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INTRODUCTORY NOTE BY THE
DIRECTOR

The DiviHion of Economics and History of the Carnegie

Endowment for International Peace in organized to * promote

a thorough and rfcientific investigation of the causes and
results of war '. In accordance with this purpose a conference

of eminent statesmen, publicists, and economists was held in

Berne, Switzerland, in August 1911, at which a plan of

investigation was formed and an extensive list of topics was
prepared. The programme of that Conference is presented

in detail in an Appendix. It will be seen that an elaborate

series of investigations has been undertaken, and the result-

ing reports may in due time be expected in printed form.

Of works so prepared, some will aim to reveal direct and
indirect consequences of warfare, and thus to furnish a basis

for a judgement as to the reasonableness of the resort to t.

If the evils are in reality larger and the benefits smaller tuan
in the common view they appear to be, such studies should

furnish convincing evidence of this fact and afford a basis

for an enlightened policy whenever there is danger of inter-

national conflicts.

Studies of the causes of warfare will reveal, in particular,

those economic influences which in time of peace bring about
clashing interests and mutual suspicion and hostility. They
will, it is believed, show what policies, as adopted by different

nations, will reduce the conflicts of interest, inure to the
common benefit, and afford a basis for international confi-

dence and good will. They will further serve to reveal the
natural economic influences which of themselves bring about
more and more harmonious relations and tend to substitute

general benefits for the mutual injuries that follow imintel-

ligent self-seeking. Ek:onomic internationalism needs to be
fortified by the mutual trust that just dealing creates ; but
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M conduct Itself m.y be favoured by economic condition.,

b^y.^.^^ ^ I ^u?""" "^'°^ *»' governments; ^d

An appeal to reason is in order when excited feelinss renderanned confficts imminent; but it is quite as3^1S

K fS™ir '?'»,i«^t'<'Pin« by sound national polid^To furmsh a saentific basis for reasonable internationalpoliaes IS the puTK,se of some of the studies ali^Tad^n ^r^gre^ and of more that will hereafter be undertaken
^

are under the direction of a Committee of Research themembership oi which includes the statesmen, publirts' .„H
econonjists who participated in the ConfeL";ra cX^^ in
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Sir George Paish. Joint Editor of The Statist, London.
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INTRODUCTORY NOTE vii

HAFnco Pantalboni, Professor of FuUtical Economy in

the Univenity of Rome.
EooKN Philippovich von PHiuppiBKao, Profefl8or of

Political Economy in the University of Vienna; Member
of the Austrian Herrenhaus, Hofrat.

Paul S. Reinsch, United States Minister to China.

His Excellency Babon Y. Sakatani, recently Minister of

Finance ; Present Mayor of Tokio.

Thkodok Schumann, Professor of the History of Eastern
Europe in the University of Berlin.

Habald Westbboaabd, Professor of Political Science and
Statistics in the University of Copenhagen.

Fbiedbich, Fbeihebb von VVieseb, Professor of Political

EJconoray at tne University of Vienna.

The function of members of this Committee is to select

collaborators competent to conduct investigations and present
reports in the form of boo'-s or monographs ; to consult with
these writers as to plans of study ; to read the completed
manuscripts, and to inform the officers of the Endowment
whether they merit publication in its series. This editorial

function does not commit the members of the Committee to
any opinions expressed by the writers. Like other editors,

they are asked to vouch for the usefuhiess of the works, their

scientific and literary merit, and the advisabihty of issuing
them. In like manner, the publication of the monographs
does not commit the Endowment as a body or any of its

officers to the opinions which may be expressed in them.
The standing and attainments of the writers selected afford
a guarantee of thoroughness of research and accuracy in the
statement of facts, and the character of many of the works
will be such that facts, statistical, historical, and descriptive,
will constitute nearly the whole of their content. In so far as
the opinions of the writers are revealed, they are neither
approved nor condenmed by the fact that the Endowment
causes them to be published. For example, the publication
of a work describing the attitude of various socialistic bodies
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on the subject of peace and war implies nothing as to the
views of the officers of the Erdowment on the subject of
socialism

; neither will the issuing of a work, describing the
attitude of business classes toward peace and war, imply any
agreement or disagreement on the part of the officers of the
Endowment with the views of men of these classes as to
a protective policy, the control of monopoly, or the regulation
of banking and currency. It is necessary to know how such
men generally think and feel on the great issue of war, and it
IS one of the purposes of the Endowment to promote studies
which will accurately reveal their attitude. Neither it nor
its Committee of Research vouches for more than that the
works issued by them contain such facts ; that their state-
ments concerning them may generaUy be trusted, and that
the works are, in a scientiBc way, c^ a quaUty that entitles
them to a reading.

John Bates Claek,

Director.
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THE GENESIS OF ECONOMIC PROTECTIONISM

1. National Economy and World Economy

The Classification of Economic Activity. The essentials
of economic protectionism can be understood only in the
light of a clear comprehension of the relations between
private economy, national economy, and world economy.
By economic activity in general we mean conscious endeavour
directed to providing for the satisfaction of human wants.
This provision, however, is not incumbent upon the individual
human being alone ; in many respects the burden is entirely
taken out of his hands or essentially lightened by the various
social groups in which his life is lived. Private economy
includes the economic activities, on the one hand, of persons
who are bound together by the natural ties of the family
into a consumption unit or household, and, on the other
hand, of those whose similar or mutually complementaiT
activities unite them into an industrial unit with efforts
directed, not toward the most advantageous utilization of
goods, but toward the most effective means of procuring
them. The national economy embraces the economic activity
of the politically organized state, within which under
present-day conditions the private-economy units occupy
a position similar to that of the ceUs in a plant or animal
body. Economic socii-ty, moreover, is not a mere spatial
proximity of the constituent units, but an organism directed
by a common will, and whose development may come into
conflict with that of its individual members. Transactions
between societies are carried out by the private-economy
units, yet by no means independently, but subject always to
limitations imposed by the obligations and interests of the

15(9.14 n
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2 ECONOMIC PROTECTIONISM

larger group. Society, and especially society organized asn state, possesses its own interests, which frequently clash
with those of the mdividual, but which none the less are tobe distinguished fundamentally from altruism.* The expres-
sion world economy', in turn, denotes the interlacing of
economic interests which results from the extension of the
economic activities of individuals and societies beyond
national boundaries. ''

Private Economy. The development of these three fields
of ec-onomics has been very unequal. Only in recent years
has the theory of the private economy been treated to any
extent, and at best the discussions contain chiefly material
belonging to commercial technology. It is none the less
matterforscient,ficinvestigation,sinceeconomicphenomena

are to be judged by different standards according to whetherthe private-economy standpoint of the individual or the
national-economy standpoint of the political society is
adopted

;
but the private interest is at every point so .lepen-

dent upon the social that the latter must be regarded as
predominant. For the individual entrepreneur, a destructive
exploitation of human labour may be a useful means of.noreasmg his competitive efficiency, as also any other .orto unfair competitive methods, but the opposing'standpoint

It s of m "*'«'V'"T* Pr^"- ^"^^^ *h«- circumstances

LL !u flu ""^^ ^^^""^ *° investigate the relations toone another of the private-economy units composing a politi-
cally organized society, or even their relations to the politicalpower viewed from below upward instead of from the stand-
point of the whole. The private entrepreneur will be likelyo treat the national-economy factors as fixed quantities
n his own calculations and only call them in question -.vherehe issue IS raised as to the most suitable organization fort,hzmg them. The private-economy consumption unitthe family, requires in general no elaborate organization,'
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but it is otherwise with the modern coi|)orate productive
unit working to supply an ever-extending trade, which is

force<I to maintain on the inside a complicated office-system
and on the outside an equally complex mechanism for meeting
competition, utilizing the common means of trade and
commerce, &c. It is therefore comprehensible that only
modern large-scale industry has led to the development ot
a theory of private economy which has taken on the form
of a commercial technology.

World Economy. The theory of world economy is also in
a >tage of development so primitive that languages other
than German have not yet a generally recognized word for
it, and this in spite of the fact that in cases where water
transportation was convenient economic relations between
difffrent countries developed earlier than those within
a country itself. The subject-matter of this science, in con-
trast with that of national economy, can only be a descrip-
tive economics, seeking to analyse and explain international
economic transactions. Thus it scrv rely to supplement
the treatment of national economy, U .ing with the latter
the material for a theory of national-economic policy as
opposed to world-economic policy. There cannot be a world
economy or international econow.y, because a world-will
which would rank above the national wills and in vhich
they would find expression does not exist. International
relations are not regulated in accordance with an ideal of
the human race, but according to the wills of the nations
concerned. Regulation by international agreement is essen-
tially different from regulation by laws of states, in that the
treaty embodies no higher organic will, but merely a summa-
tion of separate will-units to the extent to which they arem agreement in certain particulars. In a commercial treaty
a state seeks to further, not the commerce of the world,
but merely its own foreign trade, and will consequently annul
the agreement without regard to the effect on the world
economy the moment it finds such a course consonant with

B 2



ECONOMIC PROTECTIONISM

i

I

iU own int'TwtH. The agreement only is international ; the

economic policy which ftndi* exprett^ion in it i» strictly

national. We have not an international economic |)olicy

;

we have only on economic foreign policy which in part of

the national e<-onomic policy. World-economic proceNscs

hold un ancillary-, not a dominant. po!>ition in regard to the

variouN national-economic ImhUo of the world, which thus
find a new field of activity outside the sphere of their political

jurisdiction.

For this reason the quest for a principle of world economics
is also vain. The classical political-economy found such
a principle in international division of labour, in consequence
of which, every forward step in world economy meant an
increase in national w elfare and national-economic and world-
economic ideals coincided. But the necessary presupposition
of this argument from the international division of labour is

false, the assumption, namely, that the wealth production
in any country is permanently restricted to its natural

resources. Nevertheless, as world-economic relations increase

in complexity, they undergo more and more thoroughgoing
regulation by international agreements, treaties, ond trade
congresses. In this movement we may recognize the begin-

nings of an international organization, but suih a union
must remain as distinct from political organization as free

association is from compulsory. Just as a free association

con never succeed in binding together al! the members of

an interest group and completely subordinating their special

interests to the common aim, so an international organization

can only mitigate conflicts of interest, never make them
entirely subservient to a higher principle of economic policy.

Only the national-economy principle of the greatest possible

developmen of productive forces is finally decisive.

Xational Ecommiy. The question remains, why the politi-

cally organized nation in particular should form so con-

spicuous a landmark in the economic life that all other forms
of organization are overshadowed and dwarfed in comparison.
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In glancing over the c-uurne of human development we see
four types of ho<ial htnicture following one another, the
later never entirely (li>placing the earlier, it in true, and all

to a certain extent continuing to xuboiMt side by Mde, yet
vnrjing sharply in their relative significance. These four are
blood communitiex, langua^^c communities, religious com-
munities, and political communities. In European countries
in recent times, or since the appearance of inercantilistic

i<leas in the sixteenth century, the political conununity has
pushed the others more and more into the background, for
the simple reason that this form is best adapted to the require-
inent of a more perfect socialization of the process of satisfy-
ing wants. If the principle of nationalism was especially
emphasized in the nineteenth century, it was because the
bond of a common nationality served, in the two European
cot-ntries Germany and Italy, as a useful implement in
au icing political organization. That the principle is no
longer dominant is best explained by the consideration that
it has not been strong enough to disrupt existing well-
established political states.

The progressive socialization of the want-satisfying
activities causes discontent with the original condition in
which peoples were distinguished by race, language, or
religion, and demands the union of the population of a terri-
tory among themselves and with their home-land into a
coherent economic body by means of a political constitution.
Political institutions form a common basis for economic
activity, which increases in importance, and by its character-
istics soon comes to distinguish one political community from
another. Other communities are not combated or eliminated,
but utilized. Common descent is decisive for the character
of wants, since the life-habits of persons of the same stock
are much alike

; it is also decisive for the specializations in
production, because human aptitudes are also fairly unifor-n
within the same race-group. A common language facilita s
exchange among the inhabitants and thus furthers t.ie
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imitative impulse so important economically, leading to the
formation of common usages and customs which impose
manifold conventional requirements on the individual.
Religious views influence the pursuit of culture, which
involves the production and consumption of economic values.
But once the state has been forged, an assimilation process
goes on within it, often furthered, too, by external change
and chance. In friendly business competition and on the
field of battle a common store of experiences is accumulated
by the whole politically organized population. Thus we
speak of a * people ', not in the ethnographic sense of a homo-
geneous nationality or in the legal sense of the citizenship
of a state, but with the economic meaning of the population
of a certain territory. It therefore includes all persons who
actually dwell within the area under the political jurisdiction
m question. Germans belong to France when and so long ac
they remain in France, even though they do not renounce their
nationality or give up their German citizenship. In countries
with a nationally homogeneous population the term ' nation

'

IS often used for the political community, but there also the
nation is unmistakably and always more than simply the
cultural community imp!ied in nationality. The formation
of an independent national economy may possibly be impeded
but it cannot be checked by the circumstance that different
nationalities inhabit contiguous portions of the territory
under a common political constitution. Dissimilarities in
physical characteristics of the people signify little economi-
caUy, and differences in spiritual qualities are more and more
pushed aside by the influence of the unavoidable common
commercial language and the sledge-hammer blows of
a common political destiny. The Austrian, Swiss, and
Belgian economic societies are very real entities in spite of
the national contrasts within those states.

Economic Protectionism. The national economy, then, is
to-day the dominant economic unit to which other aroup^
and factors must subordinate themselves. Sometimes
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narrower territorial units may exist within and wider ones

beyond that of the national economy, possessing some of

the characteristics of the latter. Thus in federal states the

component states have a certain economic independence,

and it is possible to speak of a Prussian or Saxon national

economy as well as of the German. So again, a customs union

combines politically independent states into a higher economic
unit, and there is an Austro-Hungarian national economy
in addition to the Austrian and Hungarian. In all these

cases we are dealing merely with a division of the national-

economic functions between different territorial units which
behave externally as one. The goods or the travellers

entering German territory across the Saxon boundary are

affected at once by the German and Saxon national economics

;

on entering Austria they are subject at the same time to
the merely Austrian railway rates and to the Austro-

Hungarian customs regulations, &c.

Economic protectionism represents the logical consequences
of the situation created when world-economy relations break
into the national-economy sphere. It is not therefore a policy

of world economics, but a detail of the external poUcy of

the national economy. It is neither more nor less than the
sum total of the measures adopted by the national-economy
unit for the purpose of advancing its interests in the field of

world economy.

2. The Development of Protectionistic Economic
Theory

TJie Mercantilistk Theory of National Enrichment. Mer-
cantilism, as the first scientific movement in economics,

assigned economic functions to the state, and so laid the
foundation of the present conception of political economy.
The theory regarded world-ecc.iomy relations purely as
a means of enriching the national-economy group. Each
state should sell as much as possible to foreign countries
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and buy as little as possible from them, so that its national
wealth might be increased through a large ex.^ess of exports
over imports. Commercial treaties were regarded as a means
of taking advantage of other nations and to be desired only
by poHticaUy powerful countries and feared by aU others.
The consequent closing of the gates against foreign goods
involved a general shrinkage of world-economic activity,
though this was richly compensated by the abolition of
internal customs Hues which set free domestic trade in everv
country. "^

The Classical World-Economics. The physiocratic-classical
school, under the influence of the cosmological viewpoint
of the dominant nature-philosophy, emphasized the necessity
of the widest possible extension of economic rele jus, to
the end that the division of labour, which had been so
conspicuously triumphant in national industry, should
become international as well, and that each country should
devote itself to the production of those goods for which it
found Itself most favoured by natural conditions. In this
way each country would operate with the lowest possible
production-costs and exchange its products for others
produced m other countries under the same favourable
conditions. Thus each would reap a twofold advantage
bemg in a position at once to sell as dearly and buy as
cheaply as possible. The interests of humanity and of the
nations were viewed as identical, and hence national boun-
danes should not be allowed to have any bearing on economic
relations. Holding such views, the classical^school found
no place for an economic policy ascribing any sort of activitym this field to the state as an organic body. It would have
nothing to do with citizens of different countries, but only
with economic individuals. Its ta.k was to consist exclusivelym the discovery of those natural laws which govern the
economic process as carried on by the human race as a
whole.

Fichte's 'Closed Commercial State \ The ph'losopher
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Fichte came to a very different conclusion.* If the task is

imposed upon the state of protecting every one in the

possession of his property, it must first give to every one

his own. To this end Fichte constructed a socialistic ideal

state in which every person should have his part in economic

activity assigned to him according to a definite plan. Such
an organization, of course, could be maintained only by making
impossible any disturbance from without of the equihbrium

between the various productive classes. Hence the state

would be forced to take over all trade with foreign countries

and would become as isolated as a commercial body as it

had previously been juridically and politically. To this end
all gold and silver money would first of all have to be with-

drawn from circulation, because it is a universal medium,
and for it would be substituted a new national currency

made from a new subst'^nce whose composition should be
kept secret so that it couk circulate only within the country.

At the same time the state would monopolize all foreign

trade, but only for the purpo^ of reducing imports by the

development of substitute industries and would cut down
exports by restrictions from year to year until a condition

of complete economic independence of foreign countries

should be reached. Foreign travel should be permitted
only to scholars and art'sts, when its cost would be borne
by the state. ' Idle curiosity and quest of diversion should
no longer be allowed to drag their tedium about through
every country on the globe.'

The newer Conception of National Economics. By way of

the two extremes, the classical idea of a world economy and
the fantastic socialist dream of a closed commercial state

—

' the two leading types of political nonsense ', as Adam G.
Miiller says *—thinkers finally reached the concept of national
economy. Irresistible, that is, as were the doctrines of Adam

' Johann Gottlieb Fichte, Der geschlosseiie Hnndelsstaat, Tubingen, 1800.
* ' Historische Uhcrsicht der Kntwickhing,' in Bernhard Harms, I'olks-

wirtschaft und Weltwirtschaft, Jena, 1«12.
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bmith and his immediate successors in cultured circles, yetm the long run the trutli forced recognition outside of
t-ngland that, m the economic relations of the world, states
are after aU independent units between which opposition as
well as community of interests subsists. In consequence,
the alleged natural laws of economic exchange undereo
modifications in each country, which must be taken into
account m all political calculations. Especially the older
historical school in Germany began to perceive that countries
more retarded in their development could not expect to
profit by the free play of economic forces in the same degree
as could England, where industrial progress had been carried
much farther. The somewhat obscure Reichsgraf von Soden,who first employed the term ' national economy^ (Volkmirt-
scfiaft), uses It, it is true, to designate those very economic
doctrines which follow from cosr. olitan principles and
hence relate to humanity as a whole , he distinguishes from
It under the name of political economy (Staats-Wirtschafts.
kunde) the science based on political organization and
rdating to economic welfare within the scope of the state.
Ihe correct view was brought forward by Karl Heinrich
Kau, who acknowledges that the exchange of goods extends
beyond the horde., of the individual state, but contends
that m so domg it constitutes an economy of a higher order
The subject-matter of the science can in his view be only the
economic life within the state, even though occasional inter-
national relations be taken into account. This national
science of economics, or political economy, he divided again
into two branches, pure and applied. Pure economics, a7the
theoretical part, treats of the natural economic laws; the
applied or practical branch, on the other hand, deals with
tlie means of promoting the economic welfare of a peopleThe conceptions of Karl Knies and Wilhelm Roscher were
Mmilar to that of Rau. They emphasized particularly the
special character certain to be imparted to the economic life
of any people by the distinctive natural resources of the
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country and the national history. It is quite possible to

suppose that the science would set applied or practical

' political ' economy more in the foreground as soon as it

dropped the quest for eternal natural laws of world economy

and took up rather the temporally and spatially conditioned

bases of national welfare, regarding individual states as

economic units as well as political, and comparing them as

such. Pursuit of this course led to the first sharp conflict with

the classical school. If the economic life of the race is to

be differentiated along national lines, there can be no uniform

recipe valid under all conditions for increasing the ' wealth

of nations '. Hence the German List and the American

Carey raised their voices in opposition to the free-trade

principles advocated by the classical economists, which they

contended were suited only to requirements such as those

of England. Other countries should in their view still make
use of protective duties as an educational expedient until

their industries could hold their own v.ith the English in

a freer competition. The classical writers had taken a mere

fiction for a reality and were bound to meet with disaster in

the practical appUcation of their doctrines.

Present-day Views concerning National Economics and

World Economics. We may divide into three groups the

views now held regarding the relations between national and

worll economy. The first group includes theories which

assume an increasing isolation of national economy from

world economy by trade restrictions, and hence approach the

idea of a ' closed commercial state ', though perhaps on other

than the original grounds. The second group of theories

assumes on the contrarj' a progressive assimilation of the two
economies and regards a perfect world economy as the

ultimate ideal and the goal to be striven for. The third

group assumes no displacing of either system by the other, but
a continued existence of both side by side, each supplement-

ing the other in their constant interchange, though of course

further distinctions arise in the treatment of these relations.
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finding a market for their goods in foreign countries and in

obtaining in exchange for them the means of life, they will be
compelled to produce those means of life within their own
territory ; they will be compelled to rely upon domestic

purchasers for a market for their goods and upon domestic

producers for the necessaries of life—and the sooner they

do it, the better.' Sombart * also has expressed his belief in
' the decreasing significance of world-economy relations '.

On the other hand, it has justly been pointed out that the

increasing industrialization of the characteristically raw-

material-producing countries has not at all lessened their

foreign trade, but has even increased it. Especially striking

is the fact, shown by commercial statistics, that in general,

imports increase more rapidly than exports. This is to be
traced in part to the increasing demand for raw materials and
for food-stuffs, but the imports of manufactures also have
increased instead of diminishing. In France the Tariff

Commission of the Senate, on the occasion of the tariff revision

of 1910, established the fact that in the period from 1899 to

1908 imports increased from 4,518,000,000 to 6,091,000,000

francs while exports increased only from 4,229,000,000 to

4,615,000,000. Of manufactured goods alone, the imports

increased from 728,000,000 francs to 1,151,000,000 or fifty-

eight per cent, the exports only from 2,077,000,000 to

2.619,000,000 or twenty-five per cent. Germany, England,
the United States of America, and Belgium lead the world in

iron industries, yet their imports of iron and iron goods have
increased instead of decreasing. The most intensive com-
mercial activity is carried on not between the industrial

nations and colonial or agricultural countries, but among the
most highly developed industrial states. Germany exports

three-fourths of her goods to western Europe ; more than half

the exports of France are taken up by England, Germany, and
Belgium ; England's best customers, with the exception of

' Werner Sombart, Die deulsche Volksmrtschaft im neunzehnten Jahr-
hundert, Berlin, 1908, p. 427.
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British Inaia. are Germany and the United States, and
Belgium carries on more than half her foreign trade with
Germany, Great Britain. France, and the Netherlands. In the
trade of Belgium with Germany, too, almost the same classes
of goods make up the imports and exports, as iron and steel,
textile manufactures, chemical products, and the like. The
efficiency of an industry does not preclude the importation of
similar products, but often enough is the occasion of it.
Thus Germany, in spite of her high industrial development,
is (lependent upon foreign sources for her supply of certain
classes of yarns and of machinery, for tin plate, for many
kinds of leather, &c. But the fear of dependence will lead
to no restrictions, for the dependence is mutual, and peace is
much more safely based on an economic community of
interests than on political treaties.

In diametric opposition to the foregoing, the views of the
second group regard world economy as representing a higlier
stage of development than national economy. The group is
r-gam divided between views which connect this higher
development with a change in political organization and
iiose which leave political organization entirely out of account.
Ihose thinkers who assume no essential change in the present
political communities or social order are closely connected with
the classical school. Friedrich List himself, the founder of
economic nationalism, regards the condition of national
economy merely as a transitional stage preliminary to a world
economy m which all nations will form but u single society.
The c assical school, he thinks, erred only in assuming as
actually present a state of affairs which had first to be brought
about.

• The idea of universal union can be realized only
when many nationalities have risen to as nearly as possible
a uniform stage of industry and civilization and of political
development and power.' Yet the union is, like eternal
peace

• commanded by reason as well as religion.' That
the adherents of the classical tender. >y in various literatures
profes. a similar faith needs not to be discussed at greater
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length. The attempt of Dietzel ^ might be mentioned, to

construct above the concrete political economy a ' theoretical

social economy ' treating of the economic individual as such.

He argued for the growth alongside of the national economic

organisms of a world-economic organism before which the

former should recede more and more into the background.

In connexion with the political organization, the world-

economy idea appears earliest in SchmoUer's theory of

economic stages.* In his view, village economy, city economy,

national economy, and world economy follow in succession in

the historic development. He does not say explicitly whether

a corresponding political organization is to be thought of as

forming the basis of this world economy, or whether the

original principle of division suddenly drops out. Kobatsch
also has worked out a law of stages of his own for the historicnl

evolution, summarizing the most important advances in the

field of intellectual and mataial culture. He calls the period

of the later antiquity and the middle ages the stage of
" monetarism ', that of the fifteenth and sixteenth centuries

mercantilism, that of the eighteenth and nineteenth centurie^^,

liberahsm ; the middle of the nineteenth century is the period

of nationalism, and that of the second half of the century

continentalism and imperialism, while the twentieth century
is designated as the period of internationalism.* The last

period he characterizes by saying that in it the communities
of interest involved in the trade relations of the national-

economy groups become perceptibly stronger than the con-
flicts of interest. Among the socialists, such as Karl 3Iarx,

Werner Sombart, &c., the higher development toward world
economy follows as a matter of course from the demand for

a complete change in the social order, through a socialization

of the means of production which shall not stop at national

' Heinrich Uietzcl, Tlieoretische Sozialokonomie, Leipsic, 1805.
- Gustav Schnioller, (irundrist der aUgemeinen Volksvcirtschajtskhri-.

'2 vols., Leipsic, 1904 and 1908.
^ Kudolpli Kobatscii, Internationale Wirtschnftspolitik, Vienna, 1907,

p. iWb.
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boundaries. Finally, those thinkers who, like Bluntschli,
the great student of international law, look forward to the
coming of a great world-state in which all humanity will be
organized, and also the peace advocates who urge a union
of the nations to prevent war,—all these are compelled to look
upon the progress toward world economy as in part the cause
and m part the effect of political union on the international
plane.

The third group is composed of those theories which regard
national economy and world economy as destined to continue
side by side. Here also a distinction is made as to whether
world economy and national economy are generically similar
concepts. Bernhard Harms represents the opinion that the
relation between the two economies is to be regarded as
n permanent condition and not as a matter of historic develop-
ment, and that the standpoint for the treatment of both must
be the same. National economy, in his view, includes the
relations of the private-economy units among themselves and
with the political authority, while world economy covers the
mutual relation, of all the private-economy units of the world
The following facts he regards as characteristic of national
economy.' •(!) Its territorial scope is limited to the
political domain of a single state. (2) It consists of a multi-
plicity of private economies, among which con.plete freedom
of trade subsists within the boundaries of the given political
jurisdiction. (3) It possesses technological media of exchange
and transportation which permit such a utilization of the
legal right of freedom of intercourse that even the spatially
more widely separated private-economy units are able to
supplement each other in their want-s niisfying activities
while carrying on the productive operations best suited to
their respective localities. (4) It promotes more efficient
activities on the part of the constituent units by measures of
legal, commercial, economic and business policy.' The same

^

'^^emlmnl Harn.s. foUmirtschafl untt iVelht-irtsehafl, Jena, lOl'J
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essential conditions obtain, according to Harms, in the case
of the world economy. That the multiplicity of individual

economy units and the highly evolved commercial relations

are present admits of no dispute. The spatially limited field,

also, corresponding to the political domain of the state, is

furnished by the whole surface of the earth. Further, the

exchange of goods is promoted by the activity of the state

in the world sphere as well as within its own borders. So far

well and good ; but Harms passes over the condition he
himself has laid down of a unified control of the whole field

—

in this case the earth's surface—and substitutes for such
control the interaction of the various measures of economic
policy of the various states. But these may not necessarily

so much as strive toward unity, and their foreign trade
measures may therefore not only fail to promote but may
even obstruct world commerce. Treaties between nations do
not constitute a source of juridical outhority at all analogous
to the legislation of autonomous states, for in such agreements
it is not two wills of different order, state-will and world-will,

which find expression, but merely the same state-will mani-
fested in two different directions. The intelligent direction

by a higher will, from which all other characteristics of the
national economy follow of themselves, is wanting in the
world economy. If the world-economic policy is defined as
' the international regulation and promotion of the commercial
relations between the private economy units of different
political states',* then it is simply that part of national-
economic policy which is concerned with foreign trade. Even
in international treaties dealing with ocean navigation, in
spite of the international character of the high seas, the ships
must be strictly national, and hence the nationalistic element
is so exclusively dominant that any agreement of this nature
is concluded only when, and allowed to remain in force
only so long as, it corresponds to the interests of the treaty
power in question. The present writer, therefore, as already

• Op. cit., p. 303.
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explained, assumes that national economy and world economy
will continue to exist side by side. We define national
economy, however, as an organism ruled by a unified will and
world economy as mere community of trade relations. With
this view too the conception of Philippovich seems in sub-
stantial agreement ; he says :

*
' We cannot yet speak at the

present time of a world-economy as an independent economic
organism, since the various national economies which form
the members of this world-economy are bound together only
by commerce and • by a unified political constitution.'
The words, ' not yet, at the present time ', seem, it is true,
to indicate that in the light of the historic progress such
a stage is posited as coming or perhaps only as probable ; but
the condition laid down of a ' unified political constitution '

for the whole world shows t!.at reference is merely made to a
Utopian reflection. Karl Bticher » likewise rejects the doctrine
of an evolutionary tendency toward a world economy :

' For
on the one hand, no stage of economic development has ever
permanently guaranteed independent control of the want-
satisfying process; every one has left certain gaps open
which were to be filled in various ways. On the other hand,
the alleged world-economy has thus far at least never produced
any phenomena to be distinguished in essential characteristics
from those of iiatuTil economy, and it is to be seriously
doubted whether any such phenomena will be manifested in
any future time that we can now foresee.'

^•.i^"*'t^.u?"
Philippovich, Grundriu der potitiuhen OekonomU, seventli

edition, Tubingen, 1908, p. 19.

• Karl BUcher, Die EnUUhung dtr VolkswirUehqfl, eighth edition
Tabuigen, 1011, p. 142.

i >
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TIIE SUBJECTS OF WORLD ECONOMY

1. The Great Economic Sfhebes

The Sphere of the State, the Customs Sphere, and the Economic

Sphere. The sphere of the state and the cuHtoms sphere do

not coincide, because politicp.1 boundaries are determined by
all sorts of historical accidents, and hence the political

authority is frequently impelled by economic motives to draw
the tariff boundary aJong other lines. It occasionally leaves

part of the territory of the state outside the customs line

(customs exclusions) or in pursuance of treaties includes con*

tiguous foreign territory within the line (customs incorpora-

tions). These arrangements at present usually represent,

however, trifling exceptions only ; in general it is the aim to

embrace the entire territory of the state in a uniform customs
line and so to secure also a uniform economic domain.

A closer consideration of the development since the nineteenth

century shows, however, that although that century was so

favouralile to the establishment of laige customs divisions,

yet the effort m this direction was not always successful ; for

the real unification of an economic sphere much more is

required than a common customs boundary. Just as duties

do not guarantee the founding of industries, so also a customs
line affords no assurance of the development of a unified

economic sphere. To the first a certain stage of culture must
be added, to the second a certain community of culture.

The systems of wants and mechanisms of their satisfaction,

also the potentialities of production, must be reasonably
similar as well as the government and legislation affecting

the various arms brought within the customs line, if the
necessary homogeneity of interests is to be brought about.

C2
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Since as to this point culture is always the more and nature
always the less decisive factor, we must seek the tests of
similarity less in the natural features of the country and much
more in the cultural make-up of the inhabitants. Viewed in
this )iwht, the great customs divisions present themselves as
a politico-economic fiction, for as a matter of fact they fall into
several economic spheres. These, it is true, manifest in some
degree a tendency to increase in size, but the limits of this
process fall well short of those gigantic national complexes
which have been marked out by customs legislation, which has
run far in advance of existing conditions. On the contrary,
the effort becomes more and more conspicuous to take account
of these factual conditions by at least tacitly drawing inter-

mediate customs lines, and by the use of substitutes for tariff

protection. Hence, though it is calculated that approximately
four-fifths of the habitable land surface of the globe and of the
total population nowbelong to the larger customs divisions, this
signifies neither progress in the direction of a world-economic
organism nor an approach toward ' a common, universal
freedom of trade ' \ but only an arming for the conflict on
the world-economy plane. Even the summation of the
greater customs spheres, which are opposed to one another
in a multitude of ways, is misleading. A world war could be
characterized by general aUiances among the military powers
just as well as could a progress toward world peace b.' so
characterized. All such structures lead to no other end than
the strengthening of the nbjects of world economy.
The Division of the greater Customs Districts into Economic

Spheres. It is hardly possible to give a complete picture of
the present development in the direction of stable economic
spheres

; each country, true to the old maxim of ' one state
one customs unit ', is struggUng to obUterate such movements
toward independence, although they combat symptoms
rather than causes. The evidence at hand is sufficient,

' Siginund Schildcr, Enlmckluugstendenzen der WeltwirtschatL Berlin
1012, vol. i, p. 233.
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however, to demonstrate that the great customs units are

very far from being unified economic divisions, hence the

tendency toward subdivision of customs units continues.

T^'; British world-empire comprehends the greatest national

all. Its composition is shown in the followingCOnipiiX •-:

table

:

British Dominions

Mother Countrj-

Colonies and Protectorates

Total

Area in square
kilometres.

314.5u
29,332.981

29,647,492

Population,

45,216,665

373^30,089

418,846,754

But in the first place the colonies with responsible govern-

ments, namely, Canada, the South African Union, the Aus-

trahan Commonwealth, and New Zealand, must be separated

from the enormous English possessions. These all pursue

a completely independent national economic policy and pro-

tect themselves even against the competition of the mother

country, though recently they have begun to favour England

as against foreign countries by preferential duties. Canada

is in fact more influenced by the tariff policy of the United

States of America, as shown by the history of the commercial

agreement of 1911, and only restrained by poUtical considera-

tions from closer relations with that country. Within the

colonies themselves, again, we observe efforts toward the

formation of independent economic divisions. In Canada an

opposition manifests itself between the industrial East and

the agricultural West. In Australia the development of

transcontinental railways will be insufficient to overcome

the natural separation of the North and West from the

South by wide stretches of desert. The English Govern-

ment has been able longest to ward off an autonomous

economic policy in the crown colony of India; but in

spite of its great ethnographic and religious heterogeneity, the

population has succeeded, through the swadeshi movement
which set in about the year 1905, in making their special
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interests felt. In England itself there is a growing con-

viction that only by economic concessions can the English

political influence be maintained. It was a notable utterance

which Lord Crewe addressed to an a'-semblage of Liberals in

Cheltenham in the fall of 1912, when he said that a protec-

tionistic government in England would not have the right,

and in the long run not the power, to prevent India from

introducing protective duties to the same degree to which the

self-governing English dominions apply them to goods coming

from England. To whatever extent, moreover, protective

duties might be applied in India, they would be directed

primarily against England, for England is the chief rival of

Indian domestic industry. Thus an area of 23,900,000 square

kilometres and a population of 314,200,000 are already cut of!

in an economic sense from the English colonial domain. The

remainder is divided among colonies in the tropics, many of

which naturally gravitate toward other markets, as West

India toward the United States of America and Rhodesia

toward the Belgian Congo, among free-port districts such as

Gibraltar, Malta, Hongkong, Weihaiwei, the Straits Settle-

ments, Aden, and Walfish Bay, and ' open door ' dominions

like the Pacific Islands and British East and West Africa.

All these are as accessible to any other country as they are

to England.

But even the small mother country itself is not a unified

economic division, for Ireland also is struggling for a special

situation in economic respects. As early as the eighteenth

century a notable movement was on foot encouraging the

people to use Irish products.^ At that time the industrial

positions of England and Ireland, previously on the same

plane, were beginning to shift at the expense of the latter

country in consequence of England's wealth in coal and iron.

