's weight over the world economy,
tuned out to become an issue of overwheming influence for European economic
diplomacy in the early 1920, The burden it effectively represented over the German
economy have been the object of alasting controversy we will abstain from reviewing™®

, though we should observe that the empiricd assessment of the burden of
reparations have been much influenced by Machlup's semina work on the issue®

. Machlup reports that reparations payments represented 10.9% of exports during
1925-1928 and 14.7% during 1929-1932, and that as a percentage of nationa income
reparations accounted for 2.5% on average during 1924-1932. These numbers would
gopear very modest as compared to the ones resulting from other episodes of large
trandfers such as the British subsidies during the Napoleonic Wars, the French indemnity

%6 Republic of Germany-K rieglastenkommission (1924) p. 30.

5" Republic of Germany (1923) p. 29.

%8 "I the whole period, international financial transactions, even those involving countries not in the least
involved with reparations, were powerfully influenced by the reparations problem. Reparations set the
agenda for the next twenty years, and gave the whole period the character of high politization, precarious
balance, or open crisis which students of international finance invariably detect and remark upon". Cf. M.
de Cecco (1985) p. 47.

9 The debate on the so-called transfer problem has originated countless entries, for which an interesting
survey is provided by F. W. Fetter (1968). We should also mention Keynes' contribution starting the
debate, J. M. Keynes (1920) and (1922), and his later exchange with Ohlin, in D. E. Moggridge(ed.)(1983)
and B. Ohlin (1929).



after the war with Prussa and the US capitd exports after the World War 11; this would
leed Machlup to observe that "it is hard to understand why some economists in the 1920s
made such a fuss about the supposed severity of the German transfer problem"®*.

Two important observations should be made on Machlup conclusions about the
burden of reparations, and the possible bearing it may have on the German inflation: on
one hand, whatever the burden of reparations when seen in isolaion it would be made
more difficult by the exceptiondly low level of rea wages obsarved immediately after
the war and the decisve posture of the German labor movement to recover the leves of
1914; this represented a mgjor obstacle for the improvement n competitiveness that was
an indispensable requirement for the "trander” of reparations payments. In fact, the
tensons between the endeavors of the labor movement and the requirements of externd
balance in the presence of reparations can be thought as an important determining factor
of the plunge into hyperinflation. By the same token, dfter the Sabilizetion and the
Dawes loan, the presence of recycling by means of autonomous capita inflows would
turn the adjustment effort much essier.

Second, one should have a proper measure of the burden of reparations before 1924
and of the extent of recycling after 1924. Machlup caculations refer to the period under
the Dawes plan so that the implied burdens correspond to payments that had suffered a
mgor scaing down cum rescheduling in 1924 with respect to the payments prescribed by
the London schedule of 1921. Quite clearly the arguments on the imposshility of the
reparations demands, and especidly those by Keynes refered specificdly to the
provisons of Versalles and those of the London settlement, whose burdens are not
considered by Machlup. Estimates of these burdens are reported in Table 3-3 .

60 . Machlup (1976) chapter 15.
61 bid. p. 385.



Table 3-3
Germany: Reparations Payments, 1921-1932
(millions of gold marks)

year Bxorts  Reparations %rep/exp. %rep/GNP
19212 1.864.8 14848 796 26"
1922 39700° 30322 764 5.3
1923 5.038.7° 3310.1° 65.7 5.8
1924° 7.816.0 281.0 36 05°
1925-28° 10.840.0 11820 109 16
1929-32° 10.214.0 1.498.0 14.7 35

SOURCES and OBSERVATIONS:. (a)vaues for six months between May and
October as reported by J M. Keynes (1922) p. 51. (b)Vaues in gold marks
obtained from C. Bresciani-Turroni(1937) p. 248 and J. P. Young(1925) vol. | p.
539. (c)Due values obtained by computing 26% of actual exports and adding 2.0
billion gold marks. (d)Considering the estimate of national income for 1925 used
by Machlup. (e)Vaues from LN(1944) p. 103. (f)Values computed by F. Machlup
(1976) p. 384.