On the occasion of the Home Rule debates in the 1912-13

' A. E. Murray, A History of the Commercial and Financial Relationt

between England and Ireland from the Period of the Restoration, London,

1003. p. 20li.

r-r
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session of ParUament, it was repeatedly brought out that

an economic issue was involved in the separatist movement

in Ireland ; the new bUl leaves two ec. lomic divisions under

a common tariff system while aiming to make them inde-

pendent in their factory legislation and general social policy.

In the meantime the Irish have resorted to independent

action, and by the introduction of national marks for mer-

chandise (to which subject we shall later recur) have organized

a system of protection for the national products.

The second largest domain under European rule is Russia.

The extent of the Russian dominions is shown in the table

below.
Russian Dominions

Mother Count rj-

Protectorates

Total

Area in square
kilometres.

265,000

. 22,296,727

Population.

160,095,200

2,000,000

162,095,200

Here we find a division into customs districts in the moti. r

country itself; Finland is completeh" independent as to

tariff policy, although efforts to assim. 3 it with the rest

of the country have been carried on for decades and are

opposed not by political but by merely economic obstacles ;

eastern Siberia also was free territo-y down to the year

1908 and still occupies a peculiar p-Asition. But in addition

to these divisions the work of Kowalewsky ^ names and

describes for us no fewer than twenty-one economic divisions,

fundamentally different in every characteristic affecting the

economic life, their outer nature, the character of their

population, and the political and economic institutions

which they have developed in the course of their histories.

Another interesting general characteristic of these economic

divis^ions is that they become smaller as we approach the

more densely populated region of western Europe, coming

down finally to an area of 100,000 square kilometres, and, on

1 W. Kowalewsk>-, La Russie A la fin du 10' siicle, Paris, 1900, p. 87.
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lease greatly in extent towardthe other hand, they

eastern Europe and Asi...

France has increased her dominions in area and popiilation
in much larger proportions than Russia through her colonial
activities, as shown in the table below.

French Dominions

Mother Country
Colonies and Protectorates

Total

Area intquare
kilometre*.

536,464

10,293.835

10,830,299

Population.

39,601,509

46, 125,51

85,727,019

But of these the Asiatic colonial possessions at least form
economically an entirely separate division, with an area of
664,209 square kilometres and a population of 16,600,000.
.ygeria, with an area of 890,000 square kilometres and
a population of 5,200,000, has perforce retained to a certain
extent its separate position as to tariff policy in spite of the
fact that it is legally and administratively treated as a French
department and not as a colony. The same appUes in a much
greater degree to the protectorate of Tunis, with an area of
167,400 square kilometres and a population of 1,800,000. The
remaining African colonies are widely separated geographi-
cally from these by the Sahara, and further, in some of them,
as French Congo, the ' open door ' policy is maintained.
Even in the great European countries which have not

laid the principal stress on colonial possessions we find the
national customs domain cut up into various separate
economic divisions. We note in Germany, for example, that
from 1816 to 1871 the population of the agricultural region
east of the Elbe (the seven eastern provinces of Prussia, the
two Mecklenburgs, and the grand duchy of Hesse) increased
nearly ninety-one per cent, while that of industrial West and
South Germany increased but little over twenty-three per
cent

;
in the period between 1871 and 1900, on the contrary-,

these roles were reversed and the increase in the agricultural

Itj
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East was but twenty-six per cent against seventy-nine per

cent* in the industrial West and South. This contrast

points to a sharp distinction in the natural and cultural

characteristics, which finds a clear expression also in the

economic policies of the districts. In Italy, too, the industrial

North is essentially distinct from the wine and fruit grow-

ing South. In Austria-Hungary a common tariff system, in

force for more than sixty years, has not oeen able to obliterate,

and in fact has served rather to emphasize, the differences

between the two halves of the monarchy ; even in Austria

alone, Galicia and Bukowina form a separate economic

division in consequence of their territorial location, and their

special situation is also taken into account in certain pro-

tective measures, such as the law for the encouragement of

manufactures and preferential dehveries.

The following table shows the classification of the territorial

domain of the United States of America.

United States Dominions

Area in square
kilomelres.

Mother Countrj' .... 7,839,384

Colonies...... 1,755,878

Total 9,595,262

Population.

76,085,794

9,8 1 2,493

85,898,287

The most important colonial possession is formed by the

Phihppine Islands which have an area of 296,310 square

kilometres and a population of 7,600,000. In accordance

with their constitution of 1787, the United States pursue

the policy of including ever)' territorial accession in the

single customs domain. This policy was followed even in the

case of distant Alaska and the Hawaian Islands, which are

treated in a political sense not as colonies but as territories,

as well as with the colony of Porto Rico. Yet with regard

to the PhiUppines, the Tariff of 1909 was forced to concede

' H. Pohle, Die Entwicklung des deutschen Wirtschaftslebens im Vi.

Jahrhundert, second edition, Leipsic, 1908, p. 27.
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a customs position in some respects different from that of
the rest of the country, and this notwithstanding the fart
that the agreement entered into in the Treaty of Paris of 189f)
obUgating the United States to grant ' most favoured nation

'

privileges for a period of ten years had expired. But in
the mother country also, the Western States, separated
geographically by the Rocky Mountains, the Southern
States with their plantation economy, and the industrial
Northern States, show quite different degrees of industrial
development and have therefore different interests, and these
have led to numerous disagreements in regard to commercial
policy, the immigration question, &c.

In regard to China, Turkey, Brazil, and Argentina, anv
text-book in geography will show that they are by no means
economically homogeneous political divisions.

Since the time of Colbert, it has been the aim of everj-
statesman to secure the largest possible customs domain to
the end of assuring a rich internal development and of
enabling the state to exert outwardly great economic power.
The success of this policy has always been remarkable where
substantial economic homogeneity already obtained among
the districts thus merged in their customs policy, and where
the obliteration of customs lines involved the removal of
only artificial obstacles to the external realization of unity.
This was the case, for example, in France and Austria, and
later in Germany and Italy. But it was a colossal blunder
to conclude that economic homogeneity can be actually
created as well as merely turned to account by the estabUsh-
ment of a common customs boundary. In consequence,
the broad customs domains of the present day are a fiction
of economic policy; they faU in fact into several economic
divisions which have indeed common political interests, butm the economic field itself their interests conflict. And whUe
with passing time these divisions may perhaps tend to
increase in size as measured by population, they decrease
in territorial extent

; for economic wants are determined, not

ri
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by the land, but by the character of the people who dwell

upon it. Yet the assertion can by no means be made that

every natural economic division must also be an independent

customs domain. Side by side with the conflicting interests

are others which are common, and the intensity of the two

sets of interests must rather be investigated and compared

in each particular case and the degree of economic rapproche-

ment or separation determined accordingly. Customs lines

are not so rigid as political boundaries and in the future will

no doubt show more gradations from country to country

than is at present the case, when we distinguish only between

countries with customs unity, most-favoured nations, and
those not in the most-favoured class.

2. The Small Ecoxomic Divisions

TheEvolutiauary Tendencies of the Small Economic Divisions.

As there are political divisions and customs districts so large

and so far from uniform that they cannot form unified

economic spheres, so also there are states which are too

small, and which in spite of their political independence are

forced to lean upon other states or upon a larger participation

in the world economy. Yet the normal size of an economic

unit, to exceed which leads to subdivision, and to fall short

of which means a shifting outward of the centre of gravity,

is by no means definite and fixed. In the earlier stages it

depends upon tl.r character of the land, then with the

progress of industrialization, more and more upon the density

of the population, and further upon the conditions with respect

to culture and the phases of economic development dominant
at the time. It is smaller in the case of manufacturing than
for agricultural countries, but increases in extent for the

former with the growing requirement of industry toward
specialization. For present-day Europe a territorial area

of from one-fourth to one-half million square kilometres and
a population of from thirty to fifty millions may be regarded
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as representuig the normal .size. The countries named in

extend
""* *''"" ^^ considered as of normal

Country.

Germany
Aiutria-Uungary
France
Great Britain
Italy .

i^pain .

bcuNOMic Divisions of Normal' Size

Area in square
kilometres. Population.

• 540.778 00,641^89
• (>70,24>) 5 1.340.378
• 5,Vi,4(>4 ,1<),()Oi,509

• 314.339 45.Jl6,6<.5
. -•«6,08j 34.<>8^68,?
• 5"4.5I7 ^0,(^38,38

1

Year.

1905
1910
I9<i

1911

1911

1909

It is of course no mere accident that the normal size has been
so generally realized in Europe, for these states have securedthe economic extent which answered to their needs in a longand varymg historic development.

States notably under the normal size of an economic unit
encounter no great difficulties under prevaUing conditions of
free trade ;,t was for this reason, too, that Belgium, HoUand,
Denmark, Sweden and Norway remained longest true to
that pohcy. mth the general adoption of protectionism,
different courses are open to the smaU countries. U thev
are altogether too small, their only recourse may be incorpora-
tion ,n a neighbouring larger economic sphere, which some-times takes the shape of a formal tariff union as is the casewith Luxemburg and Germany, Liechtenstein and Austria-Hungary, Monaco and France, San Marino and Italy Buteven if independence in tariff policy is jealously ^arded.economic dependence is unavoidable; Monteneiro, fo;
example, m spite of her repellent attitude, is economicallydominat^ by her trade relations with the neighbouring
Austria-Hungary. The following table gives the area andpop -lation of these tiny states.
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Smal' Statej) of Europk

Area in $quare
StaU. kilomftrri. Population

Montenegru 9,080 228,00<J

LuxemburK . 2,586 259,891
Liechtenstein

1 S<) 9.5(X)

Monaco 2i--:. l5,f')Oo

Andorra 45.! 6,o<xj

San Marino 61 1 1,000

Larger states than these will not be inclined to give up their

national individuality by being merged in a neighbouring
domain. They are likely either to seek to combine the
preservation of their distinctive existence with the securing

of a larger economic unit through a customs union with
neighbouring states, based on equality of position, or else to

endeavour to win for their national industry a larger influence

in the field of foreign trade.

The Forviation of Customs Unions. During the nineteenth
century endeavours toward the formation of customs unions
among politically independent states were fairly active, but
they were actuated by the most varied motives and directed

toward quite different ends. To con\'inced free-traders

such unions seemed a step in the gradual abolition of all the
tariff lines of all the nations of the earth. They thought
a great customs union would tend to draw in contiguous
territory, and the customs lines would be farther and farther
extended until the whole inhabited world would form one
universal union in which no duties at all would be levied.'

Further, the foundation of the German ZoUverein in 1833,
the forerunner of the establishment of the German Empire,
produced a great effect on men's minds and incited to imita-
tion. France especially strove energetically to erect a counter-
poise against the rapidly growing economic importance of
Germany by uniting some of the West European countries.

» L. Bosc, ZoUalliancm und Zollunionen in ihrer Bedeutung fiir die
Handeltpolitik der Vergangenheit und Zukunft, German translation by
Dr. S. Schilder, Berlin, 1907, p. 38.
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Among ^pecifit• attempts of this sort the following may be
named: negotiations of France with Belgium beginning
in the year 1836 ; the proposals of Lion Faucher for the
formation of a South European Customs Union {unvm du
midi) consisting of France, Spain, Belgium, and Switzerland;
that of Leroy-Beaulieu in 1879 for a West European Customs
Union (union douanUre occidentale) including France, Belgium,
Switze land, and Italy; that of M. Schwab in 1896 ( . his
book, Le danger alkmand) for the formation of a Union between
France, Spain, Greece, and Italy; and G. de Contenson's
proposal in 1903 to form a Latin Alliance (alliance ItUine)
consisting of France, Italy, and Spain.* Finally, the budding
up of world empires by the United States of America, England,
and Russia, and in particular the idea of a Pan-American
Customs Union gave a great impetus to the movement for
a Central European Union. The first proposal of this sort
came from Molinari in the year 1878 (union douanihe de
VEurope centrale) and has since been repeated in France
and Germany with interminable variations.

The causes which blocked the realization of such a plan are
identical with those which make the idea of incorporation
so repellent to the small states, notwithstanding that the
strongest interests of an economic character would urge to
such a course. In the first place, the proposals were not free
from political implications, or at least they were bound to
be susceptible to such interpretation by the other party.
Hence there arose a danger on the one hand for the political
independence of the smaller nation and on the other for
its neutrality, guaranteed by international treaties. Only
within a political community is the political situation verj
favourable to the plan of a customs union. The customs
unions in the English colonies owe their existence to this
condition, namely, that of Australia resulting from the
Constitution of 1900 and that of South Africa following the
Treaty of Bloemfontein of March 24. 1903, and the Union

' Op. cit.. pp. 134, 139, 150.

1»
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Constitution of 1909. Between foreign states the political

barrier is the greater in proportion to the difference in political

power. A further obstacle has been the fact that under the
dominant influence of free-trade theories a customs union
has always been taken to mean the complete obliteration of

intermediate customs lines ; this would necessarily lead with
progressive industrialization to continually more extensive
differentiation in productive conditions, and hence to in-

creasing certainty that crises originating in the one country
would affect the other seriously. When people once think
themselves into the realization that there is possible a whole
series of intermediate stages between a mere commercial
agreement and a complete customs union and that a line

of sharp distinction can be drawn between the common
and the dissimilar interests of two countries, then the
prospect should be more hopeful for such a less intimate
union as might be designated by the term customs league,
customs agreement, customs alliance, or the like. A brief

summary of the attitude of the neutral states of Europe
on the subject of customs union promotion may confirm
this view.

Soon after the establishment of the German Customs
Union, Belgium was confronted with the French proposal
for union, which apparently owed its genesis to the initiative
of King Louis-Philippe. According to the plan worked out by
the French Minister, DuchAtel, in 1836, Belgium was simply
to adopt the French system of customs duties and consump-
tion taxes and submit herself to the leadership of France in
her whole commercial policy. This would not have been
in fact a customs union, but rather a customs annexation
after the manner of Monaco. The opposition of French
industries, threatened by free trade for the Belgian manu-
factures, and in a much greater degree the intervention of
the powers which had guaranteed the neutrality of Belgium
in 1831, frustrated the plan.

In Holland also, after the separation of Belgium, the
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question of a customs union was brought up, in connexion,

in the first place, with the German Customs Union. The

obsUcles which manifested themselves were in part the

political solicitude of the Dutch Government and in part also

the high protective duties of the German Union, an applica-

tion of which to Holland would lead, it was feared, to a falling

off in its brisk transit trade. When in turn the wish for

a customs union with Germany came to be expressed m
Dutch commercial circles on the occasion of the drafting

of the Germin Tariff of 1900, the port cities of North Germany

opposed the step, fearing a loss of trade to the Dutch ports

of Rotterdam and Amsterdam, which are more favourably

situated for the industries of the Rhine country and West-

phalia. The union of Holland with Belgium was also taken

under consideration. The idea was first proposed in 1878

and was supported by the chambers of commerce, but on

Jonuary 19, 1880, the Dutch Government declared agamst

the move in the lower house of the parliament. The

reason given referred to the great difference in the con-

sumption taxes of the two countries, but the Govern-

ment was, as a matter of fact, no doubt more influenced by

political considerations. When the plan was again broached

and came up for discussion in the Belgian lower hcuse

on March 27, 1903, the Government moved the ordc of

the day.

Perhaps the keenest interest in the question of 'ustom^

unions was felt in Switzerland, which in view of its geogf«phi-

cal location was bound to experience the greatest inconvwii-

ence from the changing protective duties .f the surrounding

great nations. At first, and in fact as early as 1879, a«*vances

were made toward France, as Germany had gone ^rer to

protectionism in the new tariff law put in force about that

time, while from France were emanating th* Uberal ideas of

a commercial union of the Central European states. Opposi-

tion at once arose in Switzerland, based on the fear of low

of national independence. When France later d«iouBced all
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her treaties for February 1, 1898, paused a high protective

tariff, and adopted an attitude not at all friendly to such

agreementH, Switzerland turned again to Germany and wan

a party, as was Belgium also, to the Middle-European

treaties of December 1891.

The idea of a Scandinavian customs union has also been

frequently brought up. From the year 1874 to July 1, 1890,

Huch a union subsisted between Sweden and Norway, but it

was first modified by the so-called Inter-Dominion Law

(Zwuckenreichagetetz) and finally entirely dissolved, along

with the political union, on June 7, 1905. But the economic

hopes which were entertained from the separation failed to

be realized, and soon afterwards proposals were made looking

to a customs union between Sweden, Norway, and Denmark.

In the interests of this propaganda the ' Northern League

'

was formed in Copenhagen in 1904.

The Middle-European December treaties of 1891, concluded

after general negotiations by the three countries of the

Tripif Alliance (Germany, Austria-Hungary, and Italy)

among themselven and with Belgium and Switzerland, are

to be regarded a^ at least a movement in the direction of

a commercial -policy alliance. By interlocking agreements

the countries formed a unified whole, so that no commercial

treaty could be terminated alone if the others were to rraoain

in force. The outward expression of this interlocking took

the form of an adaptation of the whole conventional tariff

to each of these agreements in such a way that each con-

tained not merely the special concessions granted to the

particular party to the convention, but in addition the tarifT

modifications among all the co-oper. ting states. In this

way something approaching a commo.. economic sphere for

a population of 131,000,000 was assured for a period of

twelve years. Later, the field of the treaties was widened

by agreements affecting Russia and the Balkan countries

—Roumania, Servia, and Bulgaria. Yet at the renewal

of the treaties in 1905 and 1906 the original idea was

iM».U D



34 ECONOMIC PROTECTIONISM

I I

again dropped, so that the final commercial treaties of

these states are no longer formally different from other such

agreements.

The Specialization ofIndustry u>ith a View to Foreign Trade.

More successful have been the efforts to make up for the

inadequacy of domestic markets by capturing markets abroad.

To this end the smaller countries have clung longer and with

greater tenacity to the free-trade policy ; even to-day the

Netherlands, Belgium, Switzerland, and Denmark still belong

to the countries with a minimum of protective tariff. They

have also taken a more active part in all movements toward

international unions and avoided national differentiation as

far as possible. Belgium, for example, in her tariff law,

automatically takes accoimt of and reciprocates every con-

cession granted by any foreign country ; her system thus

takes the form of a unified tariff while adapting itself con-

stantly to the varying treatment accorded Belgian products

in all other countries. The small countries have also bestowed

especial care on their transit trade, which consequently

amounts, in the case of Holland for example, to much more

than the country's own commerce, while in Belgium and

Switzerland it approaches the exports in the value of the

goods involved.

The table which follows gives a general view of the customs

districts of the world, arranged in order of their territorial

extent, showing the density of their population and the

amount of imports and exports reckoned on a per capita

basis. The figures are taken from the official statistics of the

countries for the year 1910, or the year nearest that date

for which figures are available, other years being indicated

in parentheses.

II
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CUSTOMS DISTRICTS OF THE WORLD

A. European Customs Distbicts

Area in
\

i

Popula-
tion per

Imports 1 Estports

Country.
square i

kilo-

metres.

Population. square
kilo-

metre.

per \

capita.

{Marks.)
capita.

(Marks.)

I . European 1
1 !

Russia . . 5,003,840 1

i

116,505,500

(1909)

23-3
1

257 '

1

:8-o

2. Turkey . . 2.987.' 17
' 24,028,900 1 8-0

1

(1908-9):

2-4 1-4

3. Austria-Hun- i

1

gary. . . 676,249
1

51,340,378 75-9 48-0 • 41-4

4. Gerroany. . 540,778 64.925.993 120-O 1376 115-2

S.France . . 536.464 39,601,509

(1911)

73-8 146-7 127-S

6. Spain . . . 504.5 '7 19,503,068 387 41-4 397
7. Sweden . . 447.864 5,522,474

:

13-4 >37-4 121-3

S.Finland . . 373.604 3.059.324
i

(1909) 1

9-2 101 -7 76-8

9. Norway . . 322.909 2.357.790

,

7-6 204-5 147-6

10. Great Britain 315.725 45,216,665

1

<19U)
i

143-2 259-2 241-4

1 1. Italy . . . 286,682 34,686,683
'

(1911)

121-0 75-8 48-6

: 2. Roumania 131.353

1

6,684,265

(1907)

50-9 48-9 73-6

1 3. Bulgaria

.

96,346 4,329,108 45-' 33-0 24-0

14. Portugal . . 91.943 5.423.132

(1900)

58-9 54-5 28-3

15. Greece . . 46.657 2,631,952

(1907)

40-7 49-4 42-8

16. Servia . .
:

48,303 2.911.701 6l-l —
!
—

17. Switzerland . 41.324 3.765.123 91-2 387-8 257-3
18. Denmark. .

1 38.969
i

2.757.076

(1911)

70-8 231-9 220-2
i

19. Netherlands . 33.079 5.858.175

(1909)

177-0
1

941-9

1

!
759-4

20. Belgium . .
i

29.455 7.423.784 251-7 437-1
;

360-8

D 2
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B. NoN-EuBOPEAN Customs DiSTBicre

Country.

%

1. United States I

of America . i

2. Brazil . .
j

3. Australian ,

Commonwealth

4. British India.

5. China(proper)

6. Canada .

7. Mexico .

8. Peru . .

9. Persia

10. Bolivia .

1 1 . South African

Union .

12. Colombia

13. Venezuela

14. Egypt .

15. Chile . .

16. Siam . . .

17. Japan, not in

eluding Korea

18. Ecuador .

19. Paraguay

20. Uruguay

.

21. Nicaragua

22. Honduras
23. Cuba .

24. Guatemala

Area in
aquare
kilo-

wutre*.

9.403.970
8,061,260

97.7 « 3.910

4,610,317

3,970,000

3.745.574

1.987,201

1,769,804

1,645,000

1,470,196

1,225,547 •

1. 181.573

1,020,400

900,000

758,206

600,000

451.759

307.243

253,100

186,915 :

128,340

114,670

114,524

113.030

Population.

Papula-
tionper
aquare
kilo-

metre.

Imports
per

capita.
(AJarka.)

Baporta
per

eapUa.
(Marka.)

92.284,139!

23,070,969
j

4.449^*93
i

(1911)
j

314.955.240
I

407,335,000 ,

7,081,869

(1911)

15,063,207

4,586,000
;

9,000,000 !

2,267,935

1

(1908) 1

I

5,958,499
i

(I9H)
4.141.791

{1905)

2,685,440

11.287,3591

(1907) I

3,249.279

1

(1907) i

7,000,000
I

I

51,591.342
j

(I9II)
I

1,500,000 I

686,937

(1907)

1,042,686

(1908)

600,000

{1906)

553.446
2,048,980

(1907)

1,842,134

(1903)

9-8

2-8

0-6

68-5

102 -6

1-9

7-6

2-5

5-5

'5

4-9

3-5

2-3

12-5

4-2

1
1 -6

1 14-5

4-9

2-7

5-6

4-7

4-8

;
179

' 163

74-3

421

275-4

7-5

6-8

i'3'3

28-6

28-4

20-5

24-9

(1909)

134-6

Ii-S

(1905)
II2-0

43-8

142-2

i6-4

i8-8

24-9

(1909)
37-8

166

19-9

(1908)
19-9

217.7

1 1-7

84-8

560

341-8

9-4

S-6

165-7

40-8

20-6

iiS-9
46-1

74-8

II-9

135-6

53-9

157-2

230

186

27-4

290

17-1

24-6

l8-2

3166

22-4
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B. NoN-EuKOPEAM Customs Dutbictb—eontd.

Area in
Popula-
tion jter

IT'
metre.

Jmporta Exporta

Country.
tqwue
kilo-

metra.

Population.
per per

atpita. ,
capita.

(MarkM.) > {Slarka.)

25. Puuuna . 7S.68S 419,029

(1909)
s-s 100-4 17-7

36. Dominican
Republic 50,070 650,000

(1909)

13-0 28-2

(1909)

55-3

27. Coste Rica . 48,410 379,533 7.9 87-2 92-4

28. Salvador . . 34.126 1,133,000 33-3 13-4 26-1

29. Hatti . . . 28,676 2,029,700 707 U-6 6-9

(1909) (1908-9)

It must, to be sure, be taken into account that the extent

of participation of a country in the world's trade is influenced

by various factors, such '~s the geographical location, the

nature of the land, the political organization, &c. Fiurther-

more, the numbers given in the official commercial statistics

are, as is generally known, not strictly comparable, on account

of differences in the methods of collecting the data. For

example, in the case of Belgium, and in a still greater degree

in that of Holland, the figures given in the table include in

the imports and exports a considerable part of the transit

trade of the coimtries and hence are higher than in fact they

should be. It is none the less unmistakable that the smaller

countries tend toward a greater density of population and

c 1 jger relative export trade. The following summary by

r.. ! k will make this still clearer in the case of the European

countries.
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Rank or European Countries in Area, Density of Population, and
Per-Cafita Value of Exports

I fi

I

2.

3.

4'

S'

6,

7'

8.

9
10.

II.

12.

13-

14.

16.

17"

18.

19.

20.

Country.

, Russia .

, Turkey . .

, Austria-Hun-
gary . .

, Germany
. France .

. Spain

, Sweden .

. Finland .

, Norway .

I Great Britain

Italy. . .

, Roumania .

Bulgaria

.

Portugal.

. Greece .

, Servia

Switserland

.

, Denmark
Netherlands
Belgium . .

Area in
miUiont
of aquare

kxlo-

metre*.

• s-oo

2-99

0-68

0-54

0-54

0-50

0-45

0-37

0-32

0-32

0-29

0-I3

010
O.tK)

0-06

0-05

0-04

0-04

0-03

0-03

/nA<i6t.

tants per
Country. tquare

kilo-

metre.

I. Belgium 251-7
2. Netherlands 1770
3. Great Britain 143-2

4- Italy . 121-0

5. Germany I20-0

6. Switzerland 91-2

7. Austria-Hun-
gary . 75-9

8. France . 7y»
9. Denmark 70-8

ID. Portugal 58-9

II. Servia . 557
12. Roumania 50-9

13. Bulgaria 42-0

14. Greece . 40-7
15. Spain . • 39-8
16. Russia . 23-3
17. Sweden »3-4

18. Finland 9-2

19. Turkey 8-0

20. Norway -•6

Country.

Netherlands
Belgium
Switzerland

Great Britain

Denmark
6. Norway
7. France .

8. Sweden .

9. Germany
10. Finland
1 1 . Roumania
12. Italy

13. Greece .

14. Austria-Hiui'

gary .

15. Spain
16. Servia .

17. Portugal

18. Bulgaria

19. ?^us8ia .

20. Turkey .

ExportB
per

capita
in

mark$.

759-4
360-8

257-3

241-4
220-2

147-6

127-5

121-3

115-2

76-S

".r6
48-6

42-8

414
389
29-6

28-3

24.0
18-1

1-4

In cases where the amount of exports from non ropean
customs units appears surprisingly high in comparison with
the European view of the difference in cultural advancement,
it must be borne in mind that the composition of the exports
is also a significant matter. The more advanced a nation
becomes, the more diversified will be its industrial activities

and the exports will embrace a continually widening range of

articles. The more concentrated in a single field the exports
of a country are, the greater will be the risks attending chance
variations in the amount of the goods produced and the
character of the market for tiiem, which will correspondingly
reduce the profits of the business as a whole. In the industrial

states of Europe the most important single articles of export
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never noake up more than from five to ten per cent of the total

exports. With this proportion may be compared the figures

given in the following table, which shows the fraction of the

total exports of some non-industrial countries formed by

certain special articles.

Composition of Exports op Non-Industbial Lands

Percent of

Country. Article. Total Exports

Russia . Grains . more than 6o

Sweden . Timber . 45

Rouinania . Grains more than 70

Bulgaria Grains . 50

Denmark . Animal products used at

food (Butter, Meat) 76

Egjpt . Cotton .

I
Grains .

( Animal products

84

50
Australia .

4-:

Siam .
. Uicc

I Tin

88

46
Bolivia •

I Rubber .

( Coffee
34
41

Brazil
\ Caoutchouc 40

Chile . . Saltpetre / -

Colombia . . Coffee .

Bananas .

• Coffee

40
50

Ccsta Hica .

30

Cuba . . Cane sugar 74

Santo Domingo
Sugar

1 Cacao
41

35
Ecuador . Cacao 71

Salvador . Coffee . •0

Guatemala . . Coffee 88

Honduras . Bananas . more than 50

Mexico . Precious metals 4')

Nicaragua . . Coffee 42
Panama Bananas . 5-!

Paraguay . . Hides . 48

Uruguay .
1 Wool

•

t Hides .

37
27

Venezuela . . Coffee 45
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I'

3. Customs Distkicts Wholly ob Pabtly
Dependent

CoUmiet. The industrial divisions of the greater part of
the inhabited surface of the earth are not fully autonomous
in their econoniic policies, but dependent in a greater or less

degree on the will of some other country. In this respect,
further, there are to be distinguished two possible kinds of
dependence. The economic division may belong to another
and larger one in such a sense that it is to be r^arded as
a part of it, yet does not receive the same political and econo-
mic treatment ; such districts are colonies. Or the industrial
division in question may be bound by non-revokable political

agreements and its political and economic interests subor-
dinated to those of other states in such a way that, while it

belongs to none of them, it is forced to remain entirely open
to their commercial competition ; it is then called an ' open-
door' district. The following table shows the extent of the
two categories of economic spheres according to their present
standing.

Dependent Economic Divisions

The earth as a whole ....
Colonies ......
Open-door lands (including open-door

colonies) .....

Area in tnilliont

ofaquare
kilometre*.

J45-5

537

44-1

Population
in

milliona,

53S-0

626-0

-,h

Colonies, then, in the broadest sense, are territories which
belong politically to a greater domain, the mother country,
yet are not placed on an equality with the ruling part of it,

but have their political and economic interests subordinated
to those of the mother country. There may be a series of
gradations in the condition, according to the standpoint from
which they are judged. From the standpoint of civil and
international law the distinction is usually made between
true colonies, which are completely subject to the foreign
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power, protectorates, ip which, while a separate political
power continues to exist, yet the dominating influence is
assumed to be that of the protecting state, and finally, spheres
of interest, which are assigned to powers by international
agreement. In respect to the administration, each state pre-
scribes the categories which seem best adapted to the accom-
pUshment of its ends. Thus the English separate on the one
hand colonies with responsible government—the self-govern-
ing dominions, in which legislation is in the hands of an
assembly representing the people, but in which the mother
country, represented by a Governor-General, possesses a veto
right which is almost never exercised. These are Canada,
the Commonwealth of Australia, New Zealand, and the South
African Union. On the other hand there are the crown
colonies, where legislation and administration are in the hands
of a Governor, in addition to whom, in the crown colonies
proper (as distinguished from protectorates), there is also an
advisory legislative council. India occupies a special position,
but one more nearly approaching that of the crown colonies.
According to the economic organization, again, settlement
colonies are distinguished from exploitation colonies. The
former lie in the Temperate Zones and hence are peopled to an
increasing extent by white settlers, and advance toward
industrialization

; exploitation colonies, on the contrary, are
given over to tropical agriculture and hence are chiefly worked
by the native coloured population, over whom stand the
resident whites as a relatively small, ruling and property-
owning class. The economic organization naturally exerts
a decisive influence on the political constitution and adminis-
tration, and the English exploitation colonies are uniformly
cToym colonies. The history of colonial possessions is one of
continual changes. One cause of these is formed by the
shiftings in political power. At the beginning of the nine-
teenth century the English colonial possessions were only
about one-third as extensive as those of Spain. Since that
time the Spanish colonial domain has almost completely

i:
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I i

fallen away, while the English has increased enormously. Of
very recent date are the colonial possessions of Gernuiny,

Italy, Belgium, the United States of America, and Japan.

But the changes affect not merely the ownership ; they relate

as well to transformations in the colonial districts themselves.

The exploitation colonies do not advance beyond the stage of

subjection to the mother country, while the settlement

colonies show a decided tendency to develop toward inde-

pendence or union. A union, in such a sense that the colony

becomes a province of the mother country on a plane of full

equality, can be advantageously effected only when, in conse-

quence of the geographical situation of the two population

groups to be united, the relations between them are so intimate

and the community of interests so great that a common legis-

lative body is able to meet the requirements of both. In this

way Algeria is a province of France like any other, electing,

like tlie rest, her representatives to the French parliament.

The attempt of Spain similarly to incorporate Cuba came to

grief, however, because the peculiar needs of the island could

not be satisfactorily filled by the three representatives sent

to the Spanish Cortes. Otherwise the colonial districts

settled by Europeans seem to approach with sufficient political

and economic development toward a stage of complete inde-

pendence. Thus the four great English self-governing

dominions, Canada, Australia, New Zealand, and South
Africa, stand at present in a relation only of rather loose

alliance with the mother country. On the other hand,

countries of the Torrid Zone can change from a position of

independence to that of colonies, as happened, for example,

with the Congo Free State in the year 1908 and at least in

some degree w^ith the republic of Liberia in 1910. Finally, it

is to be pointed out that colonies may be at the same time

open-door territories, as when the mother country is restricted

by international agreements in its rigat to control the economic

policy of the colony and especially in the determination of

its customs duties.

Hi
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The economic aims and means involved in colonial policies
are also subject to considerable change. In the seventeenth
and eighteenth centuries colonies were treated as compulsory
markets for the industrial products of the mother country

;

all attempts at an independent industrial development were
suppressed and importation and exportation were monopolized
for the benefit of the mother country. But the separation of
the United States of America demonstrated how dangerous
such measures of compulsion may become. After that event
the effort was to substitute positive methods for negative,
actively encouraging the development of colonial production
along hnes in which competition with the mother country
could not arise. This policy met with the greatest success
in the tropical colonies, where encouragement of the produc-
tion of high-value raw materials such as cotton, jute, hemp,
caoutchouc, coffee, tobacco, valuable woods, &c., not merely
brought high profits to the colony, but also facilitated and
secured the supply of raw materials for the industries of the
mother country. In the way of manufactures, the pro-
duction of raw sugar, cotton-seed oil, and the like was per-
mitted. But with regard to these colonies, some restrictive

measures are still kept in force. For example, England keeps
the duties on cotton manufactures at a very low rate in

British India in the interest of her own cotton industry, in

spite of the fact that since ancient times a famous cotton
industry has had its seat in India. The tariff now in force
admits cotton yams duty-free while cotton cloth is subjected
to a tax of only three and one-half per cent ad valorem.
Moreover, simultaneously with the introduction of this duty,
the Cotton Duties Act of 1896 was passed, by the terms of
which Indian manufactures must pay a consumption tax
equal to the duty on the domestic product, so that in effect the
imported goods are placed on complete equality with them.
In Egypt also, after the establishment of two cotton-spinning
mills in 1901, one of them in connexion with a weaving mill,

the Egyptian Government immediately passed a regulation

I
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subjecting their product to a consumption tax of eight per
cent

' as compeniation for the loss of customs income '. But
in the case of the colonies peopled with European settlers
an increasing measure of liberty to determine their own com-
mercial policy had to be granted. They frame their own
tariff laws in accordance with their fiscal requirements and
need of protection, and are obligated to the mother country
only to the extent of granting her a most-favoured-nation
position. The system of preferential duties, which was a
feature of earlier commercial policy has been again brought
into use. It was recommended in the English Colonial
Conferences which have been taking place since 1887, and was
carried into effect after the termination of interfering com-
mercial treaties of England with Belgium and Germany.
The first step was taken by Canada, where the law of June 13,
1898, granted a duty reduction of twenty-five per cent, which
was increased on July 1, 1900, to thirty-three and one-third
per cent, and specialized in the tariff law of November 30,
1906, into a detailed preferential tariff by individual articles.
The South African Union, in the agreement of March 24, 1903,
granted a tariff concession of twenty-five per cent and remits
the duty altogether in cases where it does not exceed two
and one-half per cent ad valorem. New Zealand, in the law
of November 24, 1903, adopted a general increase in the duty
rates applicable to other than English goods. The Australian
Tariff of 1907 grants especially moderate rates to English
goods. France, too, in the Tariff of January 11, 1892,
amended by the law of March 29, 1910, granted duty reduc-
tions to her colonies, and receives in return a preferential
treatment at the Lands of the colonies of Tunis, Senegal,
Guinea, the Ivory Coast, Dahomey, and French Congo!
Similar preferential duties b<>tween mother country and
colonies are found in Portugal, Spain, Italy, the United
States of America, and Japan. The mutual preference may
be carried to such a point that the colony is incorporated in
the customs sphere of the mother country.'and the products of

^i:
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the two will enjoy aa a rule complete freedom from duty,
though exceptionii are made in Hpecial cases. Such a relation
subsist*- between France and Algeria, as well as some other
colonies (Gabun, Guadeloupe, Martinique, French Guiana,
Reunion, Indo-Chma, St.-Pierre and Miquelon, New Cale-
donia, Mayotta and the Comoro Islands, Madagascar and
dependencies); also between Spain and the Canary Islands,
and between the United States of America and Porto
Rico, the Hawaian Islands, Guam, and the Philippines,
though the Payne Tariff of August 1909 excepts rice and
limits the quantity of tobacco and sugar. Quite recently
the more advanced colonies have been given the right to
conclude independent commercial treaties with foreign
countries. In England the commercial treaties of the mother
country were formerly valid also for the colonies. Since the
year 1880, India, Canada, Newfoundland, the Australian
colonies, Cape Colony, and Natal have usually been excepted,
though the right was reserved for them to join in the agree-
ment within a period of two years after the signing of the
treaty. In 1896, in a circular letter to the Governors-General
of the self-governing colonies, England recognized the right
of independently concluding treaties, but required that the
negotiations should be carried on through England. The
commercial treaty between Canada and France in 1907 was
in fact directly concluded, the consent of the British Embassy
in Paris being a mere empty formality.

Great Britain holds dominion over the largest colonial
possessions and in consequence also feels the strongest
reaction upon her foreign commerce. Of her total imports
about twenty-five ptr cent come from her colonies, while
thirty per cent of her exports are sent to them. The
following tables give a general view of present conditions
in the field of colonial possessions. They are based on
the latest available statistical tables and include also
countries under protectorates (designated by a letter ' P ' in
parentheses).
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I. COLONIU8 OF GREAT BRITAIN
A. El-BOPCAN COLONIM

Area in aqu4ne
kilometrtt.Colony.

Total, EuropcM) Colonie*

5

308

Cyprus .

Aden (including Perim)
Socotn
StmiU Settlement* (including LS'

biuui)

Ceylon .

British India

.

Hongkong, with leased area, colonies,
and Wei-hai-wei

Malay Protectorate States (P)

.

Bahrein and Kamaran Islands (P)
Borneo : Sarawak and Brunei (P)
Maldive Islands (P)

Total, Asiatic Colonies

C. African
South African Union :

Natal
Cape Colony
Orange River Colony .

Transvaal .

Swaziland .

Basutoland
Bechuanaland (P)

South Rhodesia
North Rhodesia
Nyassaland .

Uganda
British East Africa

Zanzibar, with Pemba
Somaliland (P)

St. Helena and Ascension
North Nigeria

South Nigeria

Gold Coast .

Sierra Leone .

Gambia

B. AllATIC COLONIKS

207

3.579

4,233

65.713

I2U,I30

730
204,783

300

5,cx>3,oi9

Colonies

Total, African Colonies

91.61

1

717,417

130,515

286,003

16,928

:o.344

.2,250

(,4,809

/ 53.690

103,085

578,865

523.180

2,640

176,120

3IO
662,263

206,889

207,200

83. J 65

9.37J

5.676,557

PopnlaMon.
"J.596

238,443

348,038

273.857

45.859
12,000

714.069

4,109,054

3M.955.240

583.108

1,720,850

68,100

660,000

30,000

iii^72,^i7

1,191,958

2.563.024

526,906

1,676,611

99.959
405,832

'25.350

769.471
1,001,400

970^430

3.503.564

2.295.336

245,000

302,859

3.877

8,069,071

7,836,189

1,502,898

1 ,400,000

160,807

34,650,542
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O. AlUUIICAN COLONIKS

Colonff,

CmumIa
Newfoundland
Labrsdor .

Wett Indira

Bermuda Island*

teitiih HonduniH
BrHiih Uuiana
Falkland Iilandi

Total, Aincricuii Colonir*!

Auitralian CuninMinwealth .

Territory of Papua
New Zealand ....
FiJiUandi . . . .

Tonga Inland! and other Pacific

bland*

Total, Australian and Poly-
nesian Colonies .

Area in Bquare
kilomelrta. Population

9.659.823 7,<)«l,8f.9

110,681 237.531
310,800 4.076
31.164 l/>7<(,i'»i

4<J i8.<>g4

22,2(m} 40,510

234.395 2<K>.04 I

• '.HVI 2.272

lo,3S6,ui5 g,J'iu,4M4

POLYNKHIA

;.7O4.l08 4.449.493
.234.450 400,CK)<J

=71.304 1,008.4(18

-•0.047 139.541

37. H 3 joi,38')

8,2(17,082

F. Summary

Totals for Europe
Asia

Africa

America
Australia

nesia

Grand Total

and Poly-

308
5,003.019

5.676,557

10,386,015

S.267,082

•39.332.981

6,198,888

248,038

323,172,137

34.650.542

9.360,484

6,198,888

373.630.089

II. COLONIES OF FRANCE

A. Asiatic Colonies

French India

Indo-China

:

Cochin-China

Cambodia (P)

Annain (P)

Tonkin .

Laos
Kwang-chow-wan

Total, Asiatic Colonies

513

56,965

175.450

159,890

119,750
290,(X)0

1,000

Ji03,568

277.723

2,870,514

M93.534
5.5 1 3.681

5,896,510

663,727

177.097

'6,592.786
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B. Afkican Colonies

I

i ii*

Colony.

Algeria

Tunis (P) .

Sahara
French West Africa :

Senegal ...
Mauritania (P)

Upper Senegal and Niger
MiliUry Territory of the Niger
French Guinea
Ivory Coaat
Daliumey

French Congo (including portion
ceded to Germany in 191 1 )

:

Gabun
Middle Congo .

Onbanghi-Chari
Tchad

Mayotta and Comoro (P)
Madagascar and Dependencies
Reunion, St. Paul, Amsterdam
Somali Coast (P)

Total, African Colonies *

Area in square
kilometrea.

505,769
120,000

2.394.202

191,640

893.696

782.736)

1.383.742 1

238,988

325.228

97.220

312,812

441,076
400,000

580,000

2,168

585.533
2,500

120,000

9=377.3«o

C. American Colonies

St.-Pierre and Miquelon
Guadeloupe and Dependencies
Martinique

French Guiana .

Total, American Colonies

241

1.77

1

987
88,240

91.239

New Caledonia and Dependencies
Tahiti, &c. ...

Total, Oceanic Colonies

D. Oceanic Colonies

18,483

3.235

21,718

Population,

5,231,850

1,804,002

393.945
223,000

5,058,656

1.497.770

899.479

748,999

4,000,000

3,000,000

2,000,000

1,000,000

96.314
2,706,661

1 77,677
208,061

29.036,414

6,482

182.238

182,024

39.117

409,861

55.886

30.563

86,449

Totals for Asia . . . 803,568 16,592.786
Africa . . . 9.377.310 29,036,414
America . . 91,239 409,861
Oceania . . 21,718 86,449

Grand Total .... 10,293.835 46,125,510

' Exclusive of French Morocco with 417,000 sq. km. and 8,900,000
inhabitants.

ii !'
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III. COLONIES OF GERMANY
A. African Colonies

Colony,

German East Africa

German South Africa .

Kamerun (without area ceded in

«9ii)

Togo

Total, African Colonies .

Area in aquare
kUometre$,

99S.O0O

835,100

495.600
87,200

2,412,900

B. Oceanic Colonies

New Guinea, old Protectorate (Bis-

marck Archipelago and Kaiser
Wilhelmsland) . . 240,000

New Guinea, new Protectorate
(Carolhie, Pelew. Ladrone, and
Marshall Islands)

Samoa
2,476

2.572

• Total, Oc<;i\nic Colonies , 245.048

Kiaochow .

Totals for Africa

Oceania
Asia .

Grand Total

C. AsLATic Colonies

501

2,412,900

245.048

501

2,658,449

Population.

10,032.227

95.747

2,720,166

1,000,363

13,848,503

SJi.S'o

55.285

36,338

623.133

201,000

13,848,503

623.133
2OI,0C0

14,672,636

Dutch Eaft Indies

Dutch West Indies :

Surinam
Curasao

Dutch Guiana

IV. COLONIES OF THE NETHERLANDS
1,520,628

129,100

1. 131

394.789

Total

Congo Colony

2,045,648

V. COLONIES OF BELGIUM
2,382,800

VI. COLONIES OF PORTUGAL
A. Asiatic Colonies

Goa, Daman, Diu . . . 3,658
Macao 12
Timor and Kambing . 16,248

Total, Asiatic Colonies . 19.918

37.717.377

85.094

52.741
200,000

38,055,212

20,000,000

531.798

63.991
300,000

795.789
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'I .

B. Afbican Colonies (Portuoal)

Colony,

Cape Verde Idandi
Madeira ....
Guinea ....
St. Thomas and Principe Islands
Angola ....
Mozambique

Total, African Colonicb .

Totals for Asia .

AfV'ica

Grand Total .... 2,090,694

VII. COLONIES OF SPAIN
A. African Colonies

7,624

rea in $guare
kilometres. Population

3.822 M7.424
8.5 > 50.574

33.900 170,000

939 42,103
1,270,200 3,800,000
761,100 2,300,000

2,070,776 6.610,101

«9.9»8 795.789
2,070,776 6,610,101

Canary Islands . . . .

North Morocco . . . .

Rio de Oro ....
Ifni and South Morocco
Spanish Guinea (with Fernando
Po and Annobon) .

Total, African Colonies

2'.350
189.540

126,370

27.7'5

372.599

7,405,890

358,564
400,000

12,000

4,000

160,946

935.510

Erythrea .

Somaliland

Libya

Total .

VIII. COLONIES OF ITALY
Afbican Colonies

118,610

371.500
1,051,000

1,541.no

Iceland

Greenland .

Danish West Ii^lics

Total .

Khiva (P)

Bokhara (P)

Total .

IX. COLONIES OF DENMARK
104,785

120,589

359

325,733

X. COLONIES OF RUSSIA
60,000

205,000

265,000

279.5 5

«

400,000

1,000,000

i.t>79,55'

85,188

11,893

27.104

124.185

500,000

1.500,000

2,000,000

m
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XI. COLONIES OK THE UNITED STATES OF

Alaska (1867)
Guam (1899)
Hawaian Islands (1898)
Panama Canal Zone (KJ04)
Philippine Islands (1899)
Porto Rico (

1

899)
Tutuila Gn)up (i<r>-)) .

Total

Area in aquare
kilometre*.

>.430-390

544
16,703

1,228

«,8g7

199

i.755.«78

Formosa
Japanese Sakhalin
Kwantung (P) .

Korea (P)

Total .

XII. JAPANESE COLONIES

35.790

32.^94

3.311

217.494

288,889

AMERICA

Population,

64.356
1 0,000

191,909

144,614

8,276,802

1,1 18,012

6,800

9,8 1 2,493

3.392,063

35.823

462,399
13,125,027

'7.015. 3'2

' Open-Door ' Districts. The expres.sion of the ' open door '

came into use after the Peace of Shimonoseki of April 17,
1895, from certain emphatic utterances in connexion with
the future commercial policy of the part of eastern Asia
which was threatened by Japan. Since that time it has
happened with still greater frequency that countries which
had previously stood open to the equal competition of the
world have been brought into the sphere of influence of
a particular state and in consequence more or less cut off
from the free world market. By regions of the open door
are now understood more specifically such economic districts
as through non-revocable political treaties are limited in
their right of self-government with respect to their com-
mercial policies to the extent that they must remain open
to the free competition of all foreign countries. According
to Schilder, they are such countries ' as through international
agreement are permanently limited in their freedom of
actjon as to their commercial and customs policies and
subjected to restrictions in their jurisdiction. The main
emphasis is to be laid on the permanent character of these

-fi
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^11

limitations and restrictions, since both in form and in fact

completely soverei^ states are by the conclusion of com-
mercial treaties often limited for relatively short intervals

in their freedom of action as to their conmiercial and tariff

policies and in other respects as well '. But the essential

distinction lies rather in the fact that a modem commercial
treaty, even when it does not specify a ' comparatively short

interval ', is terminable, while the permanent restrictions

laid on the open-door domain follow from international

treaties which are political in character and therefore non-
terminable. It happens, indeed, though seldom, with fully

sovereign states also, that in their international political

agreements they subject themselves to limitations of an
econon-'c character, but these never go so far as to annul
the right of the states to determine their own commercial
policy. The familiar article of the Frankfort Treaty of

Peace of May 10, 1871, assures 'eternal' mutual most-
favoured treatment between France and Germany, but this

has not hindered either state from carrying out a radical

protective policy. The expression ' freedom of action ' says

too little, for the open-door country may conclude com-
mercial treaties, though it is not allowed to guard its own
interests in its own way ;

' commercial and tariff policy ', on
the other hand, is an antiquated expression, coming dowp
from the period when commercial treaties and tariff regula-

tions were looked upon as matters opposed to each other

and to be judged from different points of view, while

to-day both are included under the title of commercial
policy. ExterritoriaUty, or the freeing of foreigners from
the jurisdiction of the country, and estabUshment of con-

sular jurisdiction grew directly out of the imperfection and
unreliabihty of the juridical institutions of oriental countries

;

the arrangement has, as a matter of fact, some incidental

economic effects, but it is non-essential to the concept of

the ' open door '.

The non-revocable political treaties which limit the freedom
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of action as to the commercial policy of an open-door country

may be of different kinds. Formerly they were usually

treaties which the country of the open door concluded with

the various great powers. After the conclusion of an

unsuccessful war the victorious power used its political

ascendancy to secure for itself certain commercial advantages

either in the treaty of peace itself or in a non-terminable

commercial treaty based upon it. But the other great

powers would immediately hasten to secure the right to

share the same advantages. Thus, for example, the capitula-

tions, which were granted by Turkey as early as the sixteenth

century and which were later granted or confirmed by other

oriental countries in connexion with peace treaties, arose

from one-sided concessions by which the merchants of the

European power which was a party to the treaty were placed

on an equality with those of other European states, secured

admission for their goods on payment of a small ad valorem

duty, and received certain assurances as to consular protec-

tion, jurisdiction, the furnishing of aid in case of danger to

their ships, replacement in case of plundering by pirates, &c.

France, Austria, England, and Russia have been great rivals

in this respect. After the Opium War, China was forced by
England to sign the Treaty of Peace of Nanking of August 29,

1842 ; this document really represents the first commercial

treaty of China, and its advantages were first extended to

the United States of America and France in the commercial

treaties of July 3 and October 23, 1844, and later to numerous
other countries. In recent times two or more of the great

powers conclude treaties among themselves by which they

mutually guarantee the rights of the open door in a certain

country which is not a party to the treaty. Thus the

General Acts of the Berlin Congo Conference of April 19,

1886, decided the destiny, so far as commercial policy is

concerned, of the Congo basin ; thus too, Germany, Great

Britain, and the United States came to an agreement in

the Samoa Conference of July 14, 1889, concerning the
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'

commercial relations of the Samoan Islands, and in the
same way the Algeciras Acts declared Morocco an open-door
country, &c.

'^

Two points are characteristic of such political agreements
;the first IS the unification of one-sided most-favoured posi-

tions and the other is the establishment of a uniform low
ad valorem duty. In the old capitulations, as well as in the
numerous treaties which were made about the middle of
the mneteenth century by the countries of Europe and the
United States of America with Turkey, Persia, China, Japan,
biani, &c., ,t was specified that these oriental nations should
treat the European and American merchants and goods on
a basis of complete equality, which, however, did not obtainm the opposite direction. The duty in the case of Turkey
was originally only three per cent, which was gradually
raised to eleven per cent ; Persia was allowed to coUect only
hve per cent, Siam only three per cent, &c.
Open-door domains show a development in two different

directions. Occasionally one of the foreign powers com-
peting for the trade of the country will gain the political
ascendancy and reduce the district to the position of a colony
dependent upon that power ; this has happened in the case
of the Hawaian Islands annexed by the United States of
America, of Korea and Formosa annexed by Japan, of
Tunis and Morocco annexed by France, of Tripoli amiexed
by Italy &c. When such a change takes place, the colony
frequently remains for some time in the open-door position,
levying moderate ad valorem duties at a uniform rate on
goods from all countries ; sooner or later, however, it goes
without saying that it is bound as closely as possible to the
mother country. The second possibility of development is
that the open-door country or some part of it may make
such progress ,n civilization that political independence and
hence also control over its own commercial policy cannot be
withheld from it. Japan, the Balkan States, and Egypt
afford examples of the last-named course

M



THE SUBJECTS OF WORLD ECONOMY 55

A general view may here be given of the situation as to
open-door countries and the changes they have undei^one.
In Europe, Turkey has longest occupied this position. By
the old capitulations, which were mainly agreed upon at the
same time with treaties of peace, the import duties of Turkey
were fixed at the uniform rate of three per cent ad valorem.
In the years 1861 and 1862 real commercial treaties were
concluded with most of the European States and in them
the duty rate was raised to eight per cent. To th( treaties

special tariff conventions were added, in which wa.x specified

the commercial value of goods on which duties were to be
collected. Many inconsistencies arose from differences in

these conventions, and the Turkish Government laboured to
increase the duties on imports. In 1882 it denounced all

the commercial treaties, which in consequence expired at
the beginning of the 'nineties. The only result of the
subsequent negotiations was the new commercial treaty
of August 26, 1890, with Germany ; but the essential part of

this agreement, namely, a treaty tariff built up of detailed

schedules, could not go into effect so long as the other powers
possessed claims to the old eight per cent ad valorem duty.
The Turkish Government attempted independently to raise

the import duty to eleven per cent on April 14, 1901, but was
compelled by the unanimous protest of the European powers
to refrain from carrying out the plan. In October 1904
the Government renewed the demand for a three per cent
increase in the rates, on the ground of the financial necessities

of the Macedonian reform work. The new ad valorem rate
of eleven per cent did not take effect until June 25, 1907,
after the promulgation of the General European Convention,
April 25 of the same year. This convention was based on
special agreements between Turkey and the various powers,
and all the powers with the single exception of France joined
in it. At present Turkey is striving to obtain a new increase

to fifteen per cent. The explicit consent of Austria-Hungary
and Italy has already been secured, the former in the
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agreement of February 26, 1909, confirming the annexation
of Bosnia and Heraegovina, and the latter in the Treaty of
Peace of Lausanne of October 18, 1912.
Much more sweeping in its consequences, however, than

this liberalization of the restrictions, was the progressive
contraction of the open-door territory of Turkey which
resulted from the successful struggles for independence on
the part of Turkish provinces. On January 30, 1847, the
pnnces of Moldavia and Wallachia combined their territoriesm a customs union, which proceeded in 1850 and 1866 to an
mcrease of import duties to first five and then seven and
one-half per cent, in spite of decided opposition to the step
on the part of Austria-Hungary, on the ground that it was
contrary to existing treaties. Then, when the newly formed
Roumania achieved its political autonomy, it naturally
acquired at the same time independent control of its own
commercial policy. As early as May 3, 1843, Servia published
a tariff of its own, but was obliged to withdraw it on account
of the protest of the Porte. Renewed efforts in the 'sixties
and 'seventies led finaUy to the recognition of the complete
mdependence of Servia in the Treaty of Berlin in 1878.
By Article 8 of the same agreement, Bulgaria was still bound
by the commercial treaties of Turkey, but in the circular
note of January 28, 1884, the new nation laid claim to the
nght of concluding commercial treaties independently of
Turkey. A law of December 17, 1887, empowered the
Bulganan Government to undertake direct treaty negotia-
tions, and these led to the conclusion of treaties, first with
England in 1889 and later with the other powers As
a result of the Balkan War of 1912-13 the whole European
possessionv of Turkey up to Constantinople and its environs
were lost to that power. In consequence, Albania the
Turkish territory in Thrace, and the little free state on
Mount Athos are the only open-door territory remaining of
the Turkish European dominions. The island of Crete,
which had been a separate customs district since May 18-22,'
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1899, fell to Greece, and changes have taken place in the
sovereignty over the Aegean islands.

In Africa we come first to Egypt, which has remained an
open-door country, despite the fact that through a firman
of the Porte of August 7, 1879, it received confirmation of
the right to conclude independent commercial conventions
and that since that date it has actually concluded such
agreements with several countries. The object specified
in these treaties has been to raise the duty on imports to
ten per cent ad valorem as soon as all the other powers should
give their consent to the change. Since, however, this
consent could not everywhere be obtained, the old eight-per-
cent duty based on the commercial treaties formerly con-
cluded by Turkey is still in force. The continuance of this
condition down to the year 1934 is assured by the British-
French Colonial Treaty of April 8, 1904.
By the Treaty of Peace of Lausanne, October 18, 1912,

Turkey ceded Tripoli and Benghazi (Cyrenaica) to Italy.
Italy has not obligated herself to maintain the open-door
status in the newly organized colony of Libya, but has on
economic grounds maintained existing conditions. By an
edict of the Governor on December 10, 1912, a duty of
eleven per cent on imports was imposed, but some important
articles of consumption, such as hops, wheat, rice, flour,

pastry products, cured fish, coffee, tea, and petroleum, pay
only four per cent; in addition, some other articles were
later placed on the free list.

Algeria is not merely a colony, but as early as 1848 it

was proclaimed ' an immediate part of the French terri-

tory '. Tunis was placed under the protection of France
by the treaty of May 12, 1881, but continued at first

to be an open-door country, and was brought into the
unqualified position of a colony in 1898 only on condition
of certain concessions to the foreign powers. In regard to
cotton manufactures, the treaty with Great Britain of
September 18, 1897, prescribed the maintenance of the

f
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five per cent ad valorem duty down to the clo^e of the
year 1912.

The BritiHh-French Colonial Treaty of April ^ 1904, i)ro-
miml Morocco to France and Spain, under the condition that
there, as m Egypt, the most-favoured-nation agreement should
be ccnfirmed for a period of thirty years. In the General

• lu
°\^^^^"^ »*»« powers in conference granted an increasem the Moroccan import duties from Pve and ten per cent to

seven and one-half and twelve and one-half per cent. The
prmciple of the open door was maintained in operation by
the I-ranco-German Morocco-Congo Treaty of November 4.UU. In consequence the open-door position will be con-
tinued, even though the Franco-Spanish agreement of
November 27, 1912. has underUken a sort of division of
Morocco mto a larger French and a smaller Spanish colony
with mternationalization of Tangier.

Abyssinia, or Ethiopia, has been pledged to the retention
ot the open-door principle by the non-revocable treaty ofMay 14 1897. with Great Britain. When France, in the
rev.»cable commercial treaty of January 10. 1908. stipulated
the le^^mg of a general import duty of ten percent and one
of eight per cent on beverages. Great Britain, after the
exchange of notes of April 13 and May 4 and 12, 1909.
permitted the incorporation of this provision as a part of her
own non-revocable treaty.

Free trade was determined to be the policy of the eastern
and western Congo basins by the Berlin Congo Conference,
wluch was m session from November 15, 1884, to February 26
1880, and the Acts of which were signed April 19, 1886
The eastern Congo basin includes German East Africa
Nyassaland, British East Africa. Uganda, and the Benadi.^
toast

;
the western basin is occupied by the Congo Free

State, which by the treaty of November '28, 1907, and the
Belgian law of October 15, 1908. has become a Belgian
colony

;
also the Portuguese possessions at the mouth of

the Congo, the French Congo colony as far as the watershed
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of the Ogowp. theSlmri, and the Nile, and a part of Kamenin,
whicJi waH enlarged in the Franro-German Morocco-Congo
Treaty. On financial grounds, the right to lew import
duties up to ten per cent was granted by the Acts of the
BruKHels Conference of July 2, 1890. The duties actually
levied were at first held somewhat lower on the basis of
spwial agreements among the powers concerned, or at five
pur cent n the eastern basin and six per cent in the western,
with arms and ammunition at a general rate of ten per cent

;

later, however, an increase of all duties to ten per cent has
come into effect. By mutual agreement of the powers
concerned, the open-door principle has also been applied to
t^'• German, English, and French colonies of western Africa-
Togo, Dahomey, Nigeria, the Gold Coast, and the Ivorv
Coast.

'

The West African negro republic of Liberia, established
in 1847, is on the road to a colonial relation in consequence
of the assumption of a quasi-protectorate by the United
States of America in the year 1910. Nevertheless, the com-
mercial policy of the country has been plat, d on an open-
door footing by the loan treaty participated in by American,
English, French, and German banking firms, which was
concluded in December 1911 and publishid on December 31,
1912, and which established an international customs
administration.

Zanzibar became a colony by the terms of the Anglo-
German Colonial Treaty of July 1, 1890, but remained open-
door territory, the import duties being fixed »»t seven and
one-half per cent.

In Asia, China has been forced by the commercial treaties
concluded after the Opium War or since 1842 to open the
country to foreign trade and to content herself with a low
import duty applying uniformly to all the provinces and in
general not exceeding five per cent ad valorem. In the
meantime, however, the Chinese customs domain has been
greatly reduced in extent. By the Treaty of Aigun, May 28,
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1858, and that of Peking, November U, 1860, RunHia received

a territory of 865,000 nquare kilometreH. China al»o lost

Hongkong to England in 1842 with a considerable extent of

territory in addition in 1898, Formosa to Japan in 1895,

Kiaochow to Germany, Kwangtung with Port Arthur to

RuMHia, and Wei-hai-wei to England in 1898. In addition,

strong movements for independence are manifesting them-

selves in the outlying provinces. In 1912 Tibet drove out

the Chinese troops and is likely to come under English

control as a protectorate. The part of Mongolia ruled by

the Kutuchta in Urga has also declared itself independent

and by the treaty of November 3, 1912, placed itself under

Russian protection. In Eastern Turkestan a similar move-

ment is noticeable.

Japan was likewise an open-door country after it was

thrown open by the United States of America in 1854. The

import duties were low, foreigners enjoyed the right of

consular jurisdiction, and the foreign treaty powers were

accorded uncompensated most-favoured-nation status. But

with the great progress of the country these special privileges

came to be loo' "d upon with an unfriendly eye. As early

as the 'seventieb, the Japanese Government was striving for

a revision of the treaty relations, but for the time being,

without success. Not until after 1894 did the Japanese

succeed in carrying through new commercial treaties which

did away with exterritoriality and placed the most-favoured-

nation provisions on a mutual basis. The import tariff of

March 30, 1906, transformed the ad valorem duties which

had previously dominated the system into specific duties,

and raised the rates. The tariff laws of April 15, 1910, and

July 17, 1911, brought further increases in the duties, and

with their advent Japan was definitely lifted out of the

ranks of open-door domains.

Korea still remained an open-door country after the

annexation by Japan on August 29, 1910, as the low ad

valorem duties of but from eight to ten per cent and the



THE SUBJECTS OF WORLD ECONOMY 61

special otatuH of foreigners continue in force. Thi», however,

i» to be regarded as* a transitional condition only.

Siam ha.H been an open-door country since the conclusion

of treaties to that effect about the middle of the nineteenth

century. Its Government may collect duties of three per

cent only on imports and must grant exterritoriality and

other special privileges to foreigners.

Afghanistan has ' een placed under British influence by

the terms of t^r •
,

.-. Russian Treaty of August 31, 1907,

but is, howe^ r,

.1 ilin consequer'

Similar coii <' •' "M^

under Ri •• •

i '
•

SamarkaiH; ^ • 't

By t

Persia .

which mosNffv>

other countrie. <<•

Partition of Aut

bf res .

'<^'^ as an oi)en-door country

I I' ment granted to Russia.

t.' 'i central Asiatic khanates

', Ki a, Bokhara, Khokand,
< rut

'iir-al •It!

i>

15 ..a n Februar>' 10/22, 1828,

u'l valori'ri' duties of five per cent,

..i. , -u t'taties made applicable to

I'l. Mi. English-Russian Treaty of

_ l, IJOT. by which Russia received

preferential rights in the north and England in the south,

left the commercial policy relations unchanged. Oman, on

the Persian Gulf, lies within the English sphere of influence,

but as it levies only ad valorem duties of five per cent, it is

an open-door section.

In Oceania the fallowing political districts are still open-

door territory : the Samoan Islands, on the basis cf the

General Acts of the Berlin Samoa Conference of June 14, 18^

;

the Tonga Islands (belonging to Great Britain), on the basis

of the agreement of November 14, 1899, between Great

Britain, Germany, and the United States of America ;
and

finally, the Caroline, Ladrone, and Pelew Islands, on the basis

of the Spanish-German Treaty of Febn -y 12, 1899.

' <
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THE OBJECTS OF WORLD ECONOMY

1. World Commerce

The Concept of Commerce. As soon as men learn to know
each other on a peaceable footing their relations take on
more and more an economic character. Each seeks to devote
himself to that hne of production in which he can attain the
largest measure of economic success and so is thrown back
upon his fellows both for the disposal of his products and for
the satisfaction of his varied wants. Moreover, these wants
themselves broaden and multiply, for contact with strange
men stimulates to imitation and the signt of new goods
incites a desire to possess them. Thus not merely individual
persons, but also the composite economic units, the families,
communities, and states, become centres of a progressively
differentiating productive and consumptive activity. All
mutual transactions between economic subjects constitute
what we call commerce.

These mutual transactions are of various kinds. They are
directed in part to the exchange of goods, because only by
that means can the division of labour which brings such
great benefits be effected. Out of the exchange of goods
grow those multiplied transfers of value to accomplish
which a universally recognized medium of exchange, money
and Its substitutes, is required. Men strive also to come into
more intimate relations with one another personally, and to
learn to know new lands and conditions, and in consequence
the human interchange of travel often assumes an importance
equalling or even surpassing that of the exchange of goods.
Mutual understanding is brought about by the transmission
of intelligence, either fixed in writing or expressed in conven-
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tional symbols or in recent times by actual word of mouth,
as can now be done with greater promptness and ever-

decreasing cost between the most widely separated points

on the earth's surface. The interchange of goods, of persons,

and of intelligence appear as the three great branches of

commerce; and for them special transportation facilities,

such as railroads, navigation Unes, mail service, telegraph

and telephone systems, must be provided.

Commerce, however, in this sense, does not serve economic
ends exclusively, but the purposes of general culture as well.

Goods are transferred not merely for the sake of making
a profit, but unselfishly also, in the interest of the common
good or that of other individuals. People travel and com-
municate with one another to transact business or to seek

opportunities of work, but also for the purposes of recreation

and of culture. These extra-economic relations have economic
effects, in the first place because they help to bring about

the creation and maintenance of institutions important

for the production and exchange of goods, and further

because the spiritual culture promotes the material, for it

creates new wants and teaches the means of satisfying them.

International Commerce. Commerce, in the sense spoken

of above, is essentially the same whether carried on within

the borders of a single economic division or across and beyond
such borders. But in view of the fact that in international

commerce not only the private-economy units but the politi-

cally organized economic communities as well are opposed,

not merely the economic facts as such come under consi'lera-

tion, but regard must also be had for the national-economy

point of view, inasmuch as it is concerned with transfers of

values which, at the same time that they affect individuals,

are also added to one national economy and subtracted from
the other. When a ca>- of goods is carried out of Germany
into i-Vance, the railroads must take account of the weight

and the character of the goods (whether iron articles, textile

manufactures or the like), since the transportation rates are

! l
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based on these data. It is an economic consideration how
much the railroads earn by the transfer, but the more
importaet interest centres in the determination of the amount
of power to satisfy human wants which is inherent in the
goods. Human beings, also, in their passage from country
to countrj-, appear as bearers of economic values, in the
first place because they decrease on the one hand and increase

on the other the number of consumers, but often also because
they similarly affect the amount of labour-power. The
exchange of intelligence is only in part subservient to economic
ends, but it is employed in value-transfers among other uses,

as for example when an agricultural estate or a mining or

manufacturing enterprise passes by lefter or telegram into

the possession of a foreigner.

Two important distinctions are still to be made in regard
to goods. In the first place, it is not a matter of indifference

whether the articles concerned in imports and exports are
'.•stined for final consumption or for use in further pro-

duction, i.e. whether they are consumers' or producers'
goods. Thus the national economy of a country is certainly

more favourably affected when one hundred million marks
are used to purchase raw cotton, which will be increased in

value many fold in succeeding transformations by the
industry of the country, than if the hundred miUions had
been expended for coffee which would be consumed at the
same value. So when machinery, electrical apparatus,
railway material, &c., are purchased, which find enduring
appUcation in the productive processes of the country,
a different judgement must be passed on such a transaction

from that which is applicable to the importation of fashion-

able articles of women's apparel, which are merely consumed
and do not survive a single season. And in fact, every
civilized state strives to encourage the importation of means
of production through exemption of raw materials from duty,
and measures for encouraging the purchase of machines which
are only to be obtained abroad, &c. The view of the classical

W-. '
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political-economy that only products and not the factors of

production, labour and capital, can be intemationall\

exchanged has turned out to be completely erroneous.

America and Australia have shown in a surprising degree

how by the help of European labour-power and European

capital, branches of production can be called into life outside

of Europe, which will furnish products (wool, chilled meats,

butter, &c.) not merely for home consumption but for the

European demand as well. In the intimate connexion between

consumption and production, transfers of capital may also take

place in the form of consumers" aoods. for even the quantities

of grain, meat, &c., necessary for the maintenance of labourers

finally serve productive ends. Hence the extent of capital

transfers cannot be computed with certainty from the quantity

and character of the imports and exportsof goods.

It is further to be emphasized that there is really no money

in international commerce, since there is no way of forcing

such a medium upon a foreigner, and all payments must

therefore be made in goods. Gold coins are taken as gold

only and notes only as representing gold. On this fact is

based, for example, the gold-premium poUcy of the Bank of

France, which supplies coins reduced by wear for seading

into foreign countries, because it knows that in this way

their foreign value will be decreased in comparison with the

domestic. In a striking sense bills of exchange in the

domestic economy are mere representatives of credit for

goods, and in international commerce bills of exchange form

the most important means of liquidation.

Thus among visible international value transfers the first

place is taken by goods ; these may be either products or

means of production, hence capital. The second factor in

production, labour-power, is also transferable, though in

;i lesser degree. It will therefore be best for our purpose to

take up and consider in order, first the international exchange

of goods in general, then international transfers of capital,

and finallv international migration.

\i
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The Cawea of IntematUmal Vakte Trafmftn. In inter-

national commerce the deciding factor, as already mentioned,
is the value bound up in a material good or cmmected with
a human individual. These values may be very different in

ilifferent economic communities. The material things may
come into the economic territorial units as finished products,
«)r if these encounter too great obstacles in the form of customs
duties, freight charges, &c., they may come as capital goods,
and after their arrival may imdergo processes adding to
their value. In the case of human beings the same tendencies
manifest themselves, but the obstacles will be greater, since
labour-power is not separable from the person of the owner
as is capital ; also the geographical distinctions as to dis-

tance, climate, Ac, the political, as to legal institutions, and
the social, as to speech, religion, &c., will be much more
formidable.