Table 3-3 considers reparations payments under the assumption that the London
schedule has been fully met; this was indeed 0 a least until the fal of 1922. The London
schedule established yearly ingtalments that should indude a fixed portion equa to 2.0
billion gold marks, approximatdy £111.0 millions, and another portion equivaent to 26%
of German exports®®. The burdens implied by these arrangements were much heavier than
the ones observed for other transfer cases studied by Machlup® and than the ones rdative
to LDCs debt servicing in the early 1980s**. Machlup's conclusions are therefore reversed
as far as the period before the Dawes Plan is concerned. The fact that reparaions
demands under the London schedule appeared indeed very heavy, as repeatedly argued
by German officids a the time, reinforces the hypothess that the hyperinflation was
rdated to a difficult, perhgps impossble, transfer problem. The contrast between the
burdens under the London schedule and under the Dawes Plan is extraordinary; it
provides a powerful indication that the badc "adjusment” necessay to diminae the
incongstency between externa balance and acceptable level of red wages was indeed the
rescheduling of reparations.

62 3. M. Keynes (1922) p. 45 and H. G. Moulton & C.E. McGuire (1923) pp. 56-62.

8 See F. Machlup (1976) p. 393. Note that our ratios of reparations over national income are
underestimated for the period 1921-1925 for we had to consider 1925's GDP; most certainly national
income in these years was considerably smaller.



Similar conclusons as regards the magnitude of the burdens of reparations could
be obtained from a different method. There are edtimates, though sharply divergent, of
the total reparations payments up to August of 1924, including cash payments under the
London schedule, ddivery and requistioning of merchant ships saizure of German
property and miscdlaneous ddiveries in kind. The Reparations Commisson placed its
edimate a 8,092 million gold marks and the German government a 41,442 million gold
marks, a difference that could be explaned by the fact the the former cdculdion is
reportedly incomplete mostly as regards the liquidation of seized property and payments
not technicaly defined as reparations and by differences in vauations of ddiveries in
kind®. The Reparations Commisson, when induded liquidation of German property
consdered the lowest price a which it could be auctioned while the Germans presented
vauations based on replacement vaues®. If we add to the Reparations Commission
esimates only the German edtimates of property seizure, thus disregarding differences as
regards dl other payments, the tota payments would by raised to 25531 million gold
marks which would represent 103% of the total value of exports between January of 1919
and August of 1924%. A smilar caculaion could be performed using Moulton and
McGuire “impartid andyss®® of the payments made by Germany during the period
from November of 1918 to September of 1922, which were estimated at 25,8 hillion gold
marks, not including the payments in cash under the London schedule, which represented
173% of tota exports during these years.

The German dabilization problem differed very fundamentaly from the equivadent
problem for the Successor States mostly because Germany was a large indudtrial country
whose hedthy recongtruction was a fundamentd issue for the recongruction of the world
economy. The internationd importance of the German dabilization would be largdy
underesimated if we measured it only by Germany's weight on internationd trade®™,

64 Seefor example A. Fraga (1985) p. 41.

% H. G. Moulton & C.E. McGuire (1923) pp. 66-67.

® | bid. p.72 and appendixes D and F.

87 Using the Reparations Commission estimate as it stands we obtain 32.6%, using the German number we
get 167.2% and averaging the two we obtain a round 100% of total exportsin that period. The total exports
during these years have been computed from C. Bresciani-Turroni (1937) p. 248 and J. P. Young (1925)
vol. | p. 539, and for the period January-April of 1921, for which there are no figures, we used
interpolations.

8. G. Moulton & C.E. McGuire (1923) pp. 74-75.

9 Germany alone was responsible for nearly ¥4 of European exports and approximately 28% of world



snce reparations payments represented a much dronger influence over internationd
cgpitd movements. As an illudration of the extent of this influence we should observe
that the average yearly reparations ingtdlment of the period 1921-1923 would represent
no less than 3/4 of the totd British capita exports in 1913 and 75.6% of the combined
totdl of British and American capitd exports in 1925°°. The totd reparations ligbility,
fixed in London a the agtonishing figure of 138 hillion gold maks or approximately
£7,500 million, was so fantadtic that could only be judified as "a big public exercise to
convince public opinion in the victorious countries that the concluson of an armigtice
with Germany did not mean millions of people had fought and died for nothing "%

This total reparations debt had been divided into three classes of bonds, the first
two, the A and B bonds, would be issued in 1921 totading 50 billion gold marks while the
C bonds summing over 80.0 hillion gold marks would be issue a some point in the
future. If we condder that the C bonds would be eventudly written off, as there had been
some concrete indications, and if we deduct from the remaning debt the “impartid”
edimates of Moulton and McGuire of the sums dready paid, which we saw were far
greater than the estimates of the Reparations Commisson, we would be left with a tota
debt of 24,2 hillion gold marks or £1,343 million. The posshility of recycling such
amount through an internationd loan, was decisvely dismissed by Keynes in 1923 as an
"absurdity - an impossble and injurious chimeed', for the sum involved was "out of
redation to the capacity of the investment market for securities of this kind”2. Keynes
obsarved for example that the totd sock of derling loans outstanding for Empire,
dominion, colonid and provincid governments together, that had been accumulated over
a long period of time and under very favorable investment channds, totaed no more than
£500 million and that the present value of al loans to foreign governments outstanding

exports of manufactured goods.