The cause of the variation m value, again, is to be sought
in the fact that the value of a material good or of a given
unit of labour-power is not an intrinsic characteristic, but
is attributed to it by humanity. Every economic community
has its separate give and take of supply and demand, and
hence also its independent process of value building. In
this respect the different economic groups resemble communi-
cating vessels, in which, under conditions of free exchange,
all economic value constantly seeks a uniform level, though
never quite reaching it. Where this condition of free exchange
is not present, as happens especially where it is interrupted
by the operation of customs taxes and cartel agreements,
artificial differences in the level of values will appear. Thus
we find that manufactured goods are frequently exported
from countries of higher values within the countiy to those
of lower. In such cases the national-economy difference in
level becomes inverted from the private-economy stand-
point ; the entrepreneur is compensated for failure to make
a profit, or for actual loss incurred in exporting by h^er
profit on his domestic sales.
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i. The Intebnational Exchange of Goods

The Development of World Commerce. Material goods fonn
the most important as well as the most conspicuous object

of world-economic dealings. The international exchange of

goods is also relatively the easiest to gain an idea of, in view
(ft the commercial statistics which are compiled by all nations.

&Tor8 and non-uniformities in the methods of keeping the
statistics occur in plenty, to be sure, but so long as only
round numbers are dealt with, these may be left out of

account. But in computing the world commerce from the
figures for the foreign trade of the different countries, it

is incorrect to add together all imports and exports, as is so

often done, as the exports of one country are the imports

of another and hence each transaction would be counted
twice. In a computation of such a nature the figures for

imports will be more reliable than those for exports, and this

for several reasons. In the first place, goods are generally

subject to duty on importation, and much less frequently

on exportation, and the fiscal interest involved naturally

leads to greater accuracy in the statistical records. It is

further to be taken into account that countries are chiefly

separated by the ocean, which is international and on which
also values originate and disappear. The ships themselves

do not appear at all in the commercial statistics, as they are

built outside the customs zone, and outside of it they perform
their transportation services and pass out of existence. The
earnings from shipbuilding must be given special considera-

tion, as has in fact been done in the English conmiercial

policy since 1^8. Freight earnings may, however, appear em-
bodied in the values of goods. In handling within a country,
ti« value of the goods is increased by the cost of transporta-

tion to the frontier, and on crossing the border they are

set down as exports in the one country and imports in the
other at a value including this increase. If they are carried

across an intervening country, this country receives its

F 2
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transportation charges from the difference in the import and
export value of the goods sio carried ; otherwise the computa-
tion is the same. But when the international ocean separates
the exporting and importing country, the freight earnings
accrue to the country under whose flag the goods are trans-
ported, and hence appear in the import but not in the export
value. For example, if EngUsh goods are sent in English ships
to America, the American commercial statistics will naturally
show the full value, that is, the market price including cost
of transportation to the landing-port ; but not so the English
statistics, which will take account only of the value at the
time of lading and hence not including the cost of transporta-
tion at sea. Thus EngUsh exjwrts would have to be increased,
in so far as they are carried in English ships, by the addition
of the ocean freight earnings of the shipping. The product
of fisheries on the high seas forms another import to which
there is no corresponding export from any other country, as
this value also originates on the international waters.

If, now, the import values furnished by the commercial
statistics of all countries are taken as a basis, a result is

reached that places the total international exchange of
goods at 15,000,000,000 marks for the year 1860 and at
70,000,000,000 for the year 1910, showing that the amount
has increased nearly fivefold in a half-century. The growth
was not at a uniform rate, to be sure, the influence of for-
tuitously varying circumstances being very marked; the
years 1873, 1882, 1891, 1900, and 1907 show the principal
high points, followed in each case by more or less pronounced
depressions. The greater uniformity of development in
recent decades indicates that the community of interest
among the more important economic groups is becoming
increasingly potent. The most marked increase in export
trade is shown by those countries, .such as the United States
of America, Germany, and Italy, which have entered the field
of world economy comparatively late but with their powers
fresh. In the older commercial states Hke England and
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France, progress has been more moderate. The change has,

moreover, already led to a shift in the order of rank. Great

Britain still keeps the lead of all the commercial countries,

with imports for 1910 of £674,500,000 (11,720,000,000 marks)
and exports of £534,100,000 (10,896,000,000 marks). But
at a much smaller distance in the rear than formerly follow

Germany, with imports for 1910 of 8,929,900,000 marks and
exports of 7,474,700,000 marks, and the United States, with

imports for 1910 of 1769,400,000 (3,231,500,000 marks) and
exports of $1,864,500,000 (7,830,900,000 marks); France
has fallen to fourth place, with imports for 1910 of

7,178,300,000 francs (5,810,400,000 marks) and exports of

6,233,800,000 francs (5,049,400,000 marks). A special type

is furnished by those countries, such as Belgium, Holland, and
Switzerland, which carry on a considerable indirect trade and
hence secure a share of the progress of the neighbouring

larger economic divisions. The extraordinary growth of

imports as compared with exports in Austria-Hungary and
Russia is a result of the progressive industrialization which
increases the home consumption of the agricultural products

of the country and also the demand for foreign productive

agents, machinery and raw materials. The following

tabulation shows the growth in foreign trade of the leading

countries. In order to eUminate chance variations, the trade

for five-year periods is taken as a basis of comparison, and
the figures give the average annual imports and exports in

millions for two such periods two decades apart, and the

percentage of increase in each for the twenty years.

As the external senses of men tend to dominate their

opinions at the expense of internal judgement, they are

prone to bring the economic importance of a country into

some sort of connexion with its territorial extent. This

optical illusion is responsible for the general over-estimation

of the importance of colonial possessions and oversea markets.

In reality there is the greatest difference in the economic

development of various sections of the earth, much the larger

h
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Gbowth or FoBKioN Tbaob or Leadino Nationb

Country.

Average Annual Aver^ Annual

(MiUiont). {MiUiwM).

Per cent of
Inereate.

i8«6-<)o| iQofo-io i»»(>-^i9Kf^io Import*) EgparU.

United States of;
I

America (DoUan)
i

;i;.: ,.379.7
Gennany (Maria) . j.?8j-j 8.iii«
Italy (Lire). . . i.jSy^, j,„a8.«
Belgium (Francs) . i,;c<)o 3,^41 ^o

Great Britain

(Pounds Sterling)
' 38<>-6 '

f,..<»-.)

Fiance (Francs) . 4,2100 rvxjo)
Russia (Roubles) . 364 c, 8<»8 5
Austria-Hungary
(Kronen) . .

J.-! 57 -4

954-4

298s
.1.43919

^14-4

'.»'J-4

<VJ-'-4
• .'>05-2

487 o

5. 5-272

MJ2-4

9i-4

iJJ-2

IIO-8

U5.J

677
44-5

1 46-

2

I4S-6
107-0

99-6

1147

f>J-4

ft<>-8

785

'.'Jf'J .!.;68-i 1,45101 j,3W)-o
! 143-6 63-3

part of it remaining very far behind the most advanced
portions. World conunerce is a product neither of physical
nature nor of peoples in respect to their number and physical
qualities, but of advanced civilization. The table below gives
a comparison of the relative proportions of the total area,
population, and commerce of the world made up by different
geographical divisions. The West European countries.
Great Britain, France, Germany, Belgium, Holland, Denmark!
Sweden, Norway, Austria-Hungary, Italy, Spain,and Portugal,
are grouped together, and this division compared with the
United States of America, with the rest of the inhabited and
with the unmhabited portions of the earth's surface.

Oistbibition or Popvi^ation and Wobijj Trade

Divition.

Western Europe
United SUtes of America .

Remainder of the Inhabited
Earth ....

I'ninhabited Regions

Per cent of
Land Area
of the Earth

(Total
I45,500.(KX)

tquare
kilometm).

Per cent of
Population
of Earth
(Total

'/>7'».5<.x).(>xi).

I'>4

Per cento/
WorWt

Commerce
(Total

70.000,000.000
Martu).

()0-0

I

4-<'

I

j

35-4

i iJ

lo^tifXV'-
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Foreign and Domeatic Trade. The question is now fre-

quently raised as to the relative growth of inland and foreign

trade. It has been aHsertcd by many writers that with all

the rapid progress of iutematiunal commerce it does not

increase so rapidly as the exchange between domestic

markets, while other writers seek to prove that various

indications point tc a relatively raoro rapid growth of the

external ovn* internal exchange.' The statement of the

problem is misleading, as only similar quantities can be

compared. By foreign trade we mean the movement of

goods across a particular line, the boundary of the country

in question ; domestic trade, on the other hand, is the trade

carried on over a given area, the area inside the boundary

line ; these two processes can no more be numerically

compared than can measurements of distance with measure-

ments of area. No better result is reached by taking as a basis

of the comparison the proportion of the products of the

country marketed at home and abroad, or again, the figures

for the different classes of business done by transportation

enterprises. Let us take for example the case of a quantity

of printed cotton fabric manufactured by an Austrian

cotton-printing establishment exclusively for exportation to

the Orient. The Austrian textile mills which provide the

printing establishment with the necessary cloth, and the

spinneries which supply these weaving mills with their yams,

will report that their market is found in this case exclusively

within the country, even though the market is entirely

created by the export trade. Equally dependent upon the

export sale is the business of the dealers in food-stuffs,

the clothing manufacturers, &c., who supply the needs of

the entire group of people deriving their livelihood from the

preparation of the exported goods. The transportation of

the raw cotton from the frontier to the spinnery, of the yam
from the spinnery to the weaving mill, of the cloth from

' Cf. Si({inund Schilder, Enticirklungslendenzeri der WeltwirUchafl,

Herlin. 1912. vol. i.
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thi« to the printing factory, and of the finished fabric to the
frontier, all are distinct conunercial procesNs which will be
separately counted and treated a« so many coniitituentfl of
the domestic commerce. In jihort, in the value of an exported
product are incorporated a whole series of commercial acts
and buxiness transactions which with respect to foreign
trade are combined under one entry, but in inland trade are
separated under numerous entries and multiplied many fold.

Relative Extent of Foreign Trade. In view of the great
inequality as to area and population, the absolute figures
for imports and exports do not afford a satisfactory index of
the participation of the different peoples in the worid trade.
For this comparison a calculation of the pet capita figures is

better suited. It must be admitted, too, that the hize of the
economic division strongly influences the relation between
the amounts of internal and external trade. Modem
production, to remain effective, must be more and more
specialized, and specialization, again, is possible only with
corresponding expansion of the market. Hence, if a state
IS so small that it does not afford a domestic market of
sufficient extent, numerous commercial transactions must
take place across the border which could otherwise have been
effected entirely inside the boundary. A relatively greater
proportion of raw material and food-stuffs must be imported,
and in turn the country will devote itself to the production
of special articles in which it can command an advantagem the worid market. Examples are offered by the manu-
factures of watches and clocks and of lace in Switzeriand
and of arms in Belgium, and by the butter and pork produc'
tion of Denmark. In this process production largely takes
on the form of elaboration industry, raw materials being
drawn from foreign countries and the wares made from them
again exported. This is true even of agriculture, in Denmark
for ex^ple, where oil-cake, soy beans, &c., are imported
for feed and large quantities of animal products exported,
tor this reason, as explainnl, the;><T capita share of the small

I** i-J
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•Utes 18 very Urge, and it hax, moreover, notably increased
in the last twenty years. This iH made clear in the following
table, which shows the annual average foreign trade per
capita for typical European (ountries for two five-year
periods twenty years apart.

Exports pe« capita or Popvlation

Average Export* per capita
1886-90

3«-4

«97
65-8

J3''>

7«8

1906-10.

381-0

55-2

1408
1037
3089
47-5

10-83

Incrtau
per rent,

• .«.)

5;''

44-5

-41-4

•/4

Country,

Belgium (Francs)
lUly (Ure)
Pnuice (Vriuici) .

Germany (Marks)
Switierland (Francs) .

Auatria-IIungary (Kronen) .

Great Britain (Pounds Sterling)

In Great Britain the imports per capita of population rose
rather steadily from £6 10». 2d. in 1854 to £11 11». 2rf. in 1873,
near which point they remained fairly constant; in 1900
a temporary culmination was reached at £12 14«. 3rf., and
then, after a brief falling-off, they resumed their upward trend,
reaching £15 11». id. in 1911. The exports of British products
amounted in 1854 to £3 10«. 3d. per capita of population, then
rose to £8 1». Od. in 1872, when they fell back and only in very
recent years again reached that amount ; the year 1911 shows
a figure of £10 1*.

The Current* of World Trade. The mo.^t important fact

in this connexion, and one which in spite of its susceptibility

to statistical demonstration is continually overlooked in

every-day life, is that the international exchange of goods
not merely proceeds in the main from the industrial nations,
but that it is also chiefly directed toward the sjime class of
countries, while the enormously more numerous agricultural
and colonial domains play a very subordinate role. In the
first group we must reckon Great Britain, Germany, France,
Belgium, Switzerland, Austria-Hungary, and Italy of the
European countries, and among countries outside of Europe,
the United States of America and Japan. Under colonial

V
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domains we will include only the colonies of the same countries

named, including, however, their protectorates. The follow-

ing table will then show the distribution of the exports for

the year 1910 of each of the countries named among the three

groups. (The countries of the industrial group form 88 per

cent of the area and contain 24-8 per cent of tne population

of the earth.)

DiSTBIBUTION or EXPORTS

Country.

Great Britain

Germany

.

France .

Belgium .

Switzerland

Italy

Austria-Hungary
United States of America
Japan

Per cent to

countriet of
the Indiutnal

Group.

390
58-3

694

67-2

80-3

68-3

7J-0

56-8

54-3

Per cent to

countries of
Agricultural

Group.

Per cent to

eountrte* of
the Colonial

Group.

3'-5

40-6
29S
II

306

0-06

ro
1 0-0

The Causes and Effects of the International Exchange of
Goods. Viewed from the side of the importing country, the
higher value of goods is what induces their importation from
a country where their value is lower. This difference in value
may indeed be lessened or obliterated by the costs of handling
and transportation connected with trade, but as a matter of

fact these costs diminish with the progress of commerce and
the simplification of intermediate handling, so that new latent

differences in value constantly make themselves manifest.

A difference in value will arise when in one economic domain
a demand b ked up by purchasing power exists for certain

goods, which however are not produced domestically at all

or not in sufficient quantities, and when domestic production
cannot be extended as in the case of some other economic
domain. More frequently, however, it is the situation in the
exporting country which forms the incentive to international

exchange of goods. This is the case when natural conditions

••t' I
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lead inevitably to over-production, or when by extending the

scale of production its cost can be materially reduced. In

such cases the foreign price need not be higher than the

domestic, and under some circumstances may even be held

at a lower figure when the jost of a return shipment prevents

the return of the goods, or when the methods of economic

protectionism (to be taken up later) are brought to bear on

the situation. The lower value in the foreign country may

then offer a means of securing higher profits.

The effect of importation on production depends on the

character of the goods and the conditions affecting domestic

production. The bringing in of goods ready for consumption

which cannot be produced at home, such as spices in Europe,

can onlj influence domestic production when it turns out

goods which might be substituted for those imported. Raw

materials and productive agents will be an advantage to

domestic industry when the latter is capable of development.

The importation of manufactured goods will diminish home

industries, because it will oppress the domestic estabhshments

operating only at a higher cost, or may destroy them entirely

if none are able to meet the competition. It is true that such

importation may under some circumstances spur on the

domestic industry to become able to meet the competition

when it was not so before Thus the free-trade period in

Austria-Hungary caused the transformation of brewing from

a hand-wcrk to a manufacturing industry, and brought about

the transfer of silk-weaving from Vienna to the provinces.

It must always be borne in mind that production costs are

not fixed quantities, but are subject to change under com-

petitive conditions. This transformation, however, assumes

tlie extension of consumption as well as the successful reten-

tion of the home market with the reduction in production

costs, and this result may be much more definitely assured

bv a policy of protection than by free competition.

The effect of importation on consumption will in general

be favourable, since the stronger competition will lower

it
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prices. But whether this price reduction will be permanent
or not depends upon the maintenance of domestic production
and upon the role played by the particular country in the
total market of the foreign production in question. If the
domwtic production is suppressed, it may be possible for
the victorious foreign competitor to recoup himself by later
advance in prices for the sacrifice undergone in the period
of competitive struggle. But again, if the foreign industry
IS producing for the worid market^ it yill hardly be in
a position to pursue a poUcy of price d scrimination in its
different market territories. Such a policy will be practicable
only in cases where the market is a one-sided one and the
purchasing country is dependent in a high degree, as, for
example, the market of Germany for potassium salts in the
United States of America.

Questionable as is the proposition that importation reduces
the production of the importing state and reduces its prices,
the opposite proposition, that exportation increases produc-
tion and raises domestic prices in the exporting country,
though often maintained, is still more questionable.^ An
increase of production will in fact be the rule, even though
it may not at all keep pace with the growth of exportation.
Exports of cattle from Austria-Hungary to Germany have
increased, in consequence of the high prices prevailmg in the
market country, while production has not increased. The
increased exportation was made possible only by decreased
consumption at home. Quite erroneous, however, is the
proposition that an increase in production, whether to supply
the home market or for exportation necessarily involves
utilization of less favourable production situations and there-
fore an increase in productive costs. The normal case in
modem industry is a decrease in costs with increase in the size
of plants. In agriculture, even, the tendency is in the same
direction in consequence of the progressive substitution of
machinery for hand work. A rise in prices is likely to occur

' Richani Schuller, Schutzzoll and Freihandel, Vienna, 1905, pp. 212 ff.
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only in case the value of the goods in the foreign market is

considerably higher than their value in the producing country,

when the producer will not be inclined to part with the goods

at home at a price lower than that which he can secure for

them abroad. But when, as is to-day more and more fre-

quently the case, exportation operates to distribute the fixed

costs of production over a greater amount of product and

hence to lessen the cost of each unit produced, the domestic

consumption itself must profit by the trade.

3. Inteenational Tbansfees of Capital

The Essential Nature of International Capital Transfers.

In view of the vagueness of the signific"'iCe of the capittil

concept in economic theory, an understanding on the subject

is the first consideration for the present discussion. Each

individual economic unit has command over a certain

quantity of economic value. This quantity of value may

either have been given a material embodiment in land,

buildings, machinery, raw materials, manufactured articles,

or the like, and so take the form of so-called ' goods ', or it

may lacV such an embodiment, as when it takes the form of

rights to services or other considerations, rights to the use of

natural agents, relations such as those of a merchant to his

customers, of a periodical to its subscribers and advertisers,

and the like. The economic value is thus an abstraction

from certain relations of the economic individual to the outer

environment. It does not depend upon the thing which

appears as its bearer, and hence may vary independently of

any change in it. An article of luxury, for example, may

rise and fall in value with the greatest rapidity without under-

going the slightest physical change.

The totality of economic value, material and immaterial,

is thus made up of potentiality, which in turn falls into two

parts. These are respectively the potentiality of enjoyment

which is destined for personal use and hence is consumed, and

i.'J
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111

the potentiality of production which is to serve for the creation
of new economic values and is increased only to this end.
This productive power is capital in the private-economy
sense only

; capital from the national-economy point of view
IS only that part of private capital which serves the purpose
of creating new economic values in the way of production of
goods as distinguished from the creation of value through
the transfer of goods from one economic individual to another.
Capital consists therefore of a mass of economic values, which
may be embodied in material things, but are not necessarily
so embodied, and whose embodiment, moreover, is extremely
mutable. It may consist of money, goods, machinery, rail-
ways, ships, buildings, plots of ground, claims, Ac, or may
change from the form of money into that of goods, buildings,
&c., and vice versa.

We possess. little information in regard to transfers of
capital from one country to another, as statistics on the
subject do not exist and would be very difficult to colljct
One IS thrown back upon the estimates of the specialists in
the different countries for the material for an approximately
accurate picture of movements of capital. The beginnings
for such statistics have been made by the International
Statistical Institute, before which body Alfred Neymarck has
laid a compilation of the amounts of European transferable
secunties (valeurs mobiliires) handled in the countries of
issue and m foreign countries.* The distribution of capital,
however, does not correspond with that of effective possession.
In the first place, large masses of capital may be transferred
which do not appear in notes, bonds, shares, &c. Further-
more, secunties may pass into the possession of foreigners
and still remain in the country of issue ; they may be pur-
chased by foreign capitalists and deposited in the country
of issue, as is often done from fear of political complications

„I«?v"^'^'"'
* ^^>**'itut international de statUtigue, vols, ix (1895) xi
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n

or with a view to avoiding high property, income, or inheri-

tance taxes.

In England, Sir Edgar Speyer, in a lecture given before tht;

Liberal Colonial Club hi May 1911, estimated the capital

investments in foreign countries at 3,500,000,000 pounds

sterling and the annual income in the form of interest at

£180,000,000. He supposed the English capital invested

abroad to be about equally divided between the colonies

and foreign countries.

France occupies the position of the Banker of Europe, as it

has financed half, if nottwo-thirds, of that continentand a large

part of the world. Paul Leroy-Beaulieu estimates the annual

accumulations of the country at 3,000,000,000 francs, of

which scarcely one-third can be employed at a moderate yield

within the country, so two-thirds must be exported.^ French

ownership of commercial securities was estimated for the year

1908 at from 105,000,000,000 to 110,000,000,000 francs, of

which from 35,000,000,000 to 40,000,000,000 represented

foreign paper.* In the ten years from 1902 to 1911 nearly

thirty billions are thought to have been taken up by foreign

issues, while in the same time French loans consumed only

eight and one-half billions.'

Germany, according to data furnished by the Imperial

Marine Office (Reichsmarine-Amt), has about sixteen billion

marks in foreign securities and in addition from eight to nine

billions invested in oversea enterprises.*

Belgian capital is also active in foreign countries to a large

extent. According to the Russian Ministry in Brussels,

Belgian enterprises in different countries at the end of the

nineteenth century were operating with a capitalization as

* L'iconomiste franfais for August 18, 1910.
* Alfred Neymarck, Finances amttmporaines, tome vi. L'£pargne

fratt(tti*e et U» vaUun mobiliires, Paris, 1911, p. 12.

* Victor Augagneur, ' Pranzosisches Kapital im Ausland * in Die Zeit

for May 11, 1918.
* Die Entwicklung der deutseken Seeinteressen im let:Uen Jahrsehnt,

supplementary volume of the Maritu-Rundtehau, 1906.
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foUows: in Russia, 340,000,000 francs; in Germany,
20,000,000; France, «fl,000,000; Portugal, 43,000,000;
Italy, 66,000,000 ; Austria-Hungary, 68,000,000; and Spain
86,000,000.^

Capital investments by the United States of America go
chiefly to the other American countries. The Bureau of
American Republics in Washington has published the follow-
ing figures for the different countries (in millions of dollars)

:

Mexico 700, Costa Rica 7, Guatemala 20, Peru 20, Honduras
2, Nicaragua 1-6, Salvador 1-5, Panama (outside the Canal
Zone) 1, Hayti 1, Argentina .SO, BoUvia 19, Chile 19, Brazil 50,
Colombia 2, Ecuador 3, Venezuela 3, Dominican Republic 3,
Cuba 135; total, one billion dollars. Aside from loans to
governments, the amounts represent chiefly railway stocks
and bonds, also the founding of banks, mining enterprises,
and industrial corporations. Considerable transfers of capital
also take place from Europe to the United States, through
speculation on the American stock exchanges by English,
Dutch, Germans, and Frenchmen. It is asserted in Dutch
exchange circles that in the forty-five years since American
securities were first offered in Europe, 1,100,000,000 Dutch
gulden have been lost in them in the Netherlands alone.
Among debtor nations of Europe, Russia, Austria-Hungary,

and the Balkan States deserve especial notice. In Russia
France has invested sums estimated in the year 1907 at from
nine to ten billion francs.* In Austria-Hungary the foreign
ownership of securities was asserted on the ground of calcula-
tions based on the cashing in, renewal, and cancellation of
coupons, to amount to 9,809,000,000 kronen at the end of
the year 1903. Of this sum 4,653,000i000 kronen represented
German-owned and 3,270,000,000 kronen French-owned
securities.'

» Josef Grunzel. Syttem der HandeUpoUHk, second edition, Leipsic, 1906,
p. 584.

• A. Sartorius, Freiherr von Waltershausen, Das voUuwirtschaftliche
System der Kapitalanlage im AusUmde, Berlin, 1907, p. 48.

' Tabelkn zur WShrungtttaHiHk. Verfasst im k.-k. Finanzminisierium.
Daten zur Zahlungsbilanz. Vienna, 1904.

lit;
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China has become an enormous field for investment, tliough
confessedly a very uncertain one as to itii risks. According
to an official account published by the Chinese press, the
public debt of China, including the Boxer indemnity, amounted
on June 30, 1912, to 1,359,000,000 taels in round numbers, or

3,737,000,000 marks; in the year 1911 this indebtedness
required payments totalling 55,400,000 taels (152,350,000
marks) to foreign countries as interest. The field of mining
exerted an especially strong attraction on foreign capital, as
China is among the richest in coal of all countries of the world.
The most important concessions to foreigners were granted
in the reform year of 1898 and since that time. There were
founded in particular several British enterprises, such as the
Chinese Engineering and Mining Company with coal-mines
in K'aip'ing Chih-li, and the Peking Syndicate (1898) with
concessions in Honan and Chansi, also the British-French
Yunnan Syndicate (1902), the German Shantung Mining
Corporation with mining privileges within a zone extending
sixteen kilometres on each side of the Shantung railway, and
finally the South Manchurian Railway Company, now in

Japanese hands, with coal-mines in Manchuria. In view of

the strong current of hostility to foreigners, the formation of

mixed syndicates composed of Chinese and foreigners was
next resorted to. Conspicuous among these are the German-
Chinese companies, Ching Hsing in the south-west part of the
province Chih-li and Chung Hsieng in Shantung. Since 1908,
purely Chinese enterprises have also been given concessions,

and their number has rapidly increased. In many cases, too,

the concessions already granted to foreigners were repur-
chased, frequently at no inconsiderable sacrifice, the necessarj'

capital being raised in part through national subscriptions.

The convulsions of the revolutionary year, however, brought
the purely Chinese enterprises into an especially dangerous
situation, so that they were compelled to seek security in

foreign support. The result has been that a form of
co-operation bus developed, in which the technical and

A

i
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oommerrial direction is in the hands of foreigners, and the
Chinese are assured complete equality as to the use of capita]

and share of profits, being represented in the organization by
the Chinese Government. In Chinese industry, foreign capital

is the more dominant in proportion as the branch in question
is widely removed from agriculture. Participation of domestic
capital is also discouraged by the fact that in times of political

unrest it is often required to be sacrificed to the national
cause, and hence its existence is kept secret from prudential
motives. Of the forty-six cotton-spinning mills with 932,506
spindles, which were counted in China at the close of the year
1911, six, with 289,000 spindles, are in European and six,

with 150,000 spindles, in Japanese hands. The two greatest
sugar refineries belong one to an English and one to a German-
Chinese company ; the two beer breweries are German ; of
three iron and steel works, one is English ; of twenty ship-

building establishments fifteen ere European; of eight

leather-goods factories, five are European, &c. In earlier

years a lively competition for railway concessions had also

arisen among the foreigners until a strong agitation in favour
of nationalization set in ; finally the edict of May 9, 1911, for

the transfer of railways to the state was promulgated, which
formed the immediate cause of the Revolution as it stimulated
into open conflict the opposition between pro'.'incial particu-

larism and governmental centralization. A statement of

the participation up to the present of European capital in

Chinese railway projects asserts that £32,500,000 has been
so invested.* This was distributed among the different

countries as follows: England £16,700,000; Germany,
£6,800,000; France, £5,600,000; France-Belgium, £1,600,000;
United States of America £1,500,000 ; and Japan, £250,000.
By the new railway loans of the year 1912 the amount is

increased by over £23,000,000. Foreign banks are also active

' Annual Reports of the Iin(>erial and Royal Aiistro-IIunKarian Consular
Oflices. 1912. Annual Report of the Imperial and Hoval (General Consulatc
in Shanghai for 1911, p. 130.
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In China, including three British and Japaneiie establishmenta

with a capital stock of about £34,000,000.

In Japan, according to a Ntatement of the Ministry of

Finance in 1911, foreign obligations were as 8hown in the

following tablet*

:

.|-

Obligation.

National Debt
Local LoaiiR .

C'or|)oration S«-citrilics

Total

FORKIUN IVDF.BTKDNKSH OF JAPAN

Amount {in Yen). Interest (in Yen),

1,437,449,403 62,711,343
i7'>.3>3.«;5 8,850,617
I <;i,j5(i,(xx> 7,266,250

1,705,013,078 /»,»i7,io9

These figures, however, do not include the paper repre-

senting internal Japanese loans which are in the hands of

foreigners. When these are included, the amount of interest

passing annually into foreign hands is increased to approxi-

mately 80,C00,000 yen. Foreign capital invested in stock-

company and partnership enterprises amounted at the close

of December, 1910, to 32,925.000 yen. According to a state-

ment of the Ministry of Co jnerce and Agriculture this was

distributed as follows

:

FOBEIGN InvCST.MKNTN IN JaPAN

Total Foreign ATflB in 191

1

Capital ( Yen). (V«i).

Japanese and part Japanese
Enterprises :

Stock Companies 21,850,1.() 171,304
Partnerships . 64.', l*"-! . -?.5oo

Foreign Enterpriser :

Stock Companies ''.;.(?.'" >.(«jO

Partnerships . 3,089,.' 10 0,250

In Canada, according to the Monetary Times >f lanada,

at least $1,750,000,000 of foreign capital are inv* ^ The
shareofGreat Britain in this amount is given at $1.' '"^.flOO

and that of the United States at $500,000,000. *>>^«),

a statement by the president of the Canadian Ias •tercial

Bank before a stock-holders' meeting of the bank is ai »hority

for the assertion that the capital interests of the ited

i

.'I

I'll
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Stoteit in Mexico amount to approximately 11,000,000,000;
of thin amount thirty-five per cent in inv< ted in railways and
forty-five per cent in mining enterpriseR. The investmentH
of England are $700,000,000, of which sixty per cent is in

railways, fifteen per cent in mines, and twenty-five per cent
in agriculture and miHcellaneous industries. Capital invest-

ments of the other European nations (France, Germany,
Belgium, Holland and Spain) were estimated at $300,000,000,
which is placed chiefly in the banking business and in whole-
sale and retail trade.

For Argentina, the foreign investments of capital are
stated for the close of the year 1910 at around 9,000,000,000
marks,' distributed as follows

:

FuRKioM Invi:.stmk.nth in Abgcntina

EnlerprittM

Loans anil various Argentine securities .

Railways ......
Banks
Harbour iniprovemcntiH....
Street railways .....
Meat refrigeration plunt.s

Gas and Electric conipanicN, Wutt-r-works un(
Sanitation

Land and Mortgage conipunieii

Miscellaneous corporations
Mortgages and property ownership .

Trade and credit

Total .

Amount
{Gold Piaalrea).

fxjl.Sjl.ooo

«04,4i j,oo<>

37. 511,000

22,163,900

91.576.3/0
«.30i.5oo

58,035,015
U)O,7ij0,j85

41,650,100

1 5o,cxx),oo<)

200,000,000

2,266,371,070

The figures given indicate merely that international trans-

fers of capital are very large and that certain countries are
creditors and others debto*^. In regard to the extent of
the movements of capital year by year, to the important
relation in which the domestic investment of any country
stands to its investment in foreign countries, and to the rela-

tive part played by the several countries in investment in

» Albert B. Martinez and Dr. Maurice Lewandowski, Argentina in the
Tuentieth Century, Ocrnian trani>lation from the fourth French edition
Gothn, 1912.
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Iht' various horrnwinf; staten, wp have an yet no adequate

information.

The Form of Inttmatioral Capital Trnnnferit. Ah capital

may appear in the form of any kind of economic valuet*, it

seekH in caHe of transfer to take on the form beNt adapted

to the purpose. From thin fact foUowN a distinction between

tranHfen which take place in commerce within a Htate and
in that between different states. Within a ntate, money
capital is preferred for all acts of transfer except in so far an

its use may be avoided through the agency of a common
value depository, a bank, by mere exchange of signatures.

This is due to the fact that money is most easily converted

into any other form of capital and as a result of the relatively

short period of time required for the transfer, the loss in

interest is inconsiderable. The creditor usually loans his

capital in the form of the money prescribed by law, and the

debtor repays it in the same form. But between different

states only capital goods can be transferred, since in inter-

national commerce there is no legal money. Gold coins and

gold bars are usually accepted, since in most countries the

privilege of free coinage is assured, but they pass only as

goods according to their metal content and are used only

in case of necessity on account of the cost of transportation

and loss of interest. Bank notes are treated as gold certi-

ficates only and hence are rejected whenever redemption by
the issuing bank is not entirely beyond question.

But capital in the form of goods is not so readily con-

vertible kis capital in the form of money. A country may
export capital in the form of wool to a country which can

utilize capital only in the form of railway construction

material. The difficulties of conversion of capital goods are

overcome by means of purchase and sale of foreign exchange

which, like money, divides primitive exchange of goods into

two acts ; the first set of goods are sold for bills of exchange

and the second set are bought with these bills of exchange.

To a striking degree the biU of exchange has achieved

i^

'At
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a dominant position in those countries, such as England and
the United States, which have shown the greatest preference
for the cheque as a money-saving medium of domestic trade.
Foreign exchange is hence, from the private economy point
of view, the first and most important form of international
transfer of capital; but on the national economy plane
there must take place the interchange of goods whose repre-
sentative the bill is, and in this connexion the exchange of
goods may take place between other countries than those
concerned in the capital transfer. Let us assume an example

:

France wishes to send capital to Greece ; this might take
place by France transporting to Greece railroad construction
material to the value of the amount in question, but it may
also be effected by means of the exportation of sugar exchange
on London. With this exchange received from France as
a transmission of capital, Greece may finally purchase the
railway material from Germany. Thus the transfer of
capital takes place from France to Greece but is based on
shipments of goods by several countries among themselves,
somewhat according to the following diagram :

England.

It

I ?

Exchange.

Goods (Wool).

Germany.

t

g-l

France.

Exchange.

Capital Obligation.

9

o •

Greece.

Thus goods play a double role in international commerce :

they may be objects of international trade or they may be
a medium for the transfer of capital. In the first case they
are sold

; in the second case they are merely loaned according
to their capital value. But it makes no difference in respect
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to the goods whether they serve one purpose or the other.

The locomotives which Greece orders from France may be

paid for with Greek money or with French money which has

been raised by Greece through a loan floated in Paris.

Securities may, however, be judged from quite other points

of view than either that of goods or that of exchange media.

They may be regarded, that is, as evidences of property

rights destined to permanent capital investment, such as

government bonds, notes, debentures, shares, &c. From
a private economy viewpoint, such capital certificates are

looked upon as goods and are bought and sold as such.

But from the standpoint of national economy, no new
economic value is produced by them, but the transfer of

already existing economic values merely facilitated. Yet

even from the national economy point of view, the acquisition

of such securities represents an enrichment of the country.

The rights evidenced by the securities will not always be

based upon or fulfilled by a transmission of economic values,

since one-sided transfers also take place through gifts,

inheritances, &c. On the other hand, not all the claims of

one country against another are represented by securities,

since by sales, agreements, and other legal transactions a mass

of undocumented claims arises. Finally, the claims against

a foreign country may increase without new capital transfers

taking place, for the earnings of capital invested in the

foreign country—interest, dividends, and the Uke—may not

be drawn by the creditor country but may be invested as new
capital in the debtor country or some other foreign land.

The Causes of IlUernational Transfers of Capital. Capital

sums may become objects of international transfer on

economic and also on other grounds. In an economic sense

the decisive factor is the difference in the earnings of capital,

which operates in a manner similar to a difference in level

in water. This is explained by the fact that each economic

division forms an independent market for capital, with

peculiar conditions of supply and demand. A complete

fV,
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eqmlibnum is however never reached, in spite of the ease of
transfer, because certain hindering factors work against it.

In the first place, a single capital market is not unified,
but IS composed of two different yet mutuaUy interacting
groups of buyers and seUers. The one group is concerned
with loan capital, in the placing of which an ultimate loan
nsk but no busmess or entrepreneur risk is assumed. Such
loans are therefore made on the basis of a uniform rate of
mterest, determined in advance; of this character are
government loans, promissory notes, debentures, mortgage
loans, bank and savings deposits, &c. The second group, on
the other hand, is concerned with entrepreneurs' capital •

in investments of this character the assumption of the risk
of the busmess by the investor is the essential point, and such
investments therefore yield a variable return in the form of
dividends and the like. They are represented by corporation
stocks, business shares, &c. The two groups stand in an
intimate mutual relation. In a period of improving business
conditions the second group wiU predominate; in times
of business depression, on the other hand, the first. Hence
the low pnces of government securities and the high prices of
dividend paper in 1912 were at least in part a quite logical
resiUt of economic development, which after the crisis of
1907 has taken on the character of a more and more rapid
upward movement. It goes without saying that the fixed
interest must normaUy be lower than the earnings on capital
in the form of dividends, since in the latter case the return
includes also compensation for the assumption of entre-
preneur's risk. Interest is also, to be sure, a return on
capital but only from the standpoint of the lender, as from
the standpoint of the entrepreneur it is reckoned as a cost
Occasionally, indeed, the income computed on the market
value of dividend-yielding stocks may fall below the income
from the safest interest-bearing paper. In Austria, in 1912
for example, the public securities yielded a higher rate thanmany corporation stoc!.s. This is possible in cases where
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purchasera anticipate quick speculative gains through dealings

on the exchange and hence have little regard to the dividends.

In general, a higher yield of capital will bring in its wake
a higher rate of interest, and a faUing yield of capital will

depress interest rates. Yet not every change will produce
a similar and proportionate result in this respect. Pro-
duction is stimulated less by the absolute rate of return on
capital than it is by the momentary difference between that
return and interest, since production works with borrowed
capital, or at least bases its calculations on the amount which
the invested capital would yield if merely loaned, which is to

say without the assumption of the entrepreneur risk. This
difference may be very small even when the return on capital

is high, especially when banks of issue precipitately raise

their discount rates in order to protect their gold reserves.

The market for loan capital is influenced on the side of

supply, in the first instance, by the amount of capital avail-

able. But in this connexion not merely the creation of capital

in the economic division in question comes into consideration,

but also the importation of foreign capital. But foreign

capital will only move into a country when and so long as

the rate of interest in that country is higher than in its

original home, and in fact the difference, under otherwise
similar conditions of investment, must be great enough to

offer a compensation for the inconveniences and dangers
which are always connected with any investment of capital

in a foreign country. Such obstacles grow out of the greater

difficulties in controlling the economic and political situation

in a foreign country, out of differences in standards of value,

out of the less ready saleability of foreign securities, and the
like. Of the capital present in the country, only that part
will be effective on the market which is expressly designated
to be loaned. This designation, however, depends on the
personal views and the circumstances of life of the owners
of the capital. In France, the typical country of small

bond-owners who prefer a small but sure income to a greater. ^ |!|
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more uncertain one, the supply of loan capital is so large
that it irresistibly seeks foreign markets. The determining
factor m the demand for loan capital is in the first place
the loan needs of the state and other public corporations.
Ihis demand has risen to an extraordinary degree in recent
years, as governmental expenditures have increased, and
mihtary preparations in particular have directly and indirectly
consumed enonnous sums, and also because the great cities
have been forced to borrow large amounts for the munici-
pahzation of their street railways, gas and electric plants,
&c. Privateenterprises also, with the increasing extent of their
operations, find more and more favourable opportunities for
issuing bonds instead of additional stock obUgations, as in
this way earnings beyond the amount necessary to pay
interest go to increase the yield on the stock previously
issued. It is true that here also the total demand for loans
does not press upon the market but only that part of it
which in fact requires to be covered. Since, for example,m the Umted States of America the bank-note circulation
IS not covered, as in Europe, by discounted paper but by
pubhc securities. United States bonds, which must be
deposited in the national treasury, more than half of this
government paper serves, not as investment, but as a basis
of note issues. As a result of this situation the market
value of these bonds is relatively very high ; in 1912 bonds
beanng interest at two per cent reached the price of 109.
NeecUess to say, the organization of the market is also
significant, for credit requires special organized agencies,
banks, savings institutions, trust companies, &c. The
number and character of such institutions, their distribution
by branches over the country, the principles of their business
pohcy and their influence over the people are decisive on
many points. The difference in the customary rate of
interest in different countries is a insult of the inequality in
the loan risk which, it is needless to say, is less in the capital-
producing than in the capital-consuming countries, and
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differs sharply in the latter also according to their political

and economical development. Within a given economic
division the interest rate is again graduated according to the
risk associated with the various loan seekers, according to
the duration of the loan, the method of repayment (payment
by instalments, &c.).

In the market for entrepreneurs' capital, the demand is

determined by that portion of native and foreign capital

which seeks not a fixed interest but the highest possible

yield. It is very- elastic, since it can readily increase and
decrease at the expense of the portion that would ordinarily

serve as loan capital. The flow of domestic capital into

enterprises may be obstructed by various circumstances.
In the first place, mortgage loans offer a field of investment
with so high a yield and so little accessible to foreigners that
the dividends from industrial operations may offer little

attraction. In Roumania, for example, students of the subject
have pointed out that the wished-for nationalization of

Roumanian industry cannot be carried out because money
brings eight per cent in mortgages without any risk, and hence
the usual dividends of five or six per cent attract not Rouma-
nian but English capital, which receives only two and a half

or three per cent when invested in English paper. Similar
situations obtain in many countries. In Canada, the rate
of interest for safe mortgages is from seven to eight per
cent, in Argentina from ten to eleven per cent. Still other
influences make themselves felt. Chinese capitalists, for

example, avoid industrial activities because in this way they
declare their property and then can be compelled to contribute
to more or less voluntary national subscriptions. The inflow

of foreign capital into enterprises is opposed in the first

place by the circumstance that in the countries of surplus

capital especially, fixed interest paper is preferred. Many
undertakings, as especially banks, large industrial corpora-
tions, &c., strive to adapt themselves to this preference by
a conservative dividend policy ; they fix the rates of dividends

r II
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and accumulate a surplus in prosperous years in order not
to have to lower them in bad years. Demand in this field
depends on the spirit of enterprise in the population, but
also on the given conditions under which it must operate.
Among these given conditions are includ-d first of all the
politico-economic guaranties which a country offers to pro-
duction in its various branches. Under this head fall
especiaUy the questions of tariff protection and other economic
protective measures, legislation affecting industry, and the
conditions of the association of capital, the organization of
trade and transportation (particularly the possibility of
cheap freights by water), efficiency of institutions for the
protection and insurance of working-men, and the burdens
of taxation and other payments. It is frequenUy the ewe
that a manufacturing enterprise erects a branch factory in
one of its foreign markets, when for any reason manufacturem the foreign country appears more advantageous than
exportation thither. OccasionaUy the introduction of a high
protective tariff compels such action. Thus, for example,
the McKinley BiU of 1890 and the Dingley BiU of 1897 in
the United States of America, the Russian Tariff Laws of 1891

*??^' *^^ ^'^''''^ '^'^^ *»* ^892, and the Austro-Hungarian
of 1906, have been extremely favourable to the establishment
of foreign branches. That, none the less, tariff protection is
not the sole decisive factor is shown by the fact that evenm free-trade England in recent years, numerous American
and German branch factories have been established. The
general and permanent favouring conditions must be further
supplemented by the temporary stimulus of a favourable
busmess situation. But in times of rapid business improve-
ment the demand for capital for production is increased by
the added demand for speculative purposes, dividend-yieldinc
paper being bought not for the puipose of investment but
as a means to quick gains through market fluctuations.
Ihe return to be expected on the capital, the dividends,
must exceed the customary rate of interest in the country
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by an amount sufficient to compensate for the entrepreneur

risk assumed, this risk depending, not like the loan risk on
the personal ability to pay of the borrower, but on the

actual chances of the undertaking. Ricardo^ derives the

difference in the return on capital from the differences in

ground-rents in the various countries. According to his

view the natural limitations of the amount of land gives the

possessor a monopoly which compels the owner of capital

to renounce in favour of the land monopolist an ever-

incrsasing share of his profits as industrial development
proceeds. The land monopoly can exert its power on the

industrial enterprises, which in advanced countries represent

the larger part of production, in two ways : by increase in

the value of sites or through a rise in the cost of the neces-

saries of life for the labour force. But the cost of the site

is for modem large-scale production so small in comparison

with the other capital expenditures that it could seldom be

decisive. The costs of the necessities of life, moreover, are

no longer, and for a long time have not been, determined by
the conditions in any particular countrj' but by those in

the world market, though this world influence may, to be
sure, be more or less effectively warded off by the economic

policy of a country. The view of Ricardo is therefore

untenable ; still less tenable is that of Sartorius - according to

which modem trusts and combinations also form monopolies

which, 'in so far as they use their monopolistic power to

put up prices, likewise become reducers of the general

profits, for which competition is carried on, as much as are

the land monopolists.' In the first place, combinations and
trusts are not monopolies, because they do not exclude com-

petition. Least of all, in view of the high mobihty of capital,

are they in a position to lay a special tribute upon that of

any particular country.

' David Kicardo, Principles of Political Economy and Taxation, chap. ii.

' A. Sartorius, Freiherr voii Waltershausen, Uas •olkswirtschaftliche

System der Kapitalanlage im Auslande, Berlin, 1007, p. 31.

'I M
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But the economic basis of the difference in the eaminmof capital may be strengthened or weakened by vari^
exti^-economic forces Such causes originate in the first
uistance from the relation between the capital and theperson of the entrepreneur. Capital may go anywhere but
It 18 only cdled or where business enterprises are undertakenand flounsh. Now the entrepreneur as an individual is notinfluenced exclusively in his choice of a location fo Wsestablishment by the rate of profit to be expected. He iseeking before aU a home, and only a considerable pressur"on the side of industrial conditions will induce him to

Z!f 'fi .^ '" "*" '^"''^ ^'^^'''^ different foreign«onomic fields, various personal motives may prove decisiveKmship m nationality, or at least a commo^n speX^u'aJways operate as an attraction. Thus, for example.Xrelations between Spain and South America since the
dissolution of the colonial domination have not merekcontinued but in recent times have shown new life Zagreeable climate may under some circumstances play a veryimportant role An example is offered by Egypt"which hZa stmng immigration of foreign business S^rS; tthe r^son m part that it offers the prospect of restorationof enfeebled health, while on the other' hand fi'I^rhls
suffered from the fear of the yellow fever. Too great a difference m the culture level of the population i!TlL^^
mfluence; thus, of all the European merchants, onlythTaS
People who have once established themselves in a forSncountry contmue to attract thither others from theirZcountiy. sometimes through relations of kinship or friendsZbut often also by the mere example, so that very frequencya preference not otherwise to be accounted forma7beoWed

ro'L'fi':id:^
^^^ '-'^ --^^-^ ^- ^ p^^^^

Uncertainty of law enforcement and oppressive taxationmay strongly favour the migration of cap^. In cmSiries
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rich in capital, to be sure, the potent consideration is less
likely to be uncertainty in law enforcement than a momentary
fear of political complications. Still more persistent may be
the influence of oppressive taxation, as has especially been
the ca«e in France, where on grounds of social policy
legislation has endeavoured to subject property income,
to heavier taxation than labour incomes, which are less
secure and less easily concealed, and has also introduced
strong progression in the inheritance taxes. The effect of
these measures, however, has been that savings have been
accumulated to a larger and larger extent in foreign banks,
which have not been slow to take advantage of the oppor-
tunities.*

The direction of international transfers of capital is further
influenced by political considerations. Political amity
favours the flow of capital out of the richer country into the
one which is poorer or more enterprising. The indebtedness
of Russia to France and of Italy to Germany has not indeed
been caused by the political alliances but has in any case
been increased on that account. Capital also smooths the
course for the political expansion of the mother country by
working fields which are later to be won as colonies, protec-
torates or the like. It hopes in this way to secure for itself
an especially active support and later a preferential position
on the part of the home government. In this way French
capital in Tunis and Morocco, and Italian in Tripoli, has
prepared the way for political power. The United States of
America is similarly pressing forward with the power of its

capital in other American countries in order to extend the
influence of its pan-American ideas.

The Effects of International Transfers of Capital The
quantity of capital is not inherent in the economic values
which are sent as capital from one country to another. The
exported capital is added to the property of the other

' Alfred Nej-marck, Finances conlemporaines, tome vi ; L'tlparenf
fraiiraise e: lea valeurs mobiliires, Paris, 1911, pp. 131, 163.

•i
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economic division and noay there as well be employed an

consumers' goods as invested in the form of capital. When
a country floats foreign loans in order to establish unproduc-
tive official positions, or when it becomes the field of foreign

enterprises which merely satisfy the demands for pleasure

on the part of the local population, it is befiaving no differently

from the individual human being who procures for himself an
agreeable present income at the expense of his future income.

Capital is really fruitful for the country into which it

goes only when it remains capital, that is, when it is devoted
to the creation of new economic values. In this respect,

again, a distinction must be drawn between entrepreneurs'

capital and loan capital. The most favourable case is that

in which domestic entrepreneurs' capital is increased by
foreign loan capital and in this way made more productive,

just as in private business. The man who buys a house with

100,000 kronen of his own money receives an income of

5,000 kronen if the net yield is five per cent, v.-hile the man
who uses only 40,000 kronen of his own money and borrows
the other 60,000 from a savings bank at four per cent has.

if the total return is the same, to give up 2,400 kronen of

the 5,000 in interest to the savings bank but the remaining

2,600 are to be credited to a capital of his own of only

40,000 kronen and so raise its yield to six and a half per cent.

But the attraction of foreign entrepreneurs' capital may be
profitable even when not in the same degree as that of

impersonal loan capital. The establishment of branch
factories by foreign enterprises stimulates the native pro-

ductive force and creates opportunities for work. In addi-

tion, such branch establishments presuppose a nationaliziiij;

process which amounts in the end to an actual gain in capital.

The disadvantages may easily predominate when tlierc are

connected with the enterprises economic interests of tlu'

community which cannot be so effectually safeguarded in

foreign hands, as in the case of railways, harbour improve-
ments, gas and electric works, &c.

•i .
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The effect of exportation of capital on the exporting

country itt likely to be disadva'^tageouM. The country rich

in capital is prone to prefer loaning itH capital to a foreign

country at a high rate of interest to employing it in enter-

prises of its own. In consequence, the spirit of enterprise

itv the loaning country is killed, and in addition the rising

(ompetition of the newly founded enterprises abroad, based

on capital borrowed from the country in question, must be

met. When in addition to these circumstances the dissemina-

tion of material welfare through the broader strata of the

|)opulation leads to the loss of the incentive to rise from the

lower to the upper classes, the country becomes a ' nation of

liond-hulders '. France has passed through this transforma-

tion and England is well along the same road. In most

cases, however, cause and effect will in this connexion he

interchanged. The spirit of enterprise is not weak because

the exjwrtation of capital is large, but rather the reverse

;

capital must leave the country because, as a matter of

expc'" '0, the activity of saving develops in inverse ratio

to til lirit of enterprise. French industry' does not lack

for caj,.tal, but it may truly be saM that French capital

suffers from the lack of industiic^.

\ political disadvantage must be placed i, the economic

disadvantage already di-oussed. The flotation of public loans

in the countr}' may be rendered diflicult when foreign

nations compete and offer better terms of investment

These loans of capital may quite possibly serve to strengthen

the political opponent in some future struggle, for they may
even he used for the purchase of militarj' supplies. Such

a disadvantage can hardly be avoided ar 1 attaches to all

international value transfers. Every ii s ustrial nalion is

ready and glad to sell ordnance and an;, other munition

of war, even in the face of the danger that the purchasing

country may become a political opponent, since in case of

refusal the business would merely be lost and the other

country could not be prevented fiom securing the material.

Il

15M.il H
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An important advantage of exportation of capital may
be achieved in cane it in UHed to promote the exportation of
RoodN. f^oans to foreign countries are often granted un'ler
the condition, expre*Hed or implied, that the creditor
country in to receive the contrpi:t8 for railroad or highway
con»truction, harbour improvementH, and the like, or for
munitionN of war, or w to be granted conceHHionfl for railways
or mining enterpriHcs or for other underUkingR affecting
its economic interestH, depending upon the purpose to which
the loan is applied. This condition may in part enforce
itself automatically, because of the fact that modem banks,
which mediate the foreign loans, form at the same time the
financial supports of the manufacturing enterprises interestetl
in the exportation of the goods. It is also more directly
imposed because the government of the creditor country
must be initiated into the foreign loan proceedings and will
seize the opportunity to exert its influen'- 'a behalf of
domestic industry. Thus, in the year 1906, St ia refused to
recognize the demand of Austria-Hungary to be treoted on
tt basis of equality in regard to the impending purchases of
arms because the acceptance of the necessary loan in France
had been conditioned on the granting of the contracts to
French manufactur rs. In Brazil the circumstance that the
railways are in the bonds of English and North Americans
is decisive in the awarding of contracts for locomotives,
cars, Ac, and even for the appointment of officials and
engineers.

In the English financial press the existence of an equalizing
mechanism between the exportation of capital and of goods
is even assumed, similar to that which political economy
earlier constructed between the exportation of goods and the
rate of foreign exchange. When, according to the theory,
in a country such as England, rich in capital and active in
exports, the exportation of goods is reduced, the possibility
of capital investments in the country is also decreased ; in
consequence, the exportation of capital increases, which

IP
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fact, however, revive* the ex|)ortation of goods through its

alleged clone connexion with commerce. But the better

employment of export induNtriew fixes again increased masses
of capita], while finding it* own nutlet in foreign countries, Ac.

This assumption, however, is incorrect. In the first place,

the revivifying effect of capital exportation extends to only a
|)ortion of the exports of g(MMls, ami hence may be more than
compensated in the final result to be shown in the commer-
«'ial statistics by a reverse change in other classes of goods.

Investments of capital in foreign countries may promote the

export trade of cannon factories and shipyards, but in a less

<legree or not at all that of te tile mills, '''hen, too, the course

of business in goo<ls which are produced in large quantities

<lepend8 less upon the production conditions of a particular

country than upon the general business situation. If this

general business situation is bad there will be a decrease,

not merely in exports of goods, but also in exports of capital,

because a greater supply (»f capital corresponds to a lessened

demand ; furthermore, in view of the sharp competition

between owners of capital, the debtor countries will be less

inclined to consent to the |)rescription of the condition that

in their purchases of goods they must grant a preference to

the creditor country. If the course of business were bad in

England alone, this would be a proof only of the diminished

competitive power of the country. The prospect of increasing

exports of goods through investments of capital in foreign

countries would be the less hopeful since the higher price

of the goods to be ordered would be figured into the cost

of the loan by the debtor country, and in consequence, other

conditions being equal (rate of interest and the transfer

price), the English money market would be avoided or drawn
upon only indirectly through the medium of other countries.

Thus, in the year 1910, Brazil borrowed money in France and,
in spite of the press campaign carried on against the procedure,
purchased her war mater I in Cerraany because it was cheaper
there. Least of all can \ le existence of such a compensating

K i

'T. I

I



100 ECONOMIC PROTECTIONISM

mechanism as that referred to be proved by the fact that
according to the English commercial statistics an increase
in the excess of imports can be brought into relation with
a decrease in the exportation of capital and vice versa.* This
IS impossible, in the first place because an excess of imports
may result not merely from a decrease in exports, but also
from a greater increase in imports, with exports remaining
constant or even increasing. Thus, for example, in the years
1884-9(). foreign investments of capital were extraordinarily
large—larger than ever before or since, yet exports sank from
242,000,{KK) pounds sterling in 1882 to 213,000,000 in the
year 1886. not surpassing the earlier high-water mark until
the years 1889-91, and then but temiM)rarily. Imports
followed a quite similar course. Nothing at all can be proved
by the English commercial statistics except the successive
changes in business conditions, which have also left distinct
traces in the commercial policy of other countries.

Finally, large capital resources extend the field of labour.
They have also a high poUtical value, since the country
possessing such resources is in a position to procure and retain
political friendships by granting generous credit conditions,
and also to punish political opponents by the withholding
of credit. Thus the political alliance between Russia and
France has a very material support in the Russian demand
for credit, while Italy, on her entry into the Triple Alliance,
has had to suffer keenly from the unfriendlv attitude of the
French money market.

4. Interxational Migkations

The Essential Features of International Migratiom. Just
as m case of the transportation of a good, so with every
change in the abode of a human being from one economic
division to another, a shift in economic relations takes place.

,o',o^*"I""''
Schildcr, Enh, ickhoigslendenztn der Weltwirtschaft, Berlin.

1913, vol. 1, p. 377.
'

C !
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But, while the movement of goods is controlled by purely
economic motives, in accordance with which an advantage
ordinarily accrues to the country of departure as well as to
the receiving country, the case is very different in the
migrations of human beings. Numerous considerations,
personal, political, national, and religious, influence such
movements, which accordingly may, economically speaking, be
a disadvantage for one country or for the other, or for both.
Furthermore, the double economic role of the human being
here stands shar])ly forth. On the one hand, as a bearer of
labour power, he embodies one of the two factors of pro-
duction ; ox\ the other, however, as a consuming unit, he
represents the final goal of economic activity in general. Now
it is an important distinction whether the individual seeking
entrance into another economic division comes more as
a producing or as a consuming force, whether he is seeking
opportunity to make profits or merely an agreeable sojourn.

In the first case he is a factor of foreign commerce, while in

the latter he is a factor of emigration.

The foreigner who moves, merely as a consumer, to a new
economic division may have in view a permanent or merely
temporary stay. In the event of permanent residence, the
case is one of the settlement of a person who lives on an
income and is connected with the question of capital transfers

already discussed. A result quite similar to that of a capital

transfer is achieved even when the individual in question
leaves his capital in his previous abode and consumes in
tlie foreign country only tiie income derived from it. When,
for example, an Englishman removes to France and leaves
the capital on which he lives invested in an English bank,
tills capital is from an economic standpoint no longer Eng-
li^h, but is French capital invested in England ; it has
been denationalized even when the Englishman retains his

r. .tionality after his change of residence. Even the pensioner
who takes up a permanent residence in a foreign country
creates a demand on the part of that country against the

I

11
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country which is obligated to pay the pension. The pensioning

of English officials who have returned to England after a short

period of service in British India thus forms a steady source

of Indian foreign indebtedness.

The foreigner who conies into another economic division

merely as a consumer, but makes there only a temporary

sojourn, does not occasion international transfers of capital,

but rather international payments which for the most part

add to the consumption goods of the national economy, and

hence do not come into consideration from the standpoint

of capital formation. Foreign travel affects chiefly those

countries which exert some special attraction in the form of

beauty of landscape, cl-matic advantages, heaUng springs,

historical monuments social gratifications, and the like.

The richest and most varied tourist traffic is that of France,

where Paris especially, as the centre of an old culture and as

a world-renowned pleasure resort, forms throughout practi-

cally the entire year an objective point for foreigners, not

merely from European countries but from other parts of

the world as well, and where farther tlie Riviera in winter,

by its coribination of desirable climatic and social features,

attracts an international pubUc of large purchasing power.

After France rank Italy, which from old time has enjoyed

wide repute on account of its art treasures and historical

monuments, and Switzerland, which has shown great skill

in the commercial utiUzation of its attractive landscapes by

means of a shrewdly managed hotel industry. Austria-

Hungary exerts considerable attractive force by means of

its heaUng springs. In recent years the Scandinavian

countries have also come into vogue with their distinctive

beauties. Of countries outside of Europe, Egj-pt should be

especially named as a preferred winter resort for the English

and Americans.

The emigrant enters the foreign economic division in the

first instance as a producer, for his consumption is only

the cost element in the utilization of his productive power.



THE OBJECTS OF WORLD ECONOMY 103

The emigration laws of the various states have met with the

difficulty of fixing a definition of an emigrant in terms of

external characteristics, the inner motive not being accessible.

Most of the laws have on this account given up a general

definition. The Hungarian law (Statute H, 1909, section 1)

designates as an emigrant any one " who betakes himself

into a foreign country with the object of continued engage-

ment in productive activity' and leaves to the administrative

officers the determination of this purpose of earning money.

Some laws fix upon the outer circumstances of the journey,

such as the low-class passage or the low cost of the ticket,

indirectly concluding from these that the purpose is that of

earning money. Thus the Italian law of January 31, 1901

(Article 6), and the Spanish law of December 21, 1907

(Article 2), designate as emigrants persons travelling to over-

sea regions in the third class or a class declared to be equiva-

lent thereto. The French decree of March 9, 1861 (Article 7),

designates as an emigrant every passenger • who does not

at at the captain's or officer's mess and who pays for his

-assage, including quarters and meals, in the case of saihng

ships less than forty francs, or in the case of steamships less

than eighty francs, per week of the expected or usual duration

of the voyage '.
, . , • xu *

Two important distinctions are combined in the concept

of emigration, one temporal and the other geographical, both

with economic reactions. On the one hand we have perma-

nent emigration, which, indeed, may not exclude a purpose

of ultimate return, but stiU is undertaken with a view to

engagement in produrtive pursuits for an indeterminate

peiiod in the foreign country ; on the other hand there is

temporary emigration or seasonal migration, in which

residence is taken up in the foreigA country merely for the

period of a work season or for an even shorter time. Geo-

graphicaUy speaking, three important migrational movements

are to be observed, the intra-European, that from Europe

to oversea regions, and the East-Asiatic.
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The intra-European niigratiun proceedN from many widely
separated points. The most important is Italy,* which
annually sends out in the spring to other European countries

numbers of people from the northern provinces • these
emigrants find employment in agricultural and construction
work, and return in the late autumn with their savings. The
following table shows the number c»f these temporary
emigrants to Europe and Me<literrnnenn countries

:

Italian Skaronai. Kmkiration

To To To Austria-
Date. Franrf. SwUzrrlatid. Hungary.
190() (•2,4>)7 XO.OKI i't.s.'l

'907 ''3.105 S3.o-;'> 4 '.053
1008 57.702 7''.7<'8 M\u<tX
Ii)O0 5(),86( '/'.'t.^I .(ii,i|,S.(

1910 (k),(i5() 7'i..'<4.i 3''.-:3,?

To
(irmintiy.

'iS,2<ji;

75.««5

50.780

53.3'ti

53.''4«

Total-

-7 (',04.'

;«x.7;4

248,11 I

-'-'..55

.•48/.<)fi

Belgii,,. is a country wliicli shows a predoniiiiantly teiii-

porarj- emigration ; according to the official statistics the
number of immigrants is actually greater as a rule than tint
of the emigrants. The migratory movement takes j)lace

cliiefly between Belgium and the neighbouring countries,

France, Germany, and Holland, the share of the oversea
regions falling quite into insignificance in comparison. The
following table of emigration to and immigration from various
countries brings out the proportions :

HKI.CIIM K.MIUUATION AM> I.M.MIc:RATION

Country or District.

France
Germany .

Htilland .

•

E„
n)<)8.

17.4H

4.73'-*

4.4'-»7

igration.

lytKj.

20,1)25

4.43^

4.485

Immigration.
lyoX. Ii/<K).

I's2<)(> lf),(.<*)

7.0^)2 8,3:9
^95'- 7,133

AlIEuroiM;*
Countries outside of Ei rope

JV.7''7

2,9<)8

il'.l lis

^,^'i7

j8,o<jo

i.3''»

Total ^2,2<)4 35- "J" 3«.'5j 3<i,488

A much greater centre of seasonal migration is Austria,

Fr. Xagri, VKmigraziont temporanea. Home, 1011.
The totals inehule further details not given in this table,
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especially GaUcia, Dalmatia and parts of southern Tyrol.

From Galicia proceed the Slavic migrator}' labourers (Sachsen-

/»<ingw), who find employment in .-"Ugar-beet culture and other

agricultural work in various countries of Europe. The
number of these wandering seasonal labourers has risen to an

enormous extent and is already estimated at 450,000 annually.

At least 400,000 go toGermany alone, although in that country

the requirement of identification {Legitimatiomzwang), accord-

ing to which every labourer must sacrifice time and money in

procuring an identification card, works against this form cif

immigration, as do also the Prussian special regulations

against foreign Slavs. In France 5,000 Austrian seasonal

labourers on the average are employed, in Denmark 8,000, in

Sweden 5,000, in Switzerland 2.000, and in Roumania from

12,(XX) to 15,000. Russian Poland is another region with

considerable emigration. Among the countries of immigra-

tion. Denmark keeps exact statistics. According to these

figures, in the year 1911. 10.320 labourers entered the country-,

of whom 2.128 were men, 8.115 women, and 77 children :

classified by country- of origin, 8,101 came from Galicia and

1,828 from Russian Poland.

European emigration to oversea countries has developed

to a remarkable extent since the introduction of steamship

service. Characteristic changes have taken place in tlie

predominating countries both of origin and of destination

of the emigrants, and these changes lead to important con-

clusions as to the real causes of trans-oceanic migration. In

spite of great deficiencies in the statistical records of various

countries.* these clearly show that a stronger emigration move-

ment sets in in the second quarter of the nineteenth centun«'

and is fed almost exclusively bv Great Britain and Gennaiiv

for nearly half a centun.-. A particidarly high wa\f- wa-

occasioned by the discovery- of the rich California gold-df jxjsi't ^

and the no less profitable workings in Au-traUa. about t}ie

• I

' Eupeii Min Philippovitsch. artic-lt "Auswiiiidi-rurit in HaridwdrterOu'k
drr Stnntarcisiirngrhnftm. thir'i (-dilion. .ft-na. IWK), \(,| u.
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middle of the century. At the beginning of the ' fifties ' the
annual emigration from Europe surpassed in any case the
number of half a million human beings. Variations in
the outflow since that time have followed, chiefly from the
rise and fall of business conditions. That the attractions of
the flourishing new economic fields exerted their first effect on
England and Germany in particular is to be explained, m the
first place, by the fact that these countries, in \'iew of their
location on the Atlantic ocean, earliest received information in
regard to conditions in oversea countries and the opportunity
of reaching them. On the other hand, these two countries
were so unequally developed economically that in particular
districts the desire for better opportunities of production
became especially strong. In the years of the high tide of
emigiation, that is from 1846 to 1855, seventy per cent of the
British emigration of 2,700,000 persons came from Ireland
alone. In Germany, also, the eastern districts, already thinly
settled on account of the unfavourable conditions of land
ownership, have always furnished the largest contingents.
In the last quarter of the nineteenth century, Italy and
Austria-Hungary have taken their place at the head of the
list of emigration countries, and here again the thinly
populated districts with predominantly agricultural industry
furnish most of the emigrants.

The following table shows the course of emigration from
Austria-Hungary in recent years :

Year. Austria. Hungary
i<j<y> '36.354 178,170
I.J07 '77.354 209,169
I<»Oi< 57.734 49.365
1 <_)0< ( ij<»,8oS '29,337
II>IO

1 38,867 119,901

Neariy two-thirds of the Austrian and more than half of the
Hungarian emigration goes by way of German ports, and the
share of the Italian commercial fleet in the transportation of
the emigrants is also greater than that of the Austrian and
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Hungarian. Approximately nine-tenths of these emigrants

go to the United States of America and the rest aknost

exclusively to Argentina and Canada.

While the Italian seasonal migration to European countries

originates principally in the northern part of the country, that

is to say, in Piedmont, Lombardy, and Venetia, the oversea

emigration, on the other hand, is recruited almost exclusively

from central and southern Italy, or, more specifically, from
the provinces of Salerno, Avellino, Campobasso, Caserta,

Potenza, Cosenza, Apulia, Calabria, &c. Though most of

these emigrants permanently leave their homes, and hence sell

houses and ground plots, an increasing proportion of the total

emigration none the less takes on the character of periodicity,

as agricultural and day-labourers go to South America for

a work season only, the harvest there falling in the European
winter season. The last high point was reached by Italy in

1906, when 414,719 emigrants were recorded ; since then

a decrease has taken place. Of the 212,500 emigrants of the

year 1911, 155,8i35 went to the United States of America,

!i7,666 to the La Plata valley, 18,011 to Brazil, 559 to Central

America, 1 14 to AustraUa. &c. The number of Italian citizens

Uving abroad was officially stated in 1910 as follows : Europe,

900,562; Africa, 191,919 ; Asia, 12,500; America, 4,445,056,

and Australia, 7,709.

In the last few decades the emigration of Russia, as well

as that of Spain and other Mediterranean countries, has

notably increased ; Spanish emigratior. is temporary in a

higher degree even than that of Italy, as the relations between

Spain and South America are rather intimate. England still

shews a large number of emigrants, though it is partly

balanced by a considerable compensating back-flow. The
tnigrational movement takes place chiefly between Great

Britain and the British possessions and the United State> of

America. Its extent is shown in the following table :
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Kbitihii Emioration and Immiokation

Emigralion.
<-'il}zrn$ «/ Cilisena of

Year.

1907

1908

1909
1910

Grtat
Britaift,

,?05.68(i

••OJ.Kjy

J^x,;'>l

Foreign
CounMet.

23*^.269

Iij.2l3

i«5,6i7

221,0x1

Immigration.
Cilizena of Citiaetu of

Great
Britain,

i6o,58H

';2.043

164,139

Foreign
Countnet.

133.045

170,879

112,257

1 34,640

The emigration from Germany has fallen off sharply in
consequence of the rapid industriahzation of the country.
In the record year for emigration, namely, 1907, 31,696
German citizens left the country ; in the year 1911 only
22,690. North America continues to exert the greatest
attractive force.

Among the countries of destination for European emigration
the United States of America continues to occupy the leading
place. According to the report of the Congressional Immi-
gration Commission, 27,818,710 persons migrated to the
United St^ites in the period between July 1, 1819, and the end
of the fiscal year 190P-10. This number is approximately
equal to the total population of Austria, and the immigrants
are chiefly drawn from the male population at the most pro-
ductive age of from fourteen to forty-five years. The year
1907 was the record year of Amt .can immigration. The
following table shows the movement since that time and
indicates the age and sex distribution :

Year.

1907

1908

1909
I9I0

I9II

Suiubrr itf

Iinmigraiils,

I,-'85,349

;82.8;o

75i,;S(>

1/41, 5,-0

A.MKBICAN Immigration- sinci; 1907

\iimber beiwern
Xumber of

Mples.

929,97(>

506,912

519.969

736.038

570.057

I \ and 4'. years
of age'.

630,671

024,876
S68.310

714,709

Excluded
from

landing,

13,064

10,902

10,41

1

^4.270

22.349

A g eat thange lias taken place in the nationalities of
Amer an immigrants. While in the decade of 1861 to 1870
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forty-five per cent of the immigration was still British and
thirty-four per cent German, in the record year of 1907 on
the other hand, eighty-one and one-tenth per cent came from
the countries of southern and eastern Europe, and only seven-

teen and seven-tenths per cent from those of northern and
weatem Europe. In the fiscal year 1911 the share of Europe
represented ninety-one and four-tenths per cent of the total

immigration, and that of south-eastern Europe sixty-five and
four-tenths per cent ; the states most strongly represented

are now Italy (190,020 in 1911), Austria-Hungaiy (161,283),

Russia (160,970), and Great Britain (118,896). But in other
respects, also, important changes have taken place. In the

earlier period, the new arrivals were principally agriculturists

with a fair degree of education, and settled permanently. At
the present time the percentage of illiterates is rising, and
the new immigrants are pressing, not into the agricultural

southern states but in a much greater degree into the North
Atlantic states predominating in mining and manufactures,

and especially into the great metropolis, New York city.

Further, they have in view not permanent settlement, but
a temporary period of acquisition, so that the number who
later return to their native countries steadily increases.