0 The total value of British capital exports in 1913 was £224.3 millions. Cf. A. |. Bloomfield (1968)
appendix 1. In 1925 total British issues were £88.0 according to R. S. Sayers (1976) vol. 11l p.310, and
American capital exports on long-term account reached 676.0 million dollars or £139 million. Cf. A. I.
Bloomfield (1943) p. 340 .

1 "As was patronizingly indicated by "well informed circles’ when Keynes' book came out and took the
world by storm, the poor economist was taking the issue too seriously. The Germans, of course, would not
be asked to pay the exorbitant sums specified at Versailles. It was all necessary to rally public opinion
around the Peace Treaty". Cf. M. de Cecco (1985) p. 47.

2 1n E. Johnson (ed.)(1974) p. 150.



summed to gpproximately £400 million. Similaly, the total reparations liability was
aoproximatdy equd to the sum of al foreign issues in London made during the active ten
years between 1904 and 1913’ Very dealy, the consderation of an internationa loan
without a magor writing-off and rescheduling of the tota reparation debt would lie,
according to Keynes, "in the region of the wildest fantasy"”>.

The Dawes loan notwithstanding was a remarkable success’®, mostly because it
reduced the burdens of reparaions ingdlments to the managegble levels reported by
Machlup. The loan in itsdf however "was not to recycle the entirety of German

reparation ... but merdly to prime the pump”’

, & the total amount subscribed was not
enough in itsdf to cover one full year of reparations payments’®. The importance of the
Dawes loan was that it triggered a massve sream of capitd inflows into Germany which
dlowed the smooth recycling of reparations payments, long term capitd inflows in 1924
were nearly five times as big as the totd amount of reparations paid in this year. On
average, during the period 1925-1929, capitd inflows on long term account were about
twice the vaue of reparaions pad. This represented a mgor redirectioning of
internationa  cgpitdl movements with respect to the "normd" prewar patterns.
Conddering the vaue of dl oversess issues in the US, UK, the Netherlands and
Switzerland for debtor countries, which reached $1,020 million dollars or gpproximately
£210 million, Germany received the equivaent of £46 million, or 22% of the tota, an
agtonishing performance for a country that had been a mgor capital exporter before the
war’®. In any event these developments certainly did not contribute to strengthen the
international economy during the 1920s, and some authors even consdered that the
didocations determined by the collection of reparations might be held responsble, to

some significant extent, for the collapse of the early thirties™®.

3 |bid. p. 151.

" A. 1. Bloomfield (1968) p. 43. The sum of the annual values of the net inflows of capital during 1904-
1913is£1,327

7> E. Johnson (ed.)(1974) p. 152.

7 C. P. Kindleberger (1984) p. 303.

"I dem, Ibid.

"8 |n E. Johnson(ed.)(1974) p. 150.

® The figures are from United Nations (1949) p. 26, and refer to issues only for debtor countries, thus
excluding issues for Belgium, France, Sweden, Ireland and Luxemburg . Second to Germany as a host for
foreign issues came Canadawith $185 million and Argentinawith $81 million.

80 According to Kindleberger, "reparations may not have been directly responsible for the depression ... but



3.4) Wages and Adjustment

It is difficult to deny that increases in real wages damage the cause of externd
baance. In this connection two sorts of facts would render very problematic the
adjusment problems described in the lag two sections one was the extreordinarily
depressed level of red wages observed at the aftermath of the war and the other was the
no less extreordinary and smultaneous srengthening of the European labor movements
after the breskdown of the German and Habsburg empires. Tables 3-4 through 3-9
summarize some of the avalable figures for red wages immediaidy following the war.
The data are scanty and except for Hungary and Germany there is little information on
red wages before 1920. All indications are unambiguous, however, that red wages
reached their lowest point more or less at the end of the war - alittle earlier in Germany
and alittlelater in Hungary - depending on specific conditions®?.