The agricultural emigrants go chiefly to South America,
and especially to Argentina, from wliich country many,
however, turn aside to Brazil. In the period from 1857
to 1909, 3,409,540 persons have immigrated into Argentina

;

of these 1,892,721 were Italians, 882,271 Spaniards, 192,436

French, 93,349 Russians, 64,P52 Austrians. 60,359 Syrians,

kc. In recent years the emigration of Russians and Syrians

has risen with especial rapidity. The Italians and Spaniards

come in part for a work season only, so that the immigra-
tion is largely offset by a strong back-flow. The following

table gives a general view of the situation and develop-

ment :

f 'I
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Abobmtinb 1)ItMISBATION AND BikCK-FLOW

Yean. Immigration. Bmigralion

1857-1860 20,000 —
1861 -1865 46.874 —
1866-1870 1 1 2,69^1 —
1871-1875 148.422 —
1876-1880 112, I9« —
1881-1885 255. '^S

—
i886-i8go 5".383 76,863

iB<)i-i895 236.253 i6«),3i3

I K96-1 yno 41 -."74 159.140

1901-1905 526,030 215,700

1906 25^.536 60,124

1907 209,103 ')0,I90

1908 2S5.7'o 85.412

1909 23«,o84 94.644

1910 289,640 97.854

Brazil shows a sharp increase in the immigration figures,

and again principally in arrivals from southern Europe and

Russia. In the year 1911, 136,976 persons entered the coun-

try, of whom 99,31 1 were agricultural labourers. The number
who came at their own expense was 78,021 while the remaining

55,595 had their passage paid by the Brazilian Government.

The immigration in recent years has been distributed among
the more important nationalities as shown in the following

table

:

Hkcent Brazilian Immioration

Stttionalily. 1>(0«. 1909. 1910. nil I.

Portugueiie 37.628 30.577 30,857 4; -493
SpMiiards 14.862 16,219 20.843 27.141

lUlians . > 3.873 13,668 14.163 22.914

RuMians 5,781 5.663 2,462 14.013

Turks 3.170 4.027 5.257 6.319
Germans 2.931 5.413 3.902 4.251

Austrians and Hungarians 5.362 4.065 3.930 4.132

Othcra . • 11.378 5.778 8,150 13.705

Total . 94.985 85,410 89.564 139.968

Mm

During the first decade of the twentieth centurj-, Canadian

immigration has been soaring rapidly, a result which has been

chiefly due to the deliberate co-operation of the English and
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Caiuulhin Governments to thin end. The migration to

Canada of small farmers has been encouraged in ever)' jjok-

sible way. The total number of immigrants has increased to

311,084 in the fiscal year 1910-11 (as against 208.794 for the

preceding year). Of this total number, 186,198 were nun.

71,088 women, and 54,848 children. The increasing number

of women is explained by the growth in the immigration of

female domestic servants, and also by the fact that immigrants

send home for their families as soon as thej' have secure<l

a sufficient means of livelihood in the new countrj'. The

largest share of the immigrants is that of Great Britain, with

123,013; 121,451 came from the United States of America;

but these are in large part Europeans who have continue<l

their migration alftei a temporary residence in the I'nion.

Of the countries of continental Europe, Austria-Hungar)'

has furnished the largest number of immigrants (17.598 in

1911); then follow Russia, with 13.762 (Jews, Finns, and

Poles); Italy, with 8.359, &c. The strongest current of

immigration is directed toward the north-western grain-

producing provinces of Manitoba, Saskatchewan, Alberta,

and British Columbia, but of late Ontario has been

exerting a stronger attraction by virtue of its industrial

development.

Immigration into the British colonies in South Africa and

Australia is regulated by the legislation of these countries,

80 that it is restricted more and more to new comers from

the mother country. The following table shows the move-

ment in retent years

:

ri

ImMIURATION into .\NI> KMI«iB.\TION FROM I'aPK I'OUINY

Immigranta. Emigranlt.

From To
Year. Total. Great Britain. Total. Great Britain.

1907 29.;67 19.25" 39,55" 23."54

1908 27.498 '7.525 32.929 19,51;

1909 30,445 19.55" 29.697 15,961

1910 31,281 23,8M 26,913 16,095
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Immiuhatiun into and Kmiciiiation rmoM Natal

i(

1^

ItnmigranlM. £MifraN(«
Kait Indian

Ytat. ToM. Labourrn. rota/.

i»05 5«.5«J-' 7.<*"7 2 1,47*'

l<JO(> 41/MX) il,r)4l J4.4<x>

i«jo; il.«XH (i,48(] 40.055

I9i)» 1 S.40J J.«74 40.niO

I91M) Ji.37« J.4»7 .••(.•Km

19IU 3<>..Ui> 7.-»35 .•".J3J

iMMttiHATlUN INTO AMI Hmkihatiov rKOM Till: AirrHALIAN
ruMMONWKALTII

imm^trtmla. KmigranU.
Fffim To

Ytar. Tolal. Urtal Britain. Total. Urtat BriUtin

I'/V fi8,(>3S I'.l'M 5''.«-'4 10,484

iyi)X ;j.:o« Jl,4l(i 5«».o5« 12,086

\i)fj<) «J,fK>» jy.yS" 54.070 ii,4yu

H)i(i <i5/»>j .?9.'>>.' 5X.M5 I4.5«3

The cniigratioii from oustfrn Asia inchulo I'liiiU'so an<l

Jupaneise. The ohler and more iin|)ortant moveiiient is that

from the Chinese provinces of Fukien and Kwantung. Fron>

these districts traders and labourers have been going to Siani

and the Malay Peninsula, to the southern archipelago, and in

recent years even to America and Australia. But in recent

yt\'i- also a sitrong return current has set in, so that it is

estimated that a compensating return flow of perhaps 250.000

should be opposed to the annual emigration of from 300,000

to 400,000. Japanese emigration began in the year 1868 with

the transportation of large numbers of sugar plantation

labourers to the Hawaian Islands and wos soon after directeil

to the Pacific coast of the I'nited States of America. Tlie

emigration to California has grown to such an extent that in

the year 1908, 60,780 Japanese were living in San Francisco

alone. The majority of these emigrants, however, engage in

agriculture, especially fruit and vegetable growing. In recent

years Japanese emigration has been directed also to South

America.

The Causes of international Migrations. The incentive to

h
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migrate into a foreign economic ciiviHion may be very different

in different <'ai*cM ; it iw fre(|uently of a perwonal nature but

it \n alito often to be found in the |H>litical, national, or religiouR

Nituation. At the present time, however, the underlying

cauHeH of maH8 movements can an a rule be economic only, &»

the non-economic motives are nu longer wtrong enough outside

ot exceptional cases. Examples of emigration from non-

economic motives are furnished by the so-called ' Muhud-

schirs' (fugitives); these are Mohammedans who emigiate

from portions of the former Turkish dominions which have

fallen under foreign rule, such as Bulgaria, Bosnia, southern

Russia and Crete, and settle in the Turkish lerritorj' of Asia

Minor, where the government sots aside colonies or districts

for their m'cupation. The German and Jewish agricultural

colonies in Palestine also belong uniler this head. In 1868,

several colonies were founded by a religious society of

Wiirttemberg calling itself the ' German Temple '. After an

initial period of difficulties these groups reached quite a flou-

rishing state ; one is located near Jaffa, another on the plain

of Sharon three kilometres from the same town, another one

kilometre to the south of Jerusalem, and a fourth is on the

narrow coastal plain between Mount Carmel and the bay of

Haifa. The total number of these Templars perhaps amounts

to about two thousand. The Alliance IsrailUe has also

formed, with Jews emigrated from Russia, several agri-

cultural colonies in the region between Jaffa and Jerusalem,

on the belt of coast between Haifa and Jaffa and near the

lake of Merom.

There is no doubt that the ocean steamship companies, for

whom the immigration traffic has proven the best source of

income, as well as their scattered agencies, have in afHition to

the above influences an active commercial one. In many

countries with inadequate governmental regulation, these

people have not hesitated at the use of discreditable methods,

such for example as the payment to agents of commissions

per head ; as a result it is not incorrect to speak of a white-

1

i /I

*|1

I'iSSU
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slave trade, especially in the Mediterranean regicn. Another

lucrative source of gain is formed by the so-called ' prepaids ',

that is, Europeans whose passage toAmerica is paid in advance

by friends or relatives who have pr:ceded them on the journey.

It is asserted in the United States that ir..i.,rr.i.'2 near one

half of the immigration to that cour. ry consisl.N of such
' prepaids '. Commercial activity of th .

-< ri givo^ < pecial

promise of success among the classes of j . p iiation wit' a low

cultural tlevelopment, A further special inuuccient to

emigration is temporarily afforded by an extraordinary'

reduction in the cost of ocean passage as a result of rate-wars

between steamshif) companies. Thus in the past decade keen

rate-cutting competitions have arisen between the North
Atlantic shipping pool and the outside independent companies,

in particular the Cunard Line, which had concluded separate

agreements with the English and European Governments and

later with the Italian navigation interests. In the course of

the latter struggle, the price of a steerage journey from New
York to Naples fell to thirty-two marks. Again, in 1913 the

war with the Canadian Pacijfic Railway which, on the basis of

an agreement with the Austrian Government, had established

a steamship line of its own from Trieste to Canada, led to

a reduction in the third-class passenger rates from North
Atlantic jjorts to North America from 140 and 160 to 90

marks (from May 1, 1913. or.). These various considerations

may strengthen and fav«,ur the migratory movement, but they

cannot in the last analysis call it forth. The real cause is

finally e<'onomic in character and is to be found in the tendency

toward equalization in the differences in the level of incomes

and in standards of living in the different countries. Persons

who either permanently, as possessors of adequate means, or

temporarily, as pleasure seekers or tourists, enjoy an income

without personal exertion, will, other conditions being equal,

prefer countries in which the cost of living is lower than in

the countrj' from which they derive their labourless income.

In this wise they coine into u position to satisfy more wants

Ell
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and also to raise their social position. Thus the movement
of English people to southern Italy is partly due, among other

causes, to the fact that foreigners can Hve more cheaply and so

more richly in that section. Switzerland, similarly, derives

advantage from the skill with which the people have adapted

every condition to the satisfaction of the needs of foreigners

and so have kept down the cost of their entertainment. In

Austria, on the contrnry, all efforts at increasing the tourist

traffic must remain fruitless, so long as the foreigner does not

have the feeling that more is offered to him for less money
than elsewhere, and especiaUy that a higher standard of living

than that enjoyed by the natives is not being artificially

created for him by means of special prices imposed upon
foreigners. Persons with a high level of income therefore

gravitate toward countries with a relatively lower standard

of living. But it must be conceded that in this respect

especially the economic tendency is interfered with by non-

economic motives. Certain classes seek only the highest-

priced watering-places and summer resorts because they

consider that their social position requires it. In other cases,

the expensive resort is chosen with a view to professional

gain, and the expenses involved are to be set down to business

outlay.

The conditions are reversed in the case of permanent or

temporary emigration whose object is not an agreeable

pastime but rather improved earning power. Here the move-

ment is from regions with a customarily lower standard of

living to regions in which on account of the customarily

higher standard the level of income is also higher. Such

emigrants take with them the more moderate demands r' t ; • it

former habits of life and hence can save something fr .he

higher income. The temporary emigrants accumulate these

savings in order later to procure for themselves a more com-

fortable existence in the home country, as illustrated by the

Italians. The permanent emigrants use their savings to

support members of the family who have remained at home.
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and finally retire in the possession of a small capital. A re-

adjustment to the higher standai 1 of living of the new home

also takes place, it is true, but only gradually, probably not

becoming complete until in the later generations of the

emigrants.

The Effects of International Migrations. The advantages

which give the decisive impulse to international migrations

are of a purely economic character. The principal object of

investigation in this connexion is the effect on the national

economy, for only on account of such results will the govern-

mental economic policy find itself constrained to interfere

either to restrict or to further the movements.

The emigration of persons living upon an income and of

pleasure seekers means a loss for the country which they

leave and a gain to the country into which they go. Entirely

apart from a probable simultaneous movement of capital,

the consuming force of the country of immigration is in-

creased to the advantage of the production already present

in it. The country of emigration may also, it is true, gain

a slight advantage, in so far as those persons who seek

health or recreation abroad have their labour power increased

and frequently get the range of their ideas broadened as

well. In recent times repeated efforts have been made to

make a quantitative estimate of the gain from tourist traffic

to different countries. Among Swiss experts the number of

travellers is stated at from 350,000 to 450,000 annually, and

their average hotel bill at a minimum of twelve francs,

making the total expenditure for this item alone 150,000,000

francs. To this sum must be added at least 50,000,000

francs for travel mementoes, post-cards, souvenir jewellery, &c.

In the case of the Austrian tourist districts the total number

of days of sojourn of foreigners has been estimated on the

basis of a careful investigation by the Austrian Ministry of

Finance at 5,070,000. Assuming an average daily expen-

diture of fifteen kronen, these travellers have left in the

country no less than 85,000,000 kronen. The income of
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Italy derived from foreign ple> Jre-^eek'^rs was estimated

as long ago as 1897 at 300,000,uOO lire, and by 1908 it had
inc-eased to 427,000,000 lire. The amount annu"My expended

by foreigners on the French Riviera is given as more than

300,000,000 francs. The number of tourists who visited

Norway in 1908 was estimated at 85,000, who, on the assump-
tion that each spent 500 kronen while there, left in the

country 42,500,000 kronen. The Americans who travel

for pleasure in Europe also bring astounding simis to the

countries they visit. Their total number is estimated

by the trans-oceanic steam-ship lines at 150,000 yearly.

On the assumption that each traveller spends $1,000, of

which nearly a third goes for the cost of passage, we
reach the result that $150,000,000 are brought to Europe
each year through the American tourist traffic. The expen-

ditures of th? foreigners who annually visit France are

estimated, according to the Bulletin statistique, as 350,000,000

francs.

While the tourist trai. is justly regarded as an important

source of income for a country, yet the undesirable secondary

effect ''hich may also follow under some circumstances

from a large influx of foreigners must not be overlooked.

The higher standard of Uving of the foreigners may bring

about a rise in the cost of the means of life and of labour-

power, which may cause an increase in the costs of pro-

duction in the region affected, and so a "Curtailment of its

competitive efficiency. In countries with a low stage of

cidture the effect may be actually demoralizing, as the

population may prefer to make their living by occasional

services for the foreigners, or even by begging, rather than
by its customary activities. The representative of the

English Government in Egypt, for example, has officially

requested the foreigners who visit Upper Egypt not to

destroy the disposition to work on the part of the native

population through too great generosity.

In the emigration of people i-i search of industrial
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opportunities the country of emigration always suffers a loss

through the fact that it is deprived of human beings in the

productive period of life, for whose education and nourish-

ment state, community, and family have made sacrifices.

Attempts have even been made by various methods to com-

pute the economic value of the emigrant, but every such

attempt must fail because the decisive factor in valuation

is not the cost expense. Values depend upon those con-

siderations that are ordinarily included under the general

designations of supply and demand.* Economic value does

not inhere in the person or the thing in which it appears

embodied, but is attached by outer circumstances to the

thing which functions as its object, and hence varies with

the market. The emigrant who leaves a country suffering

under unfavourable industrial conditions in quest of a home

with better opportunities of earning is raised in value economi-

cally by the change of habitat. The loss sustained by the

country of departure is smaller than the gain to the country

into which he goes.

It is only a lessening of this loss and this gain when the

emigrants send back to their home-country savings out of

their earnings, however great the amounts may be in an

absolute sense. According to a report laid before the

Ck)ngress at Washington by the Immigration Commission,

$270,000,000 are annually sent from the United States

to their home-countries by immigrants. This sum is dis-

tributed among the different countries concerned as follows :

Italy, §85,000,000; Austria-Hungar>', $75,000,000; Russia,

including Finland, $25,000,000; Great Britain, $25,000,000;

Norway, Sweden, and Denmark, $25,000,000; Germany,

$15,000,000; Greece. $5,000,000; other Balkan States,

$5,000,000; Japan, $5,000,000; China, $5,000,000. In

Austria, the money sent home by emigrants for the years

1905-10 was estimated on the basis of the drafts of domestic

' Josef Grunzel, Grundrims der WirtHchaftspolitik, second edition, Vieiuia,

1U13, vol. i, p. S5,
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and foreign banks and the money-order traffic of the post-

offices at 1,997,000,000 kronen, or an average of 250,000,000
per year. To this should be added the savings brought back
by the returning emigrants in person, which are estimated
for the average number of 40,000 returning emigrants
yearly at a minimum of 2,000 kronen per capita or a total

of 80,000,000 kronen. Italy receives from her oversea
emig-ints about 350,000,000 fr. annually, to which is to be
added another 150,000,000 fr., representing the savings of

European migratory labourers. The income derived from
this migratory movement thus amounts to more than
a quarter of the total sum brought into the country by the
exportation of merchandise. An item to be deducted in

these cases, however, is the money sums which emigrants
carry abroad with them or cause to be sent to them after

departure. But even disregarding these deductions the

amounts sent home form a very modest interest on the
human capital thus loaned abroad. Even if the industrial

conditions in the home-land are so extremely unfavourable
that a large part of this human capital would be forced to

lie idle if emigration were prohibited, it must still be assumed
that the struggle for existence would have led finally to

a change in the economic policy of the country and so to

an improvement in those industrial conditions. Emigration
helps only the individual person in a private economy sense ;

from the national economy standpoint the poor country
remains poor. It must be granted that a prohibition has

never made emigration impossible, but decisive improve-
ments in economic conditions can automatically cut off its

sources, as is shown in a striking manner by « coiiiparison

between Germany and Austria-Hungary. It is therefore

a theoretical error to assert that the seasonal migration of

Slavic labourers is a disadvantage to Germany. The owner
of a German manorial estate who pays 10,000 marks to Polish

labourers who, by renouncing the wants characteristic of the

German labourer, are enabled to carry home 5,000 marks
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of this sum, deprive the German national economy of this

amount of value.* But against this loss must be credited

a much larger gain in productive labour-power which would

not have been procurable in Germany at aU, or only at

a much higher cost. Hence German agriculture is more

correct in its instinctive feelings when it looks forward with

increasing uneasiness to the time when internal reforms in

Russia will make migration to Germany no longer seem

desirable to the Polish labourer.

A favourable influence of emigration on the exports of

merchandise is also traceable under certain circumstances.

The emigrants take their habits of life with them into the

new country and hence prefer as far as possible goods made

in the home-land. In cases where they settle in considerable

groups and retain a strong feeling of connexion with the

home country, a noticeable stimulus to the exports of the

latter may result. The Italian exports to South America

are largely the effect of emigration.

Again, we must not underestimate the spiritual gain which

the country of emigration experiences through the returning

emigrants, who are often raised in culture and have their

personal powers increased by their stay in the foreign land.

An Italian economist writes as follows :
* ' Emigration has

stimulated the transfer of land-ownership in southern Italy

from the hands of the old possessors into those of new

emigrants who have returned from oversea countries with

capital and with proven productive eflBciency. It has also

helped to combat the intellectual canker of southern Ital}',

illiteracy, as the emigrants learn from bitter experience the

defenceless position in which they stand as long as they

fail to acquire an elementary education. Even the humilia-

tions to which the Italians were subjected in foreign countries

' A. I'ohlman-Hohenaspe, Laiaibrevier der SatiotuMkonomie, Leipsic,

19ri.
2 Emanuel Sella, Der Wandel den BesUzes, German translation by

J. BluwBtein, Munich and Leipsic, 1012, p. 81.
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worked to their advantage because it brought them to a

realizing sense of their human worth.'

For the country of immigration, on the other hand, foreign

labourers are an advantage only so long as there is in the

country a lack of labour-power which cannct be suppUed by
other means, as, for example, by the use of machinery.

A disadvantage ensues when native working-men are at

hand, who, on the basis of their higher wages have established

themselves at a higher standard of living and who therefore

spend again in the country the money which they earn, while

the foreign labourers take it in part out of the country.

In every economic division a certain equilibrium is gradually

brought about between the wages of labour, the product of

labour, and the needs of life, and this balance is sharply

distiurbed by the introduction of immigrants with a lower

standard of living, since their adaptation to existing con-

ditions is a matter of slow transition, and in case of marked
distinctions in nationality and race does not occur at all.





PART II

THE DIRECTIONS ASSUMED BY ECONOMIC

PROTECTIONISM
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THE ECONOMIC PROTECTIVE POLICY IN

GENERAL

I. The Essence of Economic Protectionism

The Limita of the Concept. The economic policy known as

Protectionism we have previously designated as the totality

of those measures by which the national economy seeks to

promote its interests in the world economy field. The essence

of the concept includes an interrelation h^tween national

economy and world economy, between heme production and
the home market on the one hand, and foreign production

and the foreign market on the other. It is only a part of

productive policy as a whole, namely that part which turns

to account the world economy relations of production itself.

The promotion of production is not in itself a protective

policy, because this is possible even without foreign trade,

and in fact enjoys then the most favourable field of activity.

Protection can be spoken of only when an attack is impending,

and such an attack can come only from another national

economy, hence from the world economy.

In the literature of the subject the concept of economic
protection has occasionally been unduly extended. Lavison,

for example, says :
' La protection, dCune maniire generale,

c'est VEtat intervenant pour difendre uiie industrie mevacee par
la concurrence Hranghe,^ but he later avers that any support

or encouragement of industry constitutes a protective policy.

Thus: ''Lee tarifa differeniieU, lee exetnptione dHmpot, lee

monopolee, lee eurtaxee, lea diatinctiona honorifiquea, lea en*

couragemetUa et appuia quela qu'ils aoierit, donnea par VEtat
a Vinduatrie privie, forment toua autant de variitea de la
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protection.* * He asaerta that in every struggle, and hence also

in economic competition, there are two sorts of supports

;

either ^the foreign antagonists may be weakened by hostile

acts, or the home combatants may be strengthened and
encouraged. Lavison, in this connexion, overlooks the fact

that the furthering of production is not always designed as

H support in a struggle with f -eign competition, but pursues

primarily another object, namely, the development of the

productive powers within a country ; thus the influencing

of relations to foreign countries appears as only an incidental

result. When, for example, Australia, in the Bounties' Act
of 1907, places a premium on the cultivation of cotton, rice,

coffee, tobacco, &c., the authorities have in mind not at all

a competitive struggle with foreign countries, but seek rather,

ati can clearly be seen from the conditions upon which bminties

are granted, to provide a paying employment for white

labourers. Bounties on exports belong then to a protective

policy, but bounties on production only in so far as they

extend their influence into the relations w ith foreign countries

by means of a graduation of tht bounty rates according to

the use of domestic or foreign materials.

Systematic General Vmc of Protective Measures. The policy

of economic protectionism has for its object the promotion of

domestic productioi*. This nwiy be accomplished eitlier on
the one hand hro»^ negative measures, excluding foreign

influence, such as import duties, prohibitions of the live-

stock trade by pubhc health regulations, obstructing for-

maUties and the Iflce, nr on the other hand through positive

meas-.ires, utiimng relations with foreign countries for the

ends of hcw3*> iwoduction by means of bounties on exports,

ship subsidies, mvestiitent of capital in foreign countries,

encouragement to the immigration of foreign capital and
labour force &c. Positive measures have again in recent

times achieved greater significance as a result of the circum-

stance th^t it was found to be no longer possible to make
' A . (If ijn-iKun. 1x1 Protection par Ir* primet, Paria, IMW, pp. 7, 35.

( I
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progrettH with the negativp mcaHures on account of the roni-

mercial treaties concluded in the free-trade period. For
example, on account of the fact that the principle of cciual

treatment of the flags of different nations which had been
incorporated into commercial treaties, rendered impossible

the promotion of u countrj'h Nhipping by means of higher
dues impose<l on foreign ships or additional duties on goo«U
imported in such vessels, the method of granting ship sub-

sidies was resorted to.

Tlie protective policy, it is true, relates in the hrst iiistame

to the material embodiment of economic activity, tiio result

of modem production, i. e. to commodities ; but it seeks also,

as soon as such means become inapplicable, to attract the
two factors of production, labour and capital. This inuy be
schematically represented by the following diagram :

—

Economic Protectionism.

Affeotiiitt i'iiriiiii<Miiti«H.

1. Negative ineMsures

(protective duties, dif-

ferential transportation

charges, administrative

protection, protection

by concerted popular
action)

2. Positive measures
(bounties on exports,

transportation conces-
sions, navigation con-
eesiiions, inducements to
shipping, bounties en-
rouraging exporution.

AtTrcting the Productive F«ct<

Capital.

1 . Negative mea-
Hures (discouragement
of foreign enterprisers,

discouragement of ca-

pital exportation, dis-

couragement of dena-
tionalization ofcapital)

.

a. Positive measures
(encouragement of im-
portation of capital,

encouragement of ex-

portation of capital).

Labour.

I . Negative mea-
sures (discouragement
of emigration, discou-
ragement nf immigra-
tion).

2. Positive lui'iiiiiirL's

(encouragement of
emigration and encou-
ragement of immigra-
tion).

2. The Theoretical Basis op Economic Protectionism,

Protective Theories hitJterto Current. The theory of pro-

tectionism has hitherto occupied itself only with protective
duties, that is to say, with the most important part of the
protection with reference to commodities, and this is still
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the principal subject for discussion. But the decisive argu-

ments may be extended to form a general theory of economic

protection. The old but ever renewed opposition between

tariff protection and free trade is thus given an interpretation

corresponding to modem commercial conditions. The essen-

tial argument of the free-trade theory consists in the con-

tention that the international exchange of goods is of benefit

to all the countries concerned, including those which are

unfavourably situated in regard to production, since each

country will devote itself to those branches of production

in which it has at least relatively the lowest costs. For

the international exchange of goods, this view r^;ard8 as valid

the theory of comparative values which was first advanced

by John Stuart Mill as the law of comparative costs, and later

worked out by Bastable ^ with a special view to international

trade, and which has recently been advocated by Fontana-

Russo ' as the very quintessence of modem commercial policy.

In this connexion the fact is supposed to be decisive that the

value of a commodity is determined not by cost of production

but by the acquisition cost, that is, by the sacrifice which

is connected with the commodity given in exchange for it.

The imports of a country must then be measured by its

exports. If, in Italy, Lombardy is better adapted to the

production of cotton goods, and Sicily to the production of

wines, then each province will reap an advantage by applying

itself to its special line. If the natural conditions were

favourable to some other branch of production, capital and

labour would, it is argued, immediately redistribute them-

selves and bring about the most effective balance. But it is

asserted that such a readjustment on the international plane

is impossible, or (according to Fontana-Russo) at least diffi-

cult. The cost of production of the same article may therefore

' C. V. Bastable, The Theory of International Trade, second edition,

London, 1897.
« Luigi Fontana-Russo, GrundzUge der licndelspolilik, German translu-

tion from the Italian, Leipsir, 1911.
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be permanently different in different countries. For the
purposes of international exchange, therefore, comparison is

to be made, not between the costs of the goods exchanged,
but between the costs of one and the same article in the
several countries carrying on international exchange. If

France can produce at the same cost ten cwt. of wheat or
twenty cwt. of iron, while Italy produces at the same cost
ten cwt. of wheat and fifteen cwt. of iron, then France will

produce iron and import wheat, and Italy, conversely, will

produce wheat and import iron. It is true that France is

subject in the case assumed to the same costs as Italy for the
production of wheat. But on account of its greater efficiency

in the iron industry, it can more advantageously procure the
wheat from Italy. If each country were to produce both
classes of goods, the total production of the two would be
twenty cwt. of wheat and thirty-five cwt. of iron. But when
the desirable division of labour is effected, the product is

twenty cwt. of wheat and forty cwt. of iron ; that is, there
is a resulting gain of five cwt. of iron. By the addition of

new articles in additional countries greater complication is

introduced. Let it be assumed that France, Switzerland, and
Italy produce grain, iron, and wine at different costs as

follows :

—

Grain. Iron. Wine.

France lO «5 20
Switzerland . 3 20 15
Italy . 15 30 60

It will be seen that Italy produces all the articles at the

highest cost, and hence will find it advantageous to cultivate

grain and draw its supply of iron from France and of wine
from Switzerland, because in this way it obtains the goods
more cheaply than it could produce them at home. Further-
more, France and Switzerland could make no unreasonable
demands as to price because they would be hindered by their

mutual competition. The division of the advantage gained
1S«9'U
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among the exchanging countries would depend upon the

intensity of the demand.

Beside this argument is to be placed a second one, namely,

that with due allowance for the other elements in the inter-

national balance of payments, the exports of a country must

pay for its imports, and hence that an increase of imports

must lead to an increase of exports. Eventually the equali-

zation is brought about through the effect on the value of

money, for with a continuing debit-balance, money would

flow abroad, and as a result the value of money in the

country would increase in relation to the value of goods, and

the consequence of this, again, would be an increase in the

exportation of commodities.

The bf,sic error of this view, aside from the fact that

neither the costs of production nor the costs of acquisition

determine value, lies in treating the production and consump-

tion of a country as fixed quantities which may be influenced

by foreign commerce in their proportional combination but

not in their total amount. As a matter of fact, production

may not merely be increased by importation, due to the

increased employment of idle capital or labour force, or to

the better utilization of those already employed through the

acquisition of raw materials, but may also be reduced in

quantity if it has not developed to the point of meetmg

foreign competition. In the es mples cited above, Italy

would be impelled lO sacrifice its grain production also to

foreign competition, as it could then obtain all its goods

more cheaply from abroad; but then would no longer

have the means to purchase them. Ever_, national economy

has two possibilities in the creation and destruction of

economic values, one in the way of the inner economic

balance consisting of production and consumption within the

country, and one in the way of outward economic balance

consisting of importation from and exportation to foreign

countries. When an amount equal to or exceeding that

which is gained in foreign trade is lost through the restriction
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of home production, then there is no gain, but eventuaUy
a loss is suffered. Importation and exportation do not stand
in a relation of direct communication, but are separated
from each other by production and consumption, and hence
a continuously favourable inner economic balance may be
able to offset an unfavourable outward economic balance.

In the case assumed, Italy will do better to increase its iron

production, even on the basis of twenty cwt. per unit of

cost, rather than sacrifice it to the cultivation of wheat. The
production of a country should permit the greatest possible

utilization of the productive forces at hand. If Italy wished
to cultivate only wheat it would soon be at the end of these
resources, while France with the aid of foreign iron ores

(which incidentally play an increasingly important role in the
European iron-industry) might provide the whole world with
iron.

In the field of protectionistic efforts we need only mention
in this general connexion the attempt of Schiiller to formu-
late a theoretical basis. He takes into account the influence

of imports on production, and holds that protective measures
are justifiable and advantageous when the increased pro-

duction resulting from them is greater than the additional
burden placed upon consumption. Customs duties seem to
him the single practicable means of securing protection, and
he investigates the basis for determining such duties by
a method which will later be taken up. His minutely detailed

calculations lead him finally to the advocacy of public
regulation of economic life as a whole, and of commercial
policy in particular.* With production controlled by private
enterprisers, duties can only be roughly determined, but with
public control, duties could be replaced ' by definite regu-
lations fixing the kinds and amounts of goods to be brought
in from abroad or to be produced within the country'.
The original costs of all goods are supposed to be exactly
known; the expense of the whole customs administration

' Richard Schiiller, SchutzsoU und Preihandel, Vienna, 1908, p. 186.

K2
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would be saved, commercial treaties would give place to

intematioiud contracts for the delivery of goods, and with

such a national economic oi^anization and policy, the general

interests of the nation would, it is argued, be more effectively

subserved than under a system of private enterprise. But

if we pass by such Utopian schemes and view as a difficulty

only, and not as a disadvantage, the continued existence

side by side of private and national economic interests,

we cannot impose upon the state any precise protective

calculations for each kind of commodity, or devise a rule

to fit every case, but must rather seek to formulate

a general policy, as is done in other fields of political

action.

The New Theory of Protedioniam. Economic protectionism

is directed to no other »>j)d than the securing of the domestic

market to the business of a country by political means.

Such a guarantee is necessary because any branch of produc-

tion needs the largest possible stable market, and needs it the

more urgently the more capital is invested in that branch and

the more it strives toward specialization and reduction of costs.

It is not necessary to set forth that the characteristic ten-

dency in the growth of modem production is toward freeing

itself from dc^ 'ence upon nature and toward the saving

of labour pov^ which ends can be accomplished only by

attracting larger and larger amounts of capital. It goes with-

out saying, too, that such artificial guarantees are justified

only when they facilitate the establishment or make possible

the continued existence of a branch of production without

laying upon other branches, or upon consumption, burdens

greater than the advantage gained. Such guarantees are

directed against the disadvantageous influence of the world

economy, i.e. against the admission from foreign markets

of such goods or productive factors as might affect in an

unfavourable manner the relations between production and

consumption in the home market. The home market is not

pre-empted because a market in foreign countries is despised,
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but for the simple reason that it is subject to political control.

In so far as it is possible to secure foreign markets, the

conclusion of commercial treaties with other states serves this

end. The protective policy has not, therefore, as free traders

have assiuned, shown itself hostile to such treaties, but has

even given an additional incentive to the extension of the

treaty policy. Among the instruments of political power,

customs duties occupy the first rank and their protective

character is publicly manifest and generally recognized. In

rev.ont times a large number of other means have been seized

upon, but these appear in many cases as evasions of the

principles of international trade, and are likely to call forth

reprisals on the part of the foreign market against which

they are aimed.

The security of the market is, however, to be understood

in a qualitative as well as quantitative sense, for the issue

relates not merely to the quantity and value of the goods

excluded or admitted, but also to their character. In the

commercial statistics it makes no difference whether a country

brings in coffee or cotton to the value of a given sum, but
from the standpoint of the national economy it is not a matter

of indifference whether the imports consist of finished goods

which will be consumed at the value shown in the importation

statistics, or of raw materials whose value wiU be increased

manifold by domestic productive processes ; or again, of

means of production (machinery) which are to be put to

permanent productive use. Fiuthermore, importation and
exportation are connected, not directly, but through the

intermediary of domestic production and consumption, and
should therefore be so regulated that they will favourably

influence the inner economic balance. The negotiations over

commercial treaties in which emphasis is always laid on the

possibility of increasing the value of imported goods through
domestic production, show clearly that this object, not recog-

nized by theory, is taken account of in practice ; it is shown
also in the autonomous-tariff policy which lays fiscal
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duties on articles of consumption, but avoids as far as

possible taxes on raw materials, which offers for duties on
wheat quite other motives than for these on cotton yam,
and which in fixing industrial duties takes account less

of the absolute value of the goods and more of the margin
of value between raw materials, part manufactures, and
manufactured goods.



II

PROTECTION AFFECTING COMMODITIES
BY NEGATIVE MEASURES

I. Protection by Customs Duties

The Genem of Protective Duties. It is true that tariff

duties no longer form the sole means of carrying out an

economic protective policy, but they continue to form the

most important of such means, and therefore, also, the one

in connexion with which causes and effects are most easily

traceable. It is often pointed out that the application of

differential freight-tariffs, police measures affecting industry,

&c., for the purposes of commercial policy, is a diversion of

these powers from their original intention, and is hence

a misapplication ; but it must be remarked that customs

duties also have undergone a tran; formation, as a result of

which they now manifest a twofold character. Such charges

were originally a form of commercial toll for the use of roads,

bridges, or harbour improvements, or a compensation for

the granting of protection and escort for goods and persons.

The amount of the charge was determined by financial

interests exclusively, no distinction being rn-iJe between

importation and exportation, and it was collected, not at

the frontier, but at important commercial cities and trading

points in the interior of the country. Customs duties were

first separated from the tolls and excises, previously treated

in the same way, by statesmen under the influence of mer-

cantilism, who also transferred the point of collection to

tl;e frontier of the country.* Since that time, duties have
served two purposes, the fiscal needs of the state and the

' Josef Gninzel, System der HandelspoliUk, second edition (Leipsic, 1006),

p. 840.
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protective requirements of domestic production. The line of

distinction, however, is by no means sharp. If a particular

article is not produced in the country, a duty laid upon it

will fall under the head of revenue duties, though a protective

object will usually be added to the financial one when some
other article destined to a similar application is produced in

the country. Thus, in North European countries the interest

of the domestic grain-production i« a factor in determining
the duty on rice, and similarly in the case of the interest of
domestic horticulture and the tariff on tropical fruits. On
the other hand, a silent but important ally of the protective

tariff interests has been found in all countries in the Depart-
ment of Finance, as the receipts from protective duties form
an item difficult to replace in the national budget.