Table 3-4 reports figures for Germany during 1920; the tendency is very dearly in
the upwards direction for dl categories, some even gpproaching prewar levels. Wages
a the beginning of 1920 had been within 50% to 70% of pre-war levels which was
only partly judified by the adoption of the eight-hour day in 1918. These levels were
conddered very low, dthough they represented a dight progress with respect to the levels
a the end of the war. The attempts to recover from such low vaues were partly sucessful
a least up to the collgpse of the Erzberger dtabilization in 1921. These gains would be
defeated by the hyperinflation and the recovery of pre-war levels could only be dfected
after the gabilization.

together with war debts they complicated and corrupted the international economy at every stage of the
20s". Cf. C. P. Kindleberger (1973) p. 39. Similar views are held by Aldcroft, according to which "the
economic consequences of debt collection may not have directly caused the slump but they certainly
provided one additional impediment to the smooth functioning of the international economic mechanismin
the 1920s". Cf. D. Aldcroft (1981) p. 78.

81 1t is more appropriate to say that wages fell continuously until the end of the hostilities. For Germany and
Austria this is indeed the end of the war or earlier, while for Hungary and Poland hostilities lasted
somewhat longer; the former was mostly involved in a civil war that culminated with a Romanian invasion
terminated only in 1920, and the latter fought awar with the Soviet Union until late 1919.



Table 3-4
Germany: Indexesfor Real Wages, 1920

(1913=100)

Febh.1920 Jul.1920 Dec.1920
miners (unsk.) 67 %) 101b
miners (skill.) 67 89 b
building (unsk.) 63 &4 n.a
building (skill.) 57 67a n.a
wood (unsk.) 62 - n.a
wood (skill.) 69 - n.a
metals(unsk.) 66 93a n.a
metal (skill.) 48 60a 61b
State emp. (unsk.) 79 72 88
state emp. (skill.) 79 95 66
printing 55 69 71b

SOURCES and OBSERVATIONS: (g)November. (b)dune. From
ILO (1925) pp. 13-17 and ILO (1926) pp. 76-77.

Smilar patterns, though with dight varigtions can be observed in the other
countries. Table 35 shows numbers for real wages in Hungary from which it is clear that
the decline in real wages produced during the war was much more dramatic than the one
observed in Germany. As in Germany red wages assumed an upward trend - especidly
after the withdrawd of the Romanian occupation army in 1920 - that was somewhat
interrupted by the acceleration of inflation but that was restarted with the dissemination
of indexation in 1923. Red wages averaged between 62% and 66% of pre-war levelsin
1923 and despite the upward trend they would barely reach pre-war levels just before the
Great Depressiorf?.

82 1LO (1926) pp. 90-92 and D. Pap (1925) pp. 164-165. See Table 85 for details on wages shortly before
and after the stabilization.



Table 3-5
Hungary: Indexesfor Real Wages, 1918-1920
(1913/1914=100)

Dec.1918 Dec.1919 Dec.1920
[ron/engineering(unsk.) 46 30 63
Artisans(skill.) 53 26 48
White collarsa a7 21 22
Workersa,b & 40 40

SOURCES and OBSERVATIONS: ()Average of 9 groups. (b)Average of 96 groups.
From D. Pap (1925) p. 156 .

Figures for Poland are shown in Table 36 for wages in the firsd semester of 1921.
The avalable information for earlier dates is scanty a best: an index computed with the
figures for nomind wages and a index for food prices in Warsaw would indicate red
wages reaching gpproximatey 15% of their preewar leves in the fird semester of 1919
reeching approximatdly 50% in the beginning of 192183, The figure for 1918 is confirmed
by a hitorian that reports that rea wages in Warsaw in the second semester of 1918 had
reached 17% of the red wages for the firsd semester of 1914 using the same price index;
yet by consdering an enlarged cogt of living index, induding fuds, rent and lighting -
sarvices for which there were subsdies - and dso indudrid goods, this figure is raised

to approximately
Table 3-6
Poland: Indexesfor Real Wages, 1921
(1913=100)
Jan.1921 Apr.1921 Jul.1921

bricklayers Ve % 71
building (skill.) 68 83 69
building (unsk.) @2 120 110
weavers 72 81 53
spinners (female) 102 117 76
printing 82 140 95
breweries(skill.) 66 100 78
breweries(unsk.) 75 116 0
bakeries (skill.) 65 9% 0
bakeries (unsk.) 66 102 110

SOURCES: From ILO (1925) pp. 116-117.

40%2*. Wages recovered very strongly from these low levels up to a pesk in the spring of
1921, when for many categories wages had even made substantiad gains over pre-war

8 These nominal wage figures correspond to an index that includes wages paid for skilled and unskilled
workers in the metal, printing and coffee industries and public works. From J. Szturm de Sztrem (1924) pp.
391-392.



levds®®; these gains were actudly very significant in view of the adoption of the eight-
hour day late in 1918. From then on the accderation of inflation and partid wage
indexation would bring real wages to levels of about 50% of ther prewar leves in
December of 1923%. Like in Germany, the stahilization would determine a sharp increase
that would eventualy establish levels comparable with those of 1914°7.

Table 3-7
Austria: Indexesfor Real Wages, 1920-1921
(1913=100)
Dec.1920 Dec.1921

Wood (skill.) 58 108
Metals (skill.) 69 64
Metals (unsk.) 86 77
Building (unsk.) 49 106
Printing (skill.) 58 97
Taylors (male) 50 62
Taylors (female) a4 55
Bricklayers 36 86
Carpenters 35 -

SOURCES: ILO (1925) p. 87 and ILO (1926) p. 41,

Table 3-7 reports the figures for Audria for 1920 and 1921. Again there is little
indication on red wages immediately after the war; it is only observed that diding scaes
made ther fird gppearance in 1919 and that mogt likdy dight gains were made from then
to 1920; in fact these gpparently smal wage gains were important in view of the adoption
of the eight-hour day in 1918%. In any event, the red wages observed in the table for
1920 are very low and again one observes a very strong drive towards pre-war levels that
were effectively reached by many categories in the end of 1921. The sysem of wage
indexation implemented in 1921 has certainly contributed to this outcome, but it could
not prevent the accderaion of inflaion to redam some of this gans®™. After the
dabilization, as observed in Poland and Germany, and to a less extent in Hungary,

84 7. Landau (1968) p. 195.

8 1L0 (1925) p. 114, J. Szturm de Sztrem (1925) p. 393.
8 L0 (1925) pp. 115-116.

87 See Table 9-3.

8 C. A. Gulick (1948) pp. 151-154 passim.

891L0 (1925) pp. 87-89.



workers regained pre-war levels very quickly®®, which actudly represented a significant
progressin view of the reduced working day.

These violent swings in red wages ae hady eqlaned by changes in
unemployment. In fact the fluctugtions in the levd of employment are redly very smdl
during the hyperinflations dgnificant changes ae only obsaved during auderity
oriented Sabilization attempts such as Erzberger's in 1921 Germany, Hegedis in 1921
Hungary and Michdski's in 1922 Poland. For Germany, no correlation between wages
and unemployment could be found, and for Audria and Poland a dgnificant, though not
very strong, positive correlation was observed®:.

The behavior of red wages during the inflation period seems overwheming
determined by workers capacity to build defenses againgt inflation®?, and these depended
on the gradud adoption and improvement of wage indexaion mechanisms and dso on
the posshilities of recontracting base wages. During the early post-war period these
factors would be remarkably influenced by a number of new developments related to the
drength of the labor movement, the inditutional channels of collective barganing and the
ovedl socid and poaliticd amaosphere of the early 1920s. It is especidly relevant for our
purposes to condder the massive incorporation of organized labour into sysems of
collective bargaining supervised by the government®. This is illustrated a first instance
by the phenomend increases in trade union membership after the war reported in Table
3-8.

Table 3-8
Trade Union Membership , 1914-1920
(thousands)
1914 1918 1919 1920
Austria 147 413 772 01
Hungary 107 721 720" 152
Germany 2437 2134 6.527 9.163
Czechoslovakia 55 161 657 -
Italy 962 - 1800
Switzerland 50 177 224
U.K. 2400 6.645 8024 -
France 1.026 2.000 2.500 -

SOURCES: ILO (1921a) pp. 23 and (1921b) p. 3, C. A. Gulick (1948) pp. 258-259, J.
Vago (1925) p. 347 and G. Bry (1960) p. 32.1 average during the year.

% See Table 9-3.

%1 The econometrics of wages, unemployment and inflation is discussed at lenght in chapter 5.
921L0 (1925) p. X.

% C. S Maier (1975) p. 11.