If, now, we survey the development of the commercial
policies of the civilized countries since the beginning of mer-
cantilism, which is to say since the origin of the present-day
concept of national economy, we are struck always and
everywhere by a remarkable inconsistency. In practice the
tendency to protective duties has never yielded ground, while
in theory the idea of complete prohibition and that of com-
plete free trade alternately gained the upper hand. When
world-economy considerations conflicted with those of the
national economy, the interests affected have always striven
for a compromise, in spite of the fact that economic science
at one time urged complete separation from the world economy
and at another time a merging in it. The prohibitive system
and free trade failed in practical application, while the pro-
tective system lacked a theoretical formulation.

The mercantilistic theory advocated an exploitation of the
world market in favour of the home country, and hence
demanded not merely restrictions through duties upon the
importation of manufactured goods and the exportation of
tht means of life and of raw materials, but prohibitions upon
imports or exports, in aid of the national manufacturing
industry. In the seventeenth and eighteenth centuries we
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find the prohibitive HyKtem laid down an the guiding principle
of tariff legi8lation in many countries, but in practice it was
always widely departed from, and generally employed only
as a retributive measure against particular countries whose
competition seemed dangerous at the time. Thus m England
the East India Company was granted the right to export
specie, which otherwise was forbidden. The extraordinarily
strict Navigation Act of October 9, 1661, was directed almost
exclusively against Holland, but even its Draconian penalties
were unable to prevent the smuggling trade in Dutch goods,
especially spirits. Trade with France likewise continued, in
spite of prohibitions on both sides, until it led to the con-
clusion of the commercial treaty of September 26, 1786,
containing mutual tariff-concessions. Trade with the Iberian
peninsula was placed on a favourable basis by the famous
Methuen Treaty of December 27, 1703, with Portugal, and
by treaties with Spain. According to available statistical

data, moreover, the imports of England in the eighteenth
century increased at least as rapidly as the exports ; accord-
ing to MacCulloch, the former rose in the period from 1698-
1701 to 1784-92 from an annual average of £5,600,000
steriing to £17,700,000, the latter from £6,400,000 to
£18,500,000.

In France, Colbert increased the protection in many cases
through the introduction of prohibitions, but the latter were
directed almost exclusively against the industrially more-
advanced England, and were unable to check importation
even from that country. According to Levasseur,^ the im-
ports of France from European countries increased in the
period of 1716-87 from 71,000,000 to 379,900,000 francs,
and exports from 105,700,000 to 424,400,000 francs. In
Austria, the first import prohibition (which affected woollen
goods) was contained in a decree of June 11, 1749, and in the
tariff schedules of March 24, 1764, and September 26, 1774,
the number of such prohibitions was increased. In the

' Histoire de» daasts ouvriires depuis 17S9, vol. ii, p. 380.
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schedules of August 87, 1784, and January 2, 1788, the

prohibitive system was extended in principle to all goods

which domestic industry was at all in a position to produce

in sufficient quantity and of satisfactory qu»»iity. At the

same time, however, the prohibitive principle was greatly

modified by the provision that such foreign goods were not

unconditionally excluded, but were merely ' removed from

commerce ', which meant that they could not be bought and

sold in the country, but might still be imported by private

individuals for their own use on the payment of a duty. This

example makes it particularly clear that the prohibitive

system at the most flourishing period of its history was

only a theoretical principle which in reality was subject to

extensive qualifications.

It is still easier to show that absolute free trade similarly

proved itself practically untenable, as in this case the demon-

stration may be limited to a single country, i.e. England.

No other country ever accepted complete absence of tariff

duties even as a theoretical principle. The English customs

tariff which remained after the Cobden Treaty of January 23,

1860, is treated as a purely revenue tariff, but features aiming

at incidental protection were by no means wanting in it.

For example, the treaty stipulated that upon goods which

were subject to indirect taxation in England, there should

be levied when they were imported from abroad, not merely

a duty corresponding to this tax, but a somewhat higher

rate to compensate the English producers for the increasing

costs which they encountered as a result of the collection of

the tax. But when we note that in the case of distilled

liquors, which were subject to an excise of eight shillings per

gallon, this extra duty was placed in the treaty itself at

two shillings, but in a supplementary article at five shillings,

we must by no means assume that the English Government

made so considerable an error in its cost computations.

Similarly in the case of malt and chicory ; the extra duty

made the tariff on foreign goods higher than the excise on

m
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the domestic product. Hardly had the Cobden Treaty been

concluded when the agitation began on the expresH basit* of

this disparity for compensatory duties against foreign boun-

ties on sugar. Even professed free traders supported these

claims, asserting that duties are reprehensible solely when

they seek to neutralize natural differences in situation and

not when they seek to neutralize artificial ones. These

theorists were not at all abashed at the paradoxical conclu-

sion that in such a case free trade itself requires protective

duties.* As compensation for the hall-marking fees, foreign

gold and silver articles were subjected to a duty of seventeen

shillings per ounce, and the repeal of this provision was not

decided upon until 1890, after India had been burdened with

the duty for many years. In 1888, again, the duty on bottled

wineswas temporarily increased for the purpose of encouraging

the domestic wine-trade. England also made the first move

toward increasing the stringency of the veterinary supervision

regulations, a device which was later to become on the

Continent one of the most effective -^eans of
,

ecting agri-

cultural products. Nor were protectionist ic ni nves absent

when in 1901 a duty on sugar was introduced, making

the rates higher for refined than for raw sugar, nor yet in

case of the export duty on coal (which, however, was quickly

dropped), though the fiscal needs which arose in connexion

with the South African War must be regarded as the principal

incentive for the imposition of this duty. Important substi-

tutes for protection were introduced by England in the trade-

mark law of 1887 and in the patent law of 1907. Further,

the building up of the British Imperial Customs Union, with

preferential duties for the mother-country, in the colonies

brought to naught one of the most important acliievements

of the free trade period, viz, the elimination of differential

duties. Finally, in May 1903, Joseph Chamberlain launched

the tariff-reform movement ; with a view to forming an

> Carl Johannes Fuchs, Die HandeUpolilik Englands und seiner Kolonien.

Schnften des Vereineg fiir Sozi<Upolilik, vol. Ivii, no. 4, p. 74.
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Imperial CuRtoms Union between the mother-couatry Mid

the colonies, the levying of the following moderate protective

duties WM advocated : ten per cent on manufactured good*,

two fthillingii per quarter on wheat (the average anmial

quotations in Lond< n for 1912 were thirty-six shillings «id

thirty-five shillings and tenpence for wheat), and of five per

cent on other necessities of life. The Unionist party decided

in January 1913, after excited debates, to eliminate the ques-

tion of a tariff on necessities from the campaign programme

and to submit it to the electorate for decision on the

occasion of a new election, since the general rise in prices of

necessities interfered with the immediate carrying out of the

project. Thus the English free trade of the past half-century

is nothing but a continuous struggle between theory and

practice, while the principle itself has been respected only

because it was hoped that the example of England would

affect the policy of foreign countries.

Another characteristic point is the metamorphosis which

the free-trade doctrine itself underwent, under the influence

of the still more emphatic demands of practical exigencies,

when it was transferred from England to the European

continent. The historical school of economics took its

theoretical foundation from the classic school, but was

compelled to effect a transformation of an especially funda-

mental character in the case of the free-trade theory. The

verdict of the historical school was that, in deciding upon

free trade or tariff protection, the question is not one of prin-

ciple but one of the circumstances and the object in view

;

that is to say, that in deciding the question of a raising or

lowering of the tariff level we have to deal with the concrete

conditions of the country, the varying factors of its develop-

ment and the goal toward which it is striving. The practical

issue is not as to whether duties should be introduced, but

whether they should be lowered or raised. In the ' free-

trade ' party in this sense we are therefore to include those

who advocate the retention of existing duties, or, perhaps.

if-
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the modification of certain duties, in opposition to the

* protectioniHts ' who advocate the increase or, as the case

may be, the retention of certain duties opposed by the 'free

traders' as too high.* But in reality there lies in this concep-

tion a denial of the principle, as the distinction between

the free-trade idea and that of protection is not one

of degree but of kind. If the historical school rccogniies the

validity of all the arguments of the classicists in favour of

the freedom of international exchange of goods, they cannot

look upon tariff protection an necessary, and restrict them-

selves to the framing of the issue as to whether this protection

is to be high or low. It is also a misunderstanding of all

movements for protection to ascribe to them the advocacy

of a steady increase in all protective duties, for often enough

the advantage of a protective tariff on one article may be

more than offset by protection on another. Hence this

opportunist point of view, which permits the theory to be

transformed m practice into its opposite, is untenable ; as

a matter of fact, the opposition is one of principle—that

between the national-economy and worlu-economy stand

points.

Theorieg of Protective Duties. Complete as has become the

victory of the protective-tariff idea in economic policy, its

theoretical basis was, and has remained, wholly inadequate.

The deepest cause of this strange phenomenon Ues in the

division in post-classical political economy, which on the one

hand was forced to yield to nationalist demands, and on the

other was dominated by the conception of a world economy

abstracted from all political boundaries and consisting merely

of economic individuals and not of great economic organiza-

tions. In this connexion we may distinguish between three

groups of theories, the developmental theories, the com;^.» v

satory theories, and defensive theories. The developmci .al

theories look upon world economy as an ideal, but as one

which cannot be reached immediately, but only by way of

> Rudolf Kobatsch, InUmalivale Wirtschajlspolitik, Vieuna, 1007, p. 19fl.

h
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a transitional stage of development through protective duties.

The compensatory theories seek a solution of the conflicts

which arise from the existence side by side of national economy
and world economy without concerning themselves with the

question of the ultimate goal of the development. The
defensive theories, finally, see in national economy itself

the permanent form of organization which on political and
economic grounds must defend itself against injurious ten-

dencies originating in the world-economy sphere. According

to the last view, the national economy is an organism, while

the world economy is merely a community of commercial

relations serving the interests of this organism ; hence it is

merely in an objective sense that the domestic market can

be distinguished from the world market which supplements

it, while in a subjective sense the control of both is to be
effected from the unified standpoint of national economy. On
the basis of this view, protection exists exclusively for the

purpose of securing the domestic r-irket. This might be
called the market theory, and in any . e it is to be numbered
among defensive theories.

The accredited founder of the developmental theory is

Friedrich List, though numerous anticipations of the view-

point are found among the members of the classical school

itself. Adam Smith repudiated developmental duties expli-

citly, because, while they might further a branch of industry,

they could not increase the national income, since the indus-

try of the country would in this way merely be diverted from
a more advantageous to a less advantageous employment.*

John Stuart Mill, however, regards protective duties, levied

for the purpose of overcoming a momentary advantage held

by a foreign country, as justifiable though only under the

three following conditions: (1) they must be merely tem-

porary ; (2) they must be limited to the so-called marginal

industries which are on the border of ability to meet com-
petition, and would have to suffer extremely under the

» Adam Smith, The Wealth of Maliong, book iv, chap. ii.

I K
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variations of world commerce ; and (3) the rate of the duty

must afford no profit.* The greatest representative of classical

doctrines on the continent, J. B. Say, also attempted to

justify developmental duties in case a branch of industry

promises in a few years to become so profitable as no

longer to need the protection.* This idea received a special

emphasis and more elaborate development at the hands of

Friedrich List. According to his view, also, protective duties

should be of a temporary nature only, though by no means

limited to a period of a few years, as Mill proposed. Further-

more, the protection was not to be for the advantage merely

of certain specified industries, since in a suitably situated

country almost any branch of industry may be made profitable.

List does, however, lay down an important limitation in that

he recommends the protective system only for the countries

of the temperate zone, since tropical countries must remain

agricultural countries, and even among the former nations

he regards as adapted to this policy only those which have

command over a considerable extent of territory, a dense

population, varied natural resources, and a fairly high degree

of culture. The danger of monopoly would be eliminated by

increasing internal competition.' The American economist,

Carey, also argued along similar lines. Among more recent

writers on commercial policy, Fontana-Russo represents the

same theory, and in general stands upon the same ground

as the classical political economy.* To the frankly agricul-

tural state, as well as to the highly developed industrial state,

unrestricted free trade must appear as theoretically the most

desirable and practically the best system of commercial

policy ; but in the period of transition from the agricultural

to the industrial state, tariff protection would be indispens-

able to offset the temporary lead of the older industrial

> John Stuart Mill, Principles of Political Economy, book v, chap. x.

» J. B. Say, TraiU iTicotiomie politique.

' Friedrich List, Nationales System der politischen Oekonomie, chap, xxvi,

* Luigi Fontana-Russu, Grundziige der Ilandelspolitik, German transla-

tion, Leipsic, 1011.
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countries. The evolutionary and historical standpoint upon

which Kobatsch takes his stand leads to a similar conclusion.

In his view, duties are not an economic but merely a his-

torical category, and under specified conditions they form

a suitable means of guarding the interests of a particular

national economy ; they are ' a necessary evil of historic

origin which will disappear as it has come when it has

lived its day'.*

But the most extensive recognition has been obtained by

the compensatory theories. A certain opposition soon

developed between the pure free-trade principle and its prac-

tical application. The theory demanded the removal of all

restrictions, so that each country might devote itself to those

branches of production for which it possessed the best natural

conditions ; in this manner the way would be opened to an

international division of labour which should prove no less

fruitful than the technical division of labour in a modem
factory. But practice soon found many cases in which the

unrestricted application of the free-trade principle would

have been a manifest disadvantage to the national economy.

Such free-trade theorists as Mill, Caimes, and the French

economists, get over the difficulty by distinguishing between

science and economic policy. The duty of the latter, in their

view, is not the blind application of the doctrine recognized

as correct by the science, which can only furnish the guiding

principle, and cannot be the practical guide, but rather a care-

ful consideration of the complicated human relations involved.

Free trade should be the rule, which would be only proven

by the exceptions in the way of tariff protection. If protec-

tion were the rule, every branch of production would from

the beginning have a right to cldm it, while in the other

case the validity of any claim to protection will have iirst

to be demonstrated.*

* Rudolph Kobatsch, op. cit., p. 239.

• Cf. A. de Lavison, Lm Protection par Its primes (Paris. 1000), pp. 7 ff.

;

Au);ier et Angel Marvaux, La Politique douaniire de la Prance (Paris, 1912),

p. 351.
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Such exceptional cases were recognized in certain branches
of production, as for example, that of food products and
that of means of defence or other articles which are so im-
portant to the interests of the community that a country
cannot rely upon commercial sources, and in such instances
must prevent the process of development toward international
division of labour. The cultivation of wheat, shipbuilding,
the iron industry, and the merchant marine, have been
repeatedly designated as such branches of production.
Cauwds, for example, says: Nous croyma quHl existe un
astez grand nombre tTinduatriea qu'on pent appeler necessaires

farce gu'une nation ne pourrait impunhnent etre pour elles

tributaire de VHranger. On avouera bien qu'il y a quelque

difference ifaire, par exemple, entre la bimbehterie et la marine
marchande, ou entre toiles dries et Vagriculture. Parmi les

industries vraimeni nationales, il en est qui se rattachent d la

puissance militaire, ainsi la marine, la mitallurgie ; d'autres,

foumissant a des besoins absolus de consommatum, daivent avoi,

leur sOge principal sur le territoire afin de ne pas manquer au
pays lors des interruptions de commerce produites par les crises

politiques ou par les guerres}

Furthermore, the business maxim deduced from the free-

trade doctrine, viz. that one should buy in the cheapest
market and sell in the dearest came into conflict with the
doctrine itself. That is, it soon became apparent that the
naturally most favourable market is not always the cheapest,
smce the natural conditions of production may be extensively

modified through cultural agencies. This truth was very
early manifest in England itself when the beet-sugar of the
Continent, encouraged by export bounties, deprived the
English sugar refineries of their means of subsistence. Accord-
ing to the free-trade business maxim it should have been
exclusively an occasion for rejoicing that the European
countries which produced sugar should tax themselves in

• Paul Cauw^, Court diconomie politique (third edition, F i. -s, 1893),
vol. ii, p. 485.

iSM.U
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order to furnish their product to Englishmen at an especi-

ally low price ; but according to the pure free-trade theory

the export bounties constituted an art^cial alteration of the

price based upon the natural costs of production. It was the

latter view of the case which led to an agitation in England,

b^inning in the year 1880, for the introduction of a com-

pensatory duty on sugar exported under a bounty. The

English government, it is true, rejected the proposal on the

ground of the most-favoured-nation treaties which were in

force, but the idea was later realized in the tariff legislation

of the United States of America (beginning with 1894) and

of British India (since 1897).

The inequalities in the tax rates of different countries have

repeatedly been pointed out. Inequalities in the consumption

taxes may be made up by the simple method of levying upon

the imported product also, in the form of a duty or super-

duty, a tax equivalent to that to which the domestic goods are

subject. But when the basis of the tax is not the product but

the productive enterprise, as is the case with many produc-

tion taxes, the difference in the tax burden can be equalized

only through the operation of a general protective tariff.

It is in this sense that Lorenz von Stein has conceived of

protective duties.'

The compensatory theory has further been recognized as

applicable in cases where ft country is very advanced in its

legislation for the protection of the working-classes, and on

that very account finds itself hampered in its ability to com-

pete with foreign countries. The most important example

is found in the history of the commercial policy of Australia.

As early as 1865 the state of Victoria was forced to

adopt protective duties because, with the discovery of the

gold-fields, wages had risen so sharply that the continued

existence of her young industries was threatened. The pro-

tective policy was continuetl in the tariff laws of the Common-

wealth of October 3, 1901, August 8, 1907, and June 3, 1908,

' L. von Stein, Lehrbuch der Finanzwissenschafl (Leipsic, 1886), p. 373.

I
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and found its most ardent advocates in the labour parties

themselves.^ The attempt was even made to procure for

the workers a dh-ect share in the advantages of the tariff

protection by laying upon certain branches of industry

a production tax equal to half the rate of the duty, with
the provision that the enterpriser could be freed from the tax

on condition that the wages committee should certify that

he paid just and adequate wages. In the United States, also,

the labour unions have frequently joined forces with the

trusts in advocating an increase in the tariff protection.

The desire to ward off the effects of sweeping increases

in the tariff rates of foreign countries is a further ground
which has led to the adoption of compensatory duties. When
some of the countries which have previously constituted the

principal market for a line of goods produced for international

exchange suddenly impose sharp restrictions on importation,

the producing countries cannot, on account of the extent of

vested interests affected, reduce their production—^the pro-

cedure which the classical school represented as unavoidable

—but will throw themselves with so much the greater avidity

upon the markets remaining open. As a result, the prices

will there be so reduced by the extraordinarily keen com-
petition, that the existence of the established enterprises wiU
be threatened. A compensatory duty is designed to prevent

or at least materially to mitigate such a disaster, borne in

upon the national economy from the world economy sphere.

The history of the beet-sugar industry affords an example
of this character. When in the interest of their sugar-pro-

ducing districts, the United States of America excluded

European beet-sugar by the Wilson Bill of 1894 and the

Dingley Bill of 1897, the product was thrown with so much
the greater force upon England and especially upon British

India, where in consequence a crisis in raw sugar production

ensued. When British India in turn imposed super-duties

Robert Schaohner, Australien

(Jena, 1009), vol. i, pp. 192 B.

in PoliU'i, WirUchafl und Kultur

L2
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in 1899 as a defensive measure, the raw sugar poured into

EU»tem Asia and especially into Japan.

Not merely the political measures of the state, however,

but the actions of private parties as well may force a foreign

country to retaliation, in case they result in extensive ex-

portation at cut prices. As early as the first decades of the

nineteenth century, English industries were employing the

expedient of selling in foreign marke's large quantities of

their manufactured products at prices below the cost to

themselves in order to nip in the bud a similar industry

developing in the country of import. Under present cir-

cumstances, solicitude for the domestic market leads to price-

cutting exportation more frequently than does concern for

markets abroad. Under two sets of circumstances particu-

larly, modem industrial combinations resort to a reduction

of prices in foreign markets below those obtaining at home.

In the first instance, the trust-controlled goods are frequently

sold at a reduced price to industries which further elaborate

them in the home coimtry in case the finished product is to

be exported, when otherwise the elaborating industry would

not be able to meet the competition in the export trade. In

the second instance, the goods themselves are sold at a lower

price abroad, when by so doing pressure can be removed

from the domestic market, and hence the domestic price be

raised to approximate equivalence with the sum of the world-

market price, the freight and the duty. The establishment

of such a reduced price abroad does not in itself signify sale

at a sacrifice, for there is a corresponding gain through the

higher domestic prices that are rendered possible by the

lightening of the domestic market and the protective duties.

Advantage will be taken of this policy whenever the domestic

price imder high tariff protection is so profitable that its

maintenance will reward a sacrifice in exportation. In this

case we have an example of the so-called ' dumping system
'

later to be discussed. According to Fontana-Russo,^ the

> Fontana-Russo, op. cit., p. 195.
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protective tariff is justifiable in such cases because it

neutralizes an artificial cause of competition, and hence

the usual reproach of disturbing the natural development of

economic forces cannot be brought against it. The proposal

introduced into the English parliament by Joseph Chamber-

lain on May 28, 1903, for the imposition of protective duties

(' Tariff Reform ') was principally motived by reference to

the cut-price exportations of German and American indus-

tries. Canada, in the tariff law of August 10, 1904, has intro-

duced a speci duty on goodswhose contemporaneous market-

price in the country of production is higher than the actual

selling-price in Canada. By the terms of the law of April 12,

1907. now in force, this special duty is to be gauged according

to the difference in price up to a maximum of fifteen per cent

ad valorem. Australia has proceeded along the same general

lines, while in British South Africa a commission appointed

in the fall of 1912 in connexion with a revision of the tariff

has made a similar recommendation. Finally, in the draft

of the new American tariff law (Underwood Tariff Bill, 1913)

a clause was contained according to which, in addition to

the duties otherwise fixed, a special tax or * dumpmg duty ',

equal to the difference between the export price of goods

and their market value for domestic consumption in the

country of origin is to be collected. This special duty was

not to exceed fifteen per cent d valorem, and in addition

goods already subject to a duty of fifty per cent ad valorem

are to be exempt from it.

According to the theories so far discussed, protective duties

would still be only an exception to the rule of free trade,

and hence would not occur as a permanent and general

institution. The actual commercial policies of the countries

of continental Europe, on the other hand, very early dis-

regarded the fundamental position of the classical school

that the international exchange of commodities equalizes

differences in production costs. Instead, they made these

very differences the basis of protective tariff systems,
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untroubled by the question as to whether the differences

were to be traced to natural conditions (mineral wealth, geo-

graphical position, &c.) or to the institutions of the country

(means of communication, taxation systems, Ac.). The most

recent tariff discussions have been replete with such calcula-

tions. From motives not difficult to fathom, the most favour-

ably situated competing country and the domestic production

district operating under least favourable conditions were

preferably chosen as a basis of comparison. These figures,

to be sure, were not used for an exact computation of the

rates of duties, but only as illustrative examples. Richard

Schiiller has attempted to give a scientific foundation for

this practice by means of a more careful investigation of

production costs.^ He maintains that the law that costs are

increased by extending the scope of production is valid not

merely for agriculture but for manufactures as well. In

cases where in fact a reduction in costs ensues, it should be

attributed to the progress of industrial technique by means
of which production could have been cheapened even on the

old scale. This position is quite untenable, as advances in

industrial technique are usuaUy the result of the extension

of the market and of the scale of production ; nor would the

rapid growth in the concentration of industries in combines,

trade agreements, trusts, &c., be possible if an increase in

production involved higher costs. So much only is true, that

the costs do not decrease uniformly but may also suffer

temporary reactions. Production-costs of the different com-
modities—Schiiller further argues—are also very unequal

within a country on account of the differences in conditions

as to soil, freight, labour, and capital, and the variation

between the highest and lowest costs is considerable. He
would regard a country as in a position to export when the

highest costs to be undergone in covering its needs are lower

than the highest costs involved in producing in the import

country a supply sufficient for its total consumption. If the

> Richard SchOller, SrhulzzoU und Frtihandel, Vienna and Leipsic, 1805.

i I
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difference between the highest and lowest costs in a country

is large, this would signify that production could be extended

under unfavourable conditions only, and hence a duty would

work the more advantageously in proportion as this difference

were less. The other factor to be considered would be the

so-called ' superiority ' of the foreign country, which is re-

garded as being greater the farther its price rests below the

domestic level, and the greater the foreign production.

But it is erroneous to assert that an extension of production

must be at costs which are higher the greater the variation

in cost already present. The greater the production, the more

strongly will capital be attracted, which, as Schiiller himself

admits, produces its first effect in equalizing the variations

in productive conditions. In practice such theories fail

because production costs cannot be controlled or even exactly

computed. The significant question relates, not to the costs

involved in turning out a unit of product (consumption of

material, wages of labour, Ac), but in an ever mcreasing

degree to the general costs which must be incurred in main-

taining and conducting the enterprise (mechanical power,

light, expenditures for officials and supervision, laboratories,

interest, depreciation of invested capital, taxes, insurance

premiums, &c.), as well as in marketing the finished goods

(sales, warehouses, commercial travellers, advertising, &c.),

and which only by means of a rather arbitrary estimate can

be reckoned against a particular unit of the product. In the

case of agriculture any attempt at such a computation must

be abandoned in view of the great variations in yields, the

interconnexion brought about by crop rotation between the

costs of different crops (e.g. legumes as fertilizing agencies)

the dependence of grain culture on stock-breeding, &c.

The developmental theories regarded the economic indi-

vidual, disassociated from his political allegiance, as the

ultimate end and the political state as a means of access to

him, and an obstacle which could be overcome ; the com-

pensatory theories concerned themselves not with the final
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goal of development, but only with the friction Hurfacea of

the two kinds of interacting economic units. The defensive

theories in turn Mew the politico-economic state as the final

and permanent organization to which world-economy con-

siderations must be subordinated to the extent even that

under certain circumstances they may be restricted by
protective tariff measures. The classical school, it is true,

was correct in the assertion that in the international inter-

change, individual men and not peoples or states carry on
commercial transactions, but it completely overlooked the

fact that commerce must be carried on across political

boundaries under conditions essentially different from those

obtaining within such lines, as the individual is influenced in

his economic activity also by the political community. In

a scientific sense these theories are still very incompletely

worked out. Attempts in this direction developed out of the

controversy carried on about the end of the century in regard

to the agricultural versus the manufacturing state {Agrarataat

und Indu8trie$taai). It was averred that the international

division of labour had led to a dangerous one-sidedness in

the economic character of the state, and to a separation

between raw material producing and manufacturing countries.

This condition was regarded as placing the latter in a dan-

gerously dependent condition, since the raw material countries

will naturally become industrialized, and hence bo able to

purchase smaller and smaller quantities of manufactured
goods, and furnish to other countries smaller quantities of

the means of life. Or this account the agriculture of western

Europe should, it was claimed, be rendered more efficient

by the levying of " maintenance duties '. This reasoning led,

however, to an extreme position, the error of which has
already been pointed out. The political motive is emphasized
by Eugen von Philippovitch, who sees the decisive factor in

all commercial policy in the fact
—

' that it represents the

co-ordination of the economic forces of a community which
strives to assert and maintain itself as a political unit '.
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The itaailich-politiache Moment 'u in his view the most

important ' since from the economic standpoint the distinction

between Triest and Bodenbach is greater than that between

Bodenbach and Dresden '.'

Our own view is derived froi.i a criticism of the foregoing

theories. The national economy being in our conception the

highest organization, and that to which world-economy re-

lations must continue to be subordinate, the developmental

theories at once fall to the ground. The condition of an

economic world community, independent of political boun-

daries to which developmental duties would look forward,

is neither possible nor desirable. Compensatory theories,

however, which aim to offset differences in production costs

or in some elements of such costs at home and abroad, are

likewise incorrect. If the differences are the product of

political policy, as, for example, the taxation system, they

can at least in the course of a somewhat lengthy period of

adaptation be likewise artificially done away with. Natural

distinctions based on location, character of the soil, &c., are

found also among domestic establishments ; hardly two

enterprises operate under equally favourable conditions, and

ill this way we should be forced to advocate the levying of

duties within a country. From this theory would also follow

the fatal error that protection should be extended to every

branch of production in any degree possible within the

country, in spite of the fact that the encouragement of many
industries would do far more harm than good on account of

the immoderate increase in the costs of the partly manu-

factured material to be improved and finished. Our con-

ception leads ' herefore, immediately to the defensive theories,

though of these latter we must at once reject those which

advocate shutting out all world-economy influences. Philip-

povitch occupies the correct middle ground, but alongside

the |sulitical moment which he emphasizes must be placed

' Book review in Zeitachrift fUr Volkmrirlsehafl, Sozialpolilik und
yetwaUung (Vienna, 1905), vol. xiv, no. 4.
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an additional economic one. The political boundary will

increaae not merely the political but also the economic

differoices between places as compared with equally widely

separated ones within a country. On crossing a frontier the

Ruurket for every kind of goods changes, even disregarding

the duty, under the influence of different transportation and
conunercial institutions, different taxation, legal system, Ac.
The aim of modem tariff protection, as already explained in

the case of economic protective policy in general, is to m""

the political power as a means of securing to a partici ' .

national economy its own domestic market.

Import Dutiet. Of by far the greatest importance {•>'. 'ho

protective policy are duties on imports. Leavinf 1 1 ^ 'J

account revenue duties levied on purely fiscal groui;<i,- 'c

fall into two groups, agrarian duties on agricultural Mn,di< i

and industrial duties on manufactured goods.

In the early history of the protective policy, agij.m iir>

duties were expressly repudiateid, since they would only liuv>

impeded the desired industrialization of the country N\

increasing the cost of living to the population, and hencc
raising industrial production-costs. Besides, agriculture, ui

the days of primitive means of communication, already

enjoyed a sufficient degree of natural protection in the form
of freight charges. But the rapid growth of American com-
petition in grain in the decade of the 'seventies in the nine-

teenth century, forced the countries of continental Europe to

take defensive measures, and the result was the imposition

of protective duties on live-stock and animal products. But
in the manipulation of the veterinary police regulations

a weapon was soon found so convenient and so effective

that the live-stock duties presently sank to a position of

merely nominal significance. In this connexion an opposition

made itself manifest, tliough at first in only a moderate
degree, between small farming, which looked for its profit

chiefly to stock raising, and even frequently enough appeared
as a purchaser of grain, and the large landowners specializing



COMMODITIES : NEGATIVE MEASURES 155

mors in grain production. In the courae of the fiirther

development, wines and also various garden and truck pro-

ducts were successively included in the protective group, as

it became evident that in these cases also we have to do with

intensive cultivation.

The highest duties on grains are found in Portugal and

Spain, after which follow in order Italy, France, Germany,

and Austria-Hungary. The duty on wheat may be taken

as representative of thi^ clasH of impofltn, and is shown

for the different European countrieN in the following

tabic:

1 .!.

1

1

1

<UTY ON WOKAT (RaTB PmBSCBIBBD IN TrEATIM) IN MaBKS FEB HUNDBEO
KlUMBAMS

Country.

Portugal

Spain

Italy

Germany
Auitria-Hungar)'

Norway .

Sweden .

Serbia

Bulgaria

Switzerland

Roumania
RuMia
Denmark
Belgium .

Great Britain .

Netherlands

United States of America
Japan

RaU.

Amount to be imported limited,

duty adjusted from time to

time.

6-48 (With occasional teniporar>-

reduction)

<)-o8

5-66 (With occasional tem|K>rary

suspension)

5-3S
48f>

4'lO

4-05

0-40

024
0-04

free

3QS
J -68

1 cotton and iron industries afford the best indication

of the amount of industrial duties, since their products are

staple articles of world trade, and are found present in almost

every country at the beginning of industrial development.
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In order, however, to make comparisoQ possible, in view of

the multitudinous character of the products, certain specified

typical articles have been chosen and traced through all the
tariff schedules. The following tables show the duties on
the goods indicated in the different countries, computed in

marks per hundred kilograms. The rates are prescribed by
treaties with almost universal uniformity.

TABLE I

Duty on Cotton Yarn, No. 36 Enousb. Single, VNBI.P.AC11KD

Spain I40'o Franra • I4'99
Russia 10813 Norway • I3'50
Portuga] 6804 Belgium • I2*I5
Greece 4860 Denmark 7-04
Serbia 4050 Roumania . 4-05
Bulgaria 32-40 Turkey 11% (od vaiorem)
Austria 'Hungary 2805 Netherlands free

Italy 2673 Great Britain free

Sweden 22-50 United States of America 67-20
Germany . 180 Japan . 22-28
Switzerland 16-20

TABLE II

Duty on Cotton Fabric, smooth, unbleached, of a weight of 10 kilo-

grams per hundred square metres, made from No. 50 yam, counting
38 threads to five millimetres square.

Russia 1,161-0 Roumania
• 56-70

Spain 352-35 Sweden • 56-25
Serbia 105-30 Bulgaria

• 3240
Portugal . 92-99 Norway • 28-13
France 8667 Switzerland 810
Germany 700 Netherlands . 5% (ad vaiorem)
Greece 64-.''.o Great Britain tree

Belgium . 6480 United States of America 51-87
Italy

Denmark
63-18

5680
Japan . 62-70

iLi IiH
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TABLE III

Doty on Cotton Fabbic, lame aa in Table II except printed in Uiree

coloun

Ruaaia
Portugal .

Spain
France
Denmark
Italy

Sweden .

Norway .

Austria-Hungary
Gennany
Serbia

Ii404'0

36288
29970
15228
151-68

129-68

»2375
1-8375
121-55

I20-0

105-30

Greece
Belgium
Roumania
Bulgaria

Switzerland

Turkey
Netherlands

Great Britain

. 97'*o
81-0

68-04

• 6075
48-60

11% (od valorem)

5% (ad valorem)

tree

United States of America 103-74

Japan . . . 87-14

TABLE IV

Doty on Laces, machine-made, unbleached, of a weight of 25 kilograms

per hundred square metres

Russia
Spain
fV>rtugal .

Norway .

Austria-Hungary
Serbia

Sweden
Italy

France
Greece

Germany .

2.539*0

IrfJ93"50

816-48

674'50
561-0

486-0

4500
405-0

405-0

370-65

350-0

Roumania •

Bulgaria
Denmark
Switzerland

Belgium
Turkey
Netherlands

Great Britain

United States of

Japan

. 328-0

• 283-50

. 227-50
81-00

i5%(<»d valorem)

11% (ad valorem)

5% (ad valorem)

tree

America

45% (od valorem)

69-60

TABLE V

Dtjty on Bab Ibon, unfashioned

Russia .

France
Spain

Italy .

Austria-Hungary

Roumania
Serbia .

Bulgaria

Denmark
Germany
Belgium

0-89

6-07

5-«8

4-80

4-25

243
2-02

2-02

1-17

ID
0-8i

Portugal

Switzerland

Turkey
Netherlands

Norway
Sweden
Greece
Great Britain

United States of America
Japan

0-68

0-24

11% (ad valorem)

5% (ad valorem)

tree

free

free

free

278
2-09
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TABLE VI

Di;tv on Sheet Iron of a thickness of 1 miDimetoe

Ruwia
• 13-85 Dounark i'J7

France
• 1093 Belgium o-8i

Italy . 972 Switzerland 0-49
Austria-Hungary 850 Turkey 11% (ad valorem)
Serbia 810 Netherlands 5% (ad vaUnem)
Portugal . 680 Greece tnt
Spain . . 648 Norway tnt
Germany

• 450 Great Britain tne
Sweden 450 United States of America s •s6
Roumania 408 Japan . . 2-61
Bulgaria

• 324

TABLE VII

Duty on Sewi;<G Needles, of a length less than 5 centimetres

Uu5-;a 641 -O Denmark • 75-0
Spa'.i 2430 Italy . 64-80
I'oitt;gal 22675 Sweden 450
France 202-50 Switzerland 40-50
Roumania . 162-0 Belgium i3"b(ad valorem)
Austria-Hungary 144-50 Netherlands 5°o (ad valorem)
Greece 126-52 Great Britain free
Germany . 100-0 United States of America
Serbia 97-^0 25°o (ad valorem)
Bulgaria

Norway
89-10

84-38

Japan 175-89

ri«

Export Duties. While in the case of import duties the

protectionist influence has become completely dominant, in

that of duties on exports the commercial policy interest falls

far behind fiscal considerations. This foUows from the

circumstance that the opportunity less and less frequently

presents itself of securing important raw materials for a par-

ticular national economy by restricting exportation. An
increase in Ihe revenues of the state can be anticipated only

in case the country holds a monopoly in the goods upon
which an export duty is levied, for only in such a case will

the foreign producer be compelled to pay tlie price increased

by the export duty. It is true that the monopoly need not

be so absolute that the article is exrlusively the product of

a single country as, for example, saltpetre of Cliile. The
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position of relative monopolization may suffice, as when

one country alone is able to funiish an important quality

of the product ; such a position is occupied by Sweden in

the case of high-grade iron ores. Or again, in consequence

of a combination of varied factors as to situation and means

of transportation (by rail or water), a country may occupy

an exclusive position in regard to supplying particular

markets. An example of this is to be found in the situation

of Canada relative to tho demand of the United States of

America for rough timber Such situations are much more

likely to arise in the case of colonial products than with

those of European industry, which wiU explain the fact

that in oversea countries revenue duties on exports for the

special products of the country arc frequently met with.