The tendency pictured in the table is very strong n Europe, but it is dso observed
in dl industrid countries™. It is but one indication of the deep socid transformations
accelerated by the war and reinforced in some countries by the breskdown of the great
empires in Europe. In Audria and Hungary the increases in unionization are even more
impressive if we congder the reductions in population and territories determined by the
Pesce Tredties Audria in 1914 had 30 million and Hungary 21 million inhabitants, in
1919 these figures would be reduced to 6.5 million and 7.6 million respectively®®. As
percentages of the economicdly active populatiion the degrees of unionization would be
of 29.2% of Augtria in 1920, 19.8% for Hungary®® in 1919 and 28.4% for Germany®’.
There are no comparable figures for Poland before 1925; in this year union membership
reached 1,153 thousand representing approximatey 16% of the economicdly active
population™®. These numbers are comparable to those of today, which is indicative of the
rgpidity of the trangtion from the backwards sysems of indudrid reations of the
German and Austro-Hungarian empires to modern inditutions,

The remarkable drengthening of organized labor was sSmultaneous with the
passing of sweeping reforms in labor legidation incduding, for ingtance, the eght-hour
day, the recognition of the workers councils and the unemployment insurance, in
addition to the edablishment of machinery of collective bargaining, abitration and
conciliatior™®. The latter is especiadly important for our purposes, for it bears direct
relation with wage sdtting. Table 3-9 reports the figures pertaining to the increase in the
coverage of collective agreements in Germany after the war. No comparable data could
be obtained for the other countries, though the indications are that smilar developments
took place - with the exception of Hungary, which was an authoritarian rule - namdy an
agtonishing increase in the coverage of collective agreements.

These developments would acquire a particularly progressive character in Germany

% |LO (1921b) passim

% See Table 2-2.

% The sharp decrease in unionization observed in Hungary in 1920 is due to the defeat of the communist
regime and the ascendancy of a right-wing dictatorial regime that promoted vast persecution of |abor
leaders and unions. On Admiral's Horthy regime's persecution of unionssee ILO (1921c).

97 Considering population figures from B. R. Mitchell (1978) pp. 51-55.

%8 Republic of Poland (1930) p. 329 and B. R. Mitchell (1978) p. 58.



and Austria where these changes reflected not only the institutional accommodation of an
increased labor activism but more importantly it reflected political compromises providing
the foundations of new parliamentary democracy experiments following the revolutionary
upheavals after the war. The reformist and conciliatory character of these compromises
certainly reflected the concern with the revolutionary alternatives provided by the Bolshevik
experience in Soviet Russia and also in Hungary. The threat of communist take-over was
very concrete in 1918 -1919; attempts had been made in Austria and Germany and a
communist government indeed took power in Hungary in 1919. The strengthening of the
socialists, or of the social democracy, seemed the only effective alternative within a
democratic government. Indeed the role of unions and socialist parties in the Weimar state,
as well as in the new Austria, would be paramount; the social democrats would emerge from
the war as the largest single party in both countries*® and would control most coalition

cabinets in Austria and Germany during the inflation/stabilization years.

Table3-9
Germany: Collective Agreements, 1914-1924
(thousands)

Year Agreements Estabs. covered Workers covered

1914 109 143 1.399
1920 110 272 5.986
1921 - 364 8.630
1922 - 552 11.072
1923 - 718 12.290
1924 8.8 813 13135

SOURCES: G. Bry (1960) P. 42 and P. Taft (1952) p. 285.

These developments dso took place in Poland and Hungary though with some
important variations. For Poland the problem of setting the proper inditutiond arenas for
political parties and for indudtria relations was a mgor problem not a al unrdated with
their effort of nation building'®. To a great extent Poland followed the progressive trends
in labor and socid legidaion observed in Audria and Germany; despite some tensons
aisen out the of the predominantly agriculturd character of some parts the country,
epecidly in the Russan and Audrian partitions, al the mgor gains obtained by workers
elsawhere in Europe could aso be enforced in Poland. The eight-hour day was

L0 (1921c) pp. 8-9.

100 10 judge from election returns in 1919 in both countries. Cf. F. Ringer (1969) p. 29 and C. A. Gulick
(1948) val. | p. 690.

101 3, Rothschild (1974) p. 46 passim.



established in November of 1918, doles and social securities were obtained in 1919 and,
most importantly, the introduction of obligatory collective labor contracts in al sectors,
incdluding agriculture, was secured before 1920 was over'%?,

For Hungary the early post-war period resulted very unfortunate. The progressive
winds would affect very drongly the backwards nationdis and militaris Hungarian
society. The socidists and ther unions would appear as the strongest politica force
emerging from the war, but they failed to vindicate the progressve aspirations of workers
and could not stand the blow represented by the ratification of the Peace Tredties'®®. A
communis government followed, the Dictatorship of the Proletaria being officidly
proclamed in June of 1919. Labor legidation advanced much beyond wha had been
accomplished in Germany and Audria, but the violent overthrown of the Bolshevik
government would bring a right wing dictatorship that would reverse dl advances made.
The eght-hour day, for example, would be repeded and would be reintroduced only in
1935. The backwards labor legidation, the weak union organization and not the least of
it, the depressed level of wages throughout the 1920s, could be directly associated with
the new regime™%*,

Hungary apart, it seems hard to conceive such drengthening of the labor movement
and the progressve tenor of the early 1920s to be compatible with a mgor income
redigtribution againgt labor as had taken place during the war and as seemed required by
the severe adjusment problems these countries faced. In fact dl socid-palitica
developments would seem to point towards a sharp increase in the labor's share of
national income. The data in this regard is only avalable for Germany and fully confirms
the conjecture: the share of wages and sdaries of the nationd income averaged around
46.5% during 1910-1913 and in 1925-1927 it averaged a little less than 61%'%°. It scems
very likey that the same occurred in Audtria and Poland, which is more or less indicated
by the fact that after the Stabilization red wages made consderable gains up to the late
1920s despite the eight-hour day.

102 7. Landau & J. Tomaszewski (1985) p. 54-56 . See also F. Zweig (1944) pp.139-150.
103 3, Rothschild (1974) p. 141 passim.

104 T. Berend & G. Rénki (1974b) pp. 158-163.

105 A, Jeck (1968) pp. 83-88.



It is far to say that the principle of "the return to the prewar normdcy"”, often
found in the discusson around the fixing of exchange rates in the early 1920s, is
commonly observed as regards the level of red wages. Tha prewar levels of wages
seemed a very clear target of the labor movement seems confirmed by the dated
objectives of unions. Even more that that, however, workers in Germany pointed out that
"as the purchasng power of gold was lower [or that the red exchange rae had
depreciated], their standard of life would not be the same even if nomind wages were
fixed a their pre-war rate. They further declared that their wages had been reduced to an
exceptiondly low level by the depreciaing action of inflation, and it was high time [after
the sabilization] for the injustice which they had suffered to be remedied?®®. Pre-war
redl wages became an obvious target and in Poland it had even become legidation: in
1923 the government passed a law turning compulsory the application of diding scaes in
al collective agreements provided that redl wages were below the levels of 1914'%7. But
more importantly, however, the fact that prewar level of red wages was the target is
reveded by the fact that it was quickly gpproached, and even regained, in every brief
spell of price stability prior to the runaway phase and that, except for Hungary, pre-war
levels were fully regained in afew months after the sabilization.

3.5) Conclusions

The wage problem was a serious obstacle to adjustment. We saw in section 26 that
real wages at the end of the war fluctuated between 40% and 60% of pre-war levels and
that a strong drive towards pre-war levels could be seen very early after the war. The
inconsgtency between externd baance and the goas of the labor movement was
overwhdming; this problem was a the very root of the inflaionary exploson, yet it is
entirdy absurd to blame workers for the inflation. Capitdists could be equaly blamed, if
ongs interest is to edtablish some form of guilt by associaion. Most importantly is to
observe that inflation is a process in which every actor plays its own interes s0 that
badsicdly the outcome is no ones specific fault. The true chalenge is the remova of the

108 1.0(1925) p. 79.
197 1bid. p. 126.



congdraints that preclude the reconciliation of interests; this chapter attempted to specify
inconggtencies, the following ones would show how they managed to be diminated.

Adjusment in the absence of foreign capitd would be very problematic for al
hyperinflation countries, problems like commercid policy in the Danubean area, the
recheduling of reparations, and modernization of agriculture, for example, were
incredibly difficult to address. Yet "outdde' factors like the authoritarian government in
Hungary, the annexation of Upper Silesa to Poland and the Dawes Plan would either
represent mgor improvements in these countries externa podtions or, as in the

Hungarian case, remove the obstacles imposed to more painful forms of adjustment.