Examples are the export duties on coffee and caoutchouc

in Central and South American countries, on ivory, rubber,

and ostrich plumes in African districts, animal products in

South America, hemp and other articles in the Philippines,

tin in the Straits Settlements, &o. This source of income is

rather insecure, however. The monopoly of a country may

be broken down by the discovery of new sources, by the

transplanting and acclimatization of animals and plants, or

by the transfer of consumption to substitution products.

Moreover, no monopoly is unrestrained in its price policy;

each and every one must reckon with the possibility of reduc-

tion in consumption and the entailed increase in production

costs. The history of the export duty on spices in Ceylon, of

that on tea in China, and of that on cofte" in Brazil and the

Central American States, affords abundant proof of this thesis.

In European countries the mercantilistic school empha-

sized the importance for commercial policy purposes of

export duties, which were to be so designed as to secure to

domestic industry a cheap supply of production goods and

hence an advantage over foreign competition. But in the

course of time the most important raw materials became

staples in the worid market, and as a result export duties
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in a sii^pk country can no longer make it difficult for any
industry to Mcure its sup^dies. After the displacement of

mercantilistic ideas in the free-trade era, export duties also

disappeared from European custwns tariffs. This change
occurred in England in 1845, in France in 1867, in Prussia
in 1865 (with the exception of a duty on rags), and in Austria
in 1865 (with the exception of the duties cwi rags, hides, and
bones). Recent years have, however, brought with them a
partial revival of thecommercial policy interwrt in exportation.

The export duty on various waste products, which has
survived in some degree to the present, is subject to special

considerations. We are here deaiing, not with products
which can be increased in quantity at will, but with a given
stock of goods which may be marketed at home or abroad,
according to the policy pursued. The article of greatest

significance in this connexion has been rags, which formerly
constituted almost the sole raw material for the manufacture
of paper. But with the development of the publication of

books and periodicals this source soon became insufficient

to meet the rapidly rismg demand for paper. The industry

has since, to be sure, got over the difficulty. Mter many
experiments a new raw material was found in wood, which
after converaon by mechanical means into wood-pulp, or

by chemical processes into cellulose, was rendered admirably
suitable for paper manufacture. None the less, the export
duty on rags has been retained in many of the new tariffs,

as rags continue to form an important raw material for some
special articles at least. Germany discardeci the duty in

1873, but it is still to be found in the tariffs of Austria-

Hungary, Italy, Russia, Spam, Greece, &c. In addition, the
Swiss tariff contains export duties on skins, hides, bones, and
old iron, that of Russia on old rubber, the Roumanian on old

leather, hides, and bones, and the Italian on iM silk refuse, &c.

In recent years wood has become an object of concern for

commercial policy. In consequence of the enormous require-

ment for wood in manufacturing and in builchng, the countries



3

COMMODITIES : NEGATIVE MEASURES 161

which control large forest resources are solicitous lest wasteful

exploitation and large-scale exportation may work to the

disadvantage of their domestic wood-working industries.

Frequently a foreign country may m this way be placed in

a position to compete with such domestic industries ; thus

the German and Italian paper manufacture is mmntained

with Austrian wood, the Spanish bent-wood furniture industry

with Austrian beech splints, the paper industry of the United

States with Canadian wood, &c. On this account the fol-

lowing countries levy export duties on the products indi-

cated : Norway on lumber and bulding timber, Sweden

(since 1905) on timber and wood pulp, Roumania (since

1905) on oak timber in the rough, and the Canadian pro-

vinces of Ontario and Quebec on wood suitable for paper

manufacture (pulp-wood). As Russia has a natural monopoly

of aspen wood, which is indispensable in the match industry,

the manufacturers demanded a duty on this variety of wood.

Similarly, in the discussion preceding the enactment of the

Tariff of 1906, certam Austrian industries, such as paper and

bent-wood furniture, proposed export duties for the pro-

tection of their raw material supply.

Another important raw material to he considered in con-

nexion with an export duty levied with a view to commercial

policy is iron ore. Such a duty is levied in Spain, where aie

produced large quantities of ore free from phosphorus and

with a high iron content, which has become indispensable

to Germany and other industrial countries of Europe. The

same question has been much discussed in Sweden, which,

on account of the high quality of the ores rather than the

amount of production, furnishes raw material for the entire

European iron industry. In the year 1905 the government

introduced a bill in which an export duty of one krone

per ton was imposed. In the Swedish-German commercial

treaty of May 8, 1906, however, as well as in that of May 2,

1911 (Art. 10), Sweden assumed the obligation of leaving

the exportation of ore duty free.

In the tax commission of thf German Reichstag the

Uta.u M
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proposal was made, on March 1, 1906, for introducing export

duties on crude potassium salts and potassium products,

coal, lignite, and coke.* The purpose of the export duty on

potassium was to utilize the natural monopoly held by

Germany in potassium mining to procure a new source of

income for the state, and also to afford an advantage in price

to German agriculture over American, and finally to protect

valuable natural resources against too rapid exhaustion.

But it was pointed out by the opponents of the proposition

that at higher prices the German potassium can be replaced

in America by potassium from other than mining sources,

such as cotton seed meal ; also, that domestic agriculture

already possessed an advantage without the duty ; that in

the United States the principal demand for potassium comes

not from the grain-producing northern states, but from

the cotton- and tobacco-growing South ; and finally, that

exhaustion of this German natural resource is not to be

feared since, according to official statements, the supply is

sufficient for thousands of years. As to German coal, it was

shown that it has in no case an uncontested market in which

it could shift an export duty to the purchaser ; it is every-

where in competition with the English, Belgian, and Austrian

product. A reduction in the domestic price, moreover, was

not to be anticipated, as the coal-mining industry, in con-

sequence of its highly developed combinations, can diminish

production to correspond to the lessened demand. As

a result of the unfriendly attitude of the government, the

proposal fell through at the second reading before the Tax
Commission on April 27, 1906.

The export duty on coal and coke, amounting to one shilling

per ton, which Great Britain imposed in April, 1901, was

motived by fiscal considerations and resulted from the

increased financial needs of the state arising frcm the Boer

War. It was, however, no doubt intended to serve sub-

sidiary commercial-policy ends as well. In the districts not

subject to foreign competition—that is, in South America,

' Ilerniann Levy. AusfuhnSUe unddie deutache Handelspolitik, Berlin, 1907.
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West Africa, and the Mediterranean region—a rise in the price

of English coal was in fact effected ; but the result in other

markets was so much the more unfavourable, and the extent of

the competitive field of course grows pari passu with the loss

by England of her dominant position in the world's coal market.

The export duty was for this reason quickly laid aside.

2. Freight-rate Protection

Genesis of Prutectian by Freight Rates. The extent of the

market for any product, and the competitive relations depen-

dent thereupon, are not determined by geographical distances,

but by the means of transportation and the cost of freight.

When a productive industry is secured against foreign com-

petition through the fact that the foreign product, on account

of the lack of transportation media or because of the high

transportation-costs, is unable to overcome the disadvantage

of distance, the industry is said to enjoy freight protection.

If, on the other hand, the freight rates are designedly set at

different levels by the carrier, for the purpose of favouring

some branches of production to the disadvantage of others,

the case is one of freight-rate protection. Protective duties

have repeatedly been made necessa'-y by the very fact that

with the development of new means of transportation, or

through reduction in the previously obtaining rates, a need

arose for equalizing the increased competitive power of

foreign producers. As duties were thus used to offset freights,

freights soon came to be u>ed as a weapon against duties.

The sudden requirement for protection on the part of

European agriculture, for example, was the result of a revo-

lutionary change in transportation facilities. In the first

place, the American railways, by their growth and competi-

tion in rates, reduced freights to such a point that the

difference in the price of wheat in New York and in the

interior of the United States fell in the period from I860 to

1890 with astonishing rapidity. According to the official

statistics of the Department of Agriculture in Washington,

the average price of wheat in the years 1862-66 was in New
M2
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York 185.1 cents per bushel (206.6 marks per ton), and in

the interior of the country 90.7 cents per bushel (14S.0 markH

per ton) ; in the years 1887-90, on the other hand, the New
York price was 80 cents per bushel (184.7 marks per ton),

and the interior price 76.4 cents per bushel (116.4 marks per

ton) ; that is, at the earlier period the diftenace in price

was 44.4 cents (66.6 marks per ton), while at the later period

it was only 3.6 cents (7.3 marks per ton). The railway

freight charge between Chicago and New York was reduced

from an average of 13». lid. per quarter in the years 1866-70

to 3>. Id. in the years 1901-4 ; the ocean freight from New
York to Liverpool, moreover, actually fell from an average

of 2a. lid. in the years 1871-5 to 4d. in the years 1901-4.

The starting-point for freight-rate protection was very

different from that for protective duties. A duty is a tax

collected at the frontier of a country, and the determining

factors in fixing its amount have always been found in

considerations relating to the economic interests of the com-
munity. They have been levied for the purpose either of

increasing the income of the state or of protecting domestic

productive establishments. Freight rates, however, are

adjusted according to the yield of the transportation service,

and hence are determined by considerations of a purely

private-economic character. The general economic interest

first made itself felt with regard merely to the height and

application of the railway rates as a whole. The railway

enterprises were forced by charter provisions or by a settled

policy of rate regulation to keep the transportation charges

at a moderate height ; and the principle also gained general

recognition that each rate in the schedule must be general

in its application, excluding all special favours to individuals.

But the interest of the conununity may be injured by too low

as well Af. by too high rates, and by especially favourable

condition^ with regard to goods as well as by those of a per-

sonal character. The railways sought to make their freight

earnings as large as possible, and so attempted to attract

foreign shipments by low rates on importations and througli

I
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traffic. This brought them into conflict with the economic

policy of the state, which, in the contrary direction, seekn

to facilitate exportation relatively to importation. The

g railway flchedules operated, in the words of Bismarck,* as

a ' compensatory duty ' against the customs tariff. Recog-

nition of this fact was all that was necessary to insure the

transformation of the schedules into an instrument of

goi'emmental economic policy.

Schedulet affecting Importa. An injury to domestic pro-

duction relatively to foreign competition could be brought

about by the railway freight tariffs, even in case of uniform

rates, as these might in fact be susceptible to better utiliza-

tion from abroad than at home. The simplest case which

may occur is that in which a foreign producer operating at

lower costs than domestic industries is enabled by a low

transportation rate to deliver his goods at a domestic con-

sumption point at a price to meet the domestic competition.

This is illustrated by the following diagram :

•

,.»>^ ProdotTjpn
J^ . CtrtTrc
'lioiwti'tt -• ^

Po**lf _-s

Station

Forctqn R'oduction

CcnTrc

Domestic production costs

Foreign production costs

Inland freight, normal, i pfennigs per km., for 500 km.
Inland freight, reduced, i pfennig per km. for 400 km.
Foreign freight, 2 pfennigs per km. for ick> km.

Per too kg.

54
6

3
2

Communication to the Bundesrat, December IS, 1878.
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It will be seen that the example illustrated givef. the
following competitive data :

Pbicu in Intkmob or CouNrmv with Nobmal Fbkioht Ratkii

DomMtic Commodity

—

3f

.

Production coata (x>

Freight t

62
Foreign Product

Production co«t» 5^
Freight (Inland) (,

Freight (Foreign) 2

fti

Pbices in Interior or Cocntby witu Hkoiced Freight Rateh

Domentic Goods

—

JH.
Production coHt>, . .60
Freight ,

hi
Foreign Product-

Production (MwtN . . • 34
Domestic freight

j
Fonign freight i

5')

Thus the foreign product would bear the same price as the
domestic goods under the normal rates, and two marks
cheaper afier the rates were reduced.

It is possible that the foreign producer may be favoured
even under equal production costs, in case of inequalities in

the rates of different railways, which may be combined to
give him an advantage at the domestic consumption point.
Let us assume that the railway A in the sketch below repre-
sents the means of communication with a foreign production
centre, a coal-mining district for example, and the railway B
that with a domestic centre equally distant from the con-
sumption point. The railway A will naturally strive to

secure coal freights, and will grant rate concessions which
the railway B may not feel called upon to meet for the reason
that the domestic coal-field has access to no other market
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than the domeatic consumption point in quention.

Mtuation will then be aa follows

:

.-*9ror«tqn Production
Cerifrc

The

<

•?
M
<
If.

I

"inr¥ cooKm.

\

i

i

S
V
t

/

\

Domestic Consumdtienj
Poi»r '^,.-'

\._..

Domestic production costs

Foreign production costs

Freight (normal) i pfennigs |)cr km. for ^ao km. .

Freight (reduced but only on R. H. " A ") i pfennig per km.
for 200 km

Ptt it» kg.

M.
60

54

4

The competitive conditions are these

:

Pbice at Conbumption Poi.nt fob Domestic Product

M.
Production costs . .00
Freight 4

64

Price at CoNSUMmoN Poivr fob Foreign Coal

M.
Production costs . .Go
Freight ...... 2

6z

Thus the foreign product will sell two marks cheaper than

the domestic at the consumption point, even though the

freight rates of both railroads apply unitormly to all goods

without distinction as to their foreign or domestic origin.
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In the previous cases the rate policies of raih-oads

operating according to private-economy principles lead
undesignedly to a preference for imported goods over home
products. But there an many instances in which the dis-

crimination in favour of foreign industry is deliberate, and
in which private-economic and national-economic interests

come into open conflict. Such rate concessions may operate
to modify or completely offset the effects of import duties.

All these cases may be reduced to a competition between
routes, either between two domestic transportation enter-
prises (railways, canals, &c.) or between one domestic
route and a foreign route. The operation of competition
between domestic routes may be seen from the following
diagram

:

Foreign Production
Centre

Domestic Production
Centres

Domtstit Consompfion
Pent

It will be seen from the sketch that the longer but cheaper
water route (river or canal) will fix the freight charges from
the foreign production centre to the domestic consumption
point, and hence that the railways A and B must lower

i S
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their rates at least on certain articles and for certain seasons.

In the case of shipments from domestic production centres

this necessity does not apply, since they lie on the railroads

only and not on the water-way. It is therefore possible

that the freight on foreign goods will be not merely rela-

tively but also absolutely lov/er than that on the home
product.

The following diagram illustrates the case of competition

with foreign transportation enterprises

:

*., ,,.'' \ CoontcyA

Pfoductioni
Centre

\

.« Consumption y^ Prod ucti n /

Centre I

'II

I'll

' 11

t

The railways B and C stand in a competitive relation with

regard to the freights from the production centre of coimtry A
to the consumption point in country C. The line C may be

forced by this competition to grant exceptionally low rates

to freight from the country A, while no such compulsion

exists in motives of private profit for the granting of similar

rates to the domestic centre of production of the same goods,

since to the latter no other road to market is available.

The foreign product will in fact be given more favourable

terms than the domestic. A particularly apt illustration
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of this procedure was afforded by the competitive struggle,

especially keen in the decade of the 'nineties, between the
German and Austrian railways for the transportation of

Russian grain to southern Germany.
Such occurrences drew public attention to the economic

significance of railway tariffs ; the economic interest of the
community received continually greater emphasis, and finally

the freight rates on imports were transformed from an
obstacle into an instrument of the protective policy, from
a compensating into a supplementary impost. In this pro-
cess, however, a difficulty had to be overcome which lay
in the generally recognized commercial-policy principle of
mland parity- or uniformity of treatment within the home
country. It is to be borne in mind that three prin-
ciples come into play in the mutual economic relations of
sovereign states. These are the principles of (1) reciprocity,

(2) most-favoured-nation, and (3) inland parity {Inlands-
paritdt).

Reciprocity carries over into the relations of economic
stages the private-economy viewpomt that to every conces-
sion must correspond a definite compensating concession df
equal value. A foreign country will therefore be granted
participation in a new concession only when it purchases
the right to such participation by itself granting a new
privilege. But the development toward world economy was
impeded by the fact that the more frequently commercial
agreements were concluded the greater became the danger
that a privilege once purchased would become valueless
through the subsequent grant to a competing country of still

greater concessions. It was recognized, iPoreover, that in
the competitive struggle it is not specific advantages which
are so significant, but rather general uniformity in the com-
petitive conditions. As a result, reciprocity ceased to be
a factor in European tariff policy, and retained its position
in that of America only because of the peculiar econor<ic
situation of the countries in that part of the world. At best
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it was only applied in special cases in which the issue was

not merely a negative toleration but positive action on the

part of the political power in favour of private enterprises.

Such cases are found in the admission of business corpora-

tions or travelling agents, which may be conditioned on some

special concession or privilege, or in connexion with the pro-

tection of working-men und working-men's insurance, where

political institutions are made accessible to foreigners, or

the like.

Protection against future injuries through the granting

of further advantages to other countries was offered by the

most-favoured-nation principle. Under this system all later

concessions granted to any state whatever were guaranteed

to the power concluding the treaty, without c^/mpensation

and without further negotiations or a new agre .lent. This

meani, however, that one foreign nation is placed on an

equaUty with other foreign nations, i. e. only ' foreign parity
'

(Awlandsparitat) ; in the nature of the case, therefore, it

affects only such measures of economic policy as relate

exclusively to foreign goods and foreign persons, such as

regulations regarding duties and customs administration,

the admission of consuls, &c. On the other hand, for those

measures of economic policy which affect in the same way
foreign and native persons and goods, and which involve no

positive action, but only a negative sufferance, recourse was
had at the same time to the principle of inland parity, which

places the foreign country on an equality, not with other

foreign nations, but with the home country, and so as

a general rule goes farther than the most-favoured-nation

principle. Examples of this practice are found in the treaty

stipulations with regard to freedom of domicile and engage-

ment in trade, granting to citizens of foreign powers the

opportunity of taking up residence and carrying on business,

acquiring real estate or practising trade in a country under

conditions the same as those which apply to its own
citizens ; also in the provisions relating to the whole field of

P
t
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commerce on roads, rivers, canals, railways, and sea-going
ships.

It will be seen that railway tariffs are governed by the
principle of inland parity, which, for example, is formulated
as follows in the commercial treaty of December 6, 1891
(at present in force), between Austria-Hunearv and Germany
(Art. 15):

^

With regard to railway transportation, no distinction shall be made
between the inhabitants of the territories of the parties to this
treaty, either as to rate charged or as to time and manner of per-
formance of the service. In particular, parcels consigned from the
territory of one of the parties into the territory of the other, or
passing through the latter, shall not receive unfavourable treatment,
either as to handling or any circumstance of the transportation, as
compared with parcels either leaving the latter territory or remaining
within it.

This application of the principle of inland parity was no
' remarkable phenomenon ',' but rather a logical consequence.
In the first place there was already at hand i . the customs
duties a protective instrument so adaptable to every require-
ment that there was no occasion to sacrifice freedom of
transportation also to this end, while railway freights con-
stitute primarily a compensation for transportation service,
and hence do not admit of such elastic manipulation. In
the second place, railroads had formerly been managed after
the manner of private enterprise, even when they were in
the hands of the state, and hence had been allowed to nego-
tiate with every patron for a special freight rate if they so
desired

; but since the state had come to protect its own
mhabitants against economic injustice by prohibiting all

special favours to individuals (rebates), the treaty stipula-
tion quoted involved only a carrying over of this principle
of justice into the international sphere.

Not until the beginning of the 'nineties did Germany
adopt a policy of restricting inland parity in her commercial

' Ernst Scidler and Alexander Freud, Die Eisenbalmlarife in ihren
lieziehungen zur llandelspolilik (Leipsie, 1904), p. 10.

; r
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treaties, which was finally done under pressure of the existing

tariff policy. The application of the principle was restricted

to the same route and direction of haul, and hence the policy

of differentiating between the rates on imports and exports

was openly adopted. Article 19 of the commercial treaty

with Russia of February 10 (January 29), 1894, accordingly

contained the following phraseology :

Both parties to this treaty reserve- the ri^iit to adjust the transporta-

tion rates over their own railroads as they may see fit. However,

no distinction shall be made between the inhabitants of the territories

of the parties to this treaty with regard to either the rate of trans|X)rta-

tion or the time or manner of its performance. In particular, no

higher rate shall be charged on German railroads for freight shipments

consigned from Russia to a German station or forwarded through

Germany than is applicable to similar German or foreign products

passing over the same route and in the same direction. The same

shall apply on Russian railroads to shipments from Germany con-

signed to a Russian station or carried through Russia. Exceptions

to the foregoing provisions shall be jH'rmissible only in the case of

transportation at reduced rates for public or Ix-nevolent puqwses.

Although as a rule inland parity is more extensively

applied than foreign parity or the most-favoured-nation

principle, yet this does not exclude cases in which a country

may grant to a foreign country, in case of a product whose

importation does not work a disadvantage to domestic pro-

duction since it cannot be produced in the home countrj',

a freight-rate even lower than that applicable to domestic

goods. To be sure, this higher domestic rate is in such

a case merely nominal, and in fact is generally made merely

for the purpose of evading the principle of inland parity.

Since in economic measures affecting only foreign persons

the principle of foreign parity is the only safeguard against

disadvantageous treatment, it follows that under certain

circumstances the most-favoured-nation principle must be

appUed in the field of railway tariffs also. The question

whether an economic measure applies only to foreign

countries or to the home country as well, is of course to be

r
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•lecided according to the actual, and not according to
a supposititious, condition of affairs. For example, the com-
niercial agreement between Austria-Hungary and Bulgaria of
the date of December 9/21, 1896, contains in Article XII
the most-favoured-nation principle side by side with that
of inland parity

:

\Vith regard to the conditions of forwarding frWRht shipments, the
rates acoonmiodations and other advantages connected therewith,
the Uiilgarian Government obligates itself to treat the goods and
products ...ther of the soil or of t he industries of the Austro-Hungariai.
nionarehy which may be carried by rail in Bulgaria, on a basis of
<(.mplete e,,ual,ty with the goods of the "ost-favoured-nation or
with domestic products.

The cause of the phenomenon that railway tariffs were
brought into use as an auxihary to customs duties in the
furtherance of the protective policy is mainly to be soughtm the fact that in the last quarter of the nineteenth century
the need for protection on the part of production in general,
and especially that of agriculture, increased so rapidly that
import duties were unable to keep pace with the growing
requirements. A change in duties could be effected only by
means of a law, and the parliamentary procedure connected
with legislation is, in view of the importance of the interests
involved, uniformly time-consuming and by no means free
from political danger. Furthermore, important duty rates
were bound up in Ipng-time commercial agreements with
other nations, so that a change by one party alone was
altogether out of the question. Railway tariffs, on the other
hand, could be changed at will and in any particular, and
were the more readily susceptible to employment as a cor-
rection of the duties since the purpose of economic protection
could easily be concealed in a procedure connected with
I)rivate enterprise such as is afforded in the adjustment of
a freight schedule. Since in an international treaty it is not
the text of the agreement, but the community of interest
underlying it, that has binding power, the principle of inland
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parity formed no insuperable obstacle. It was simply evaded

for the time being, and in due course subjected to formal

limitations. The method adopted for introducing such pro-

tective transportation rates on imports was that of estab-

lishing special rate provisions, the wording of which was

such that they could in fact be taken advantage of only by
domestic [)roduction and could not be claimed by the com-

peting foreign producer. The invention of such provisions

afforded a rich field of activity to the administrative organs

concerned. For example, this special rate might be granted

from a specified station exclusively (station-rate), or occa-

sionally only in case of consignment beyond a specifically

named station (direction-rate). But as even in this case

a utilization of the special rate by the foreign shipper was

jwssible through intermediate unloading of the goods, the

further condition was attached that the parcel must be

delivered at the shipping-point by wagon transfer or by

private industrial track. Eventually it became the custom

to require the delivery at the shipping point of a specified

quantity of goods such as only a productive establishment in

the immediate vicinity could supply. The same result was

achieved by limiting the special rate to goods bearing

a particular mark or produced in a particular locality.

Occasionally even, the special rate was expressly limited to

goods of domestic production in open contradiction to the

principle of inland parity estabUshed by treaty.

A general view of measures of this character taken by the

various countries of continental Europe is hardly possible,

as they are frequently so concealed under general provisions

that they are apparent only to the parties directly concerned,

while in addition they are subject to many and rapid altera-

tions.

Transit Tariffs. It was again the private economic motive

of increasing freight-earnings which led to the estabUshment

of reduced rates on transit shipments. The incentive was
generally the competition, already discussed, of foreign

i^f
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transportation enterprises, which may be illustrated by the

following diagram

:

Frontur

Station
Pk'oduction t

CeMTrt
»

Coutttry^V.

Frontier
Station

The raib-oad B will find itself obliged by the pressure of

competition on the part of railways A2 and C to place its

rates on through-traffic below the level of those applicable

to domestic products, which, however, may seriously reduce
the competitive efficiency of domestic production with regard
to exportation to the consumption point in country C.

Such a case of competition may arise not merely through
connexion with the same market region, but also through
connexion with competing ports, as will be made clear by the

sketch below

:

f-'i
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If the railway C wishes to secure the freight shipments of

the foreign production centre for itself and for the domestic

port, the combined rate on the lines B and C, together with

a combined length of SOO kilcmetres, must not be greater

than that of the railway A with a length of 200 kilometres.

The transit rate of the railway C from the frontier station to

the domestic port will therefore quite possibly be lower than

the domestic rate from the production centre within the

country.

Even without the competition of foreign transportation

enterprises, the endeavour to increase freight earnings may
lead to similar results, in case the ability of the foreign goods

to compete in the market in question is completely dependent

upon a reduction in the transit tariff. Let us assume the

case represented in the fullowing diagram

:

Production
CtnTr*

\

-t
RRC

V/-'" --•'

Fbrciqn

ConiumpTion
foinT

Per 100 kg.
ProductioD costs in foreign producing centre ... 50
Limit to possible selling-price of goods at foreign consump-

tion point eo
Maximum possible freight . .

'

10

The railway of the transit country will be forced to attem

a reduction in the rates on its transit traffic to such a poiat

that when added to those on the connecting road in tl^

foreign country they will not exceed the difference betw^

the production cost in the foreign producticm centre (i

marks per 100 kg.) and the sale price obtainable at %.

consumption point (sixty marks).

This reduction of the railway tariff on private economic
UM.U

jj

I'll
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grouada will not in itMlf constitute an evil, tot the mcreftue

in the trafllc brought about by the addition of the foreign

freight will incrfase the efficiency of the road, oad hence
will work to the benefit of domestic production. It is true

that it will operate as a burden on exportation in case

a similar domestic product competes with the foreign goods
iu the noarket of the consumption point. Private economic
motives alone will not always impel the road to grant to the

domestic product the concession made to the foreign, and
it may even be inclined to recoup itself at home for any
sacrifice involved in securing the foreign traffic. From the

standpoint of the economic interests of the community,
however, the principle which has come to be recognized in

modem railway policy is quite justifiable, viz. : that transit

rates must not be lower than the rates on goods exported
from the home country.

In commercial treaties the principle of inland parity which
is applied to the rates on imports is usually extended to the

transit tariff as well. A more extensive unification was
temporarily in force in the relations between Austria and
Hungary. This was a mutual application of their respective

transit tariffs to the foreign traffic. The Compromise {Aus-
gleich) of the year 1899 contains an agreement which was put
into effect in Austria by a decree of the minister of railways

on September 22, 18S9. The obligation was twofold. On
the one hand, the reduced rates established for transit traffic

in the other country up to the year 1899 were fixed as

a maximum, and on the other hand the state railways bound
themselves to grant to shipments from the other country all

further reductions made to foreign traffic consigned to the
same terminal station. This stipulation involved a greater

sacrifice on the part of Austria, since much larger qaantities

of Hungarian freight are carried through Austria by the

state roads than conversely ; furthermore, foreign transit

traffic is carried over much longer stretches of road thji those

affected by the common rate in Hungary. This agreement
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WM dropped in the following Auaglekh, and in fact gave

place to a tariff war.

3. ADMiNiSTaATivE Pkotection

The Geiuai$ of AdminUtrative Protection. Difficultic« have

multiplied with time in the way of both cuhtomn-duty and
freight-tariff protection. The introduction or increase of

dutiefl callx forth even within the country attempting it

numerous conflicts of interest between the extractive and
the elaborative branches of production, and in addition

a legislative act so deeply affecting material conditions is

boimd to offer to the political parties of the opposition many
points of attack ; finally, foreign countries will find means
of taking rctaliative measures, or, in their negotiations for

commercial agreements, will demand compensation. Freight-

tariff protection avoids some of these difficulties, since in its

manipulation legislative action does not need to be resorted

to, but its effect is lost in the case of those very manufac-

tures which most need protection—those of high value—and
it may also involve considerable fiscal sacrifices. For these

reasons, means have been sought for by which to place in

the hands of the administrative authority such control over

tho application of laws regulating economic activity that

an actual, though of course not a formal, protection might

be afforded to domestic production against foreign compe-
tition. Possibilities of this character have been discovered

in the most varied fields, in connexion with the agrarian

policy, industrial policy, and domestic commercial policy.

A characteristic fact regarding the genesis of administrative

protection is the circumstance, somewhat strange at first

sight, that the measures comprehended under this term
have reached their greatest development in Hungary and
in England. Quite different causes have in these cases led

to the same result. Hungary was bound by its customs^
union with Austria to grant free trade to its most formidable

competitor, while none the less constituting an independent
N2
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economic organization with its ov/n legislation and admini-

stration. The productive conditions of the two countries

have become increasingly differentiated. As a result, Hungary

was early impelled to seek out some substitute for the tariff

protection excluded by the agreement. In England, on the

other hand, the free-trade doctrine had become so firmly

established on account of its theoretical background and its

tactical advantages, that in the course of time corrections

which had become necessary could be carried out only in

the application of the principle and not by modifying the

principle itself.

Vderinary Police-power Exclusions. Among the measures

adopted by governments for combating the recurrent devas-

tating epidemics of live-stock diseases, are to be found not

merely provif'ons for the killing of affected animals with

a view to stamping out at the earliest possible moment any

disease which may be prevalent within a country itself, but

also protective measures designed to prevent as far as possible

the introduct ion of such diseases from abroad. In accordance

with the general principles of international commercial policy

with respect to regulations to secure the public health and

safety, this protection may be extended to prohibition of

importation. Now there is no such thing as absolute

freedom from live-stock diseases in any country, and each

government is free in prescribing the conditions of exclusion

in so far as it has not restricted itself to measures of a specified

character through special live-stock epidemic agreements,

and these have grown rather unusual. Hence the tempta-

tion to use this veterinary police exclusion for the quite

different purposes of commercial policy was immediate and

strong.

The immediate incentive to this course was afforded by

the introduction of rinderpest in the early 'sixties from

Russia into the countries of western Europe, where the

live-stock industry suffered frightfully. The countries

affected sought by stringent laws and veterinary control
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to protect themselveg against the danger. Great Britain in

particular issued temporary prohibitions on the importation

of live ruminants. In this connexion the presence of a sub-

sidiary purpose of a commercial policy character was not

admitted. In Schleswig-Holstein, Oldenburg, and Holland,

however, the remarkable coincidence was pointed out that

these prohibitions on importation were put in force in the

particular periods of low prices, and were directed rather

against competing regions than against those infested with

the plague.*

•jierman agriculture found in the procedure adopted to

check the importation of diseased live-stock a possible excuse

for an increase in the protection on agricultural products.

As a result of the pressure it brought to bear, Germany also

closed its doors to the importation of cattle from Russia and

Austria-Hungary, and later extended the prohibition to that

of hogs and sheep also, on the ground of the threatened

danger of introducing foot-and-mouth disease. In the treaty

negotiations of 1877 and 1881, the question of moderating

these harsh veterinary regulations formed one of the greatest

difficulties.'- In the year 1894, the German Reichstag adopted

a resolution in favour of a stricter administration of veterinary

regulation ; this was directed especially against Russia, as

a live-stock epidemic agreement had been concluded with

Austria-Hungary in the commercial treaty of December 6,

1891. The situation came to an open conflict in 1896 in

consequence of the fact that the importation of pork from

Russia was obstrjcted and that of geese entirely forbidden.

Not until the agreement of February 9, 1897, were some

moderations in the provisions granted, and then the German

viovernment retained in principle a free hand in regard to

its veterinary policy. In this connexion it was admitted,

' Dif Handelspolitik <le.i DeuiHchen Reiches voni Frankfurter Frieden bit

zur Gegenwart (Berlin, 18U9), p. 199.

* Alexander von Matlekowits, Die ZoUpoUlik der iisterreichisch-ungari-

schen Monarchic und dea Deutschen Reiches seit 1MS> { Leipsic, 1891 ), pp. 38, 78

.
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even officially, that the protection against competition was

regarded as at least as important as protection against

disease. The Prussian Minister of Agriculture asserted in

the Reichstag session of January 10, 1899, that such a

veterinary policy is the most effective means ' for maintaining

German agriculture in such a condition—and this is what

circumstances demand of us—^that the needful supply of

meat can be produced in the country '.' In the relations of

the United States of America and other oversea countries,

the meat-inspection law of June 3, 1900, has also been of

considerable importance. Its principal object was to secure

an expert inspection of slaughtered animals in order to

determine whether the meat was suitable for human food.

A considerable hindrance to importation was also involved,

inasmuch as fresh meat was required to be shipped in whole

or half carcasses only, in connexion with which certain

internal organs (lungs, heart, kidneys, &c.) had to be left in

their natural position. The importation of meat in her-

metically sealed cases or similar recepta''les, as well as of

sausage and other mixtures of minced meat, was entirely

forbidden, on the ground that an adequate inspection of

such meat products is practically impossible.

The example of Germany again incited Austria-Hungary to

imitation, the more so in view of the fact that Germany had

repeatedly pointed out that Austria-Hungary is especially

exposed to danger of infection by epidemic disease from the

great infected herds of Russia and Roumania. As a result,

Austria-Hungary, in the law of February 29, 1880, pro-

hibited the importation and transit through its territory

of cattle from the>^e countries, temporarily at first, and then,

on January 1, 1882, until further notice. The importutioii

of sheep and hogs was also temj)orarily suspended. Rou-

mania was so deeply affected by this action that the govern-

• Wallhcr Lotz, Ihe Handelspolitik des Deutschen Reiches unter Caprivi

und Fiirat Hohmlohe (lH^i)-i'.)0()) ; Schriften des Vereins fur Sozialpolitik,

vol. xcii, 3, p. 151.

: r ^*
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ment took measures of reprisal, and the situation degenerated,

after the expiration of the commercial treaty then in force,

into a tariff war, which lasted from 1886 untU 1890. Nor

did the new commercial treaty of December 21, 1893, improve

conditions. In the commercial treaty of May 6, 1881, Serbia

had secured a live-stock epidemic agreement which permitted

the importation of Serbian cattle into Austria-Hungary by

way of certain specified stations of entry, and subject to

careful veterinarj- inspection, but also only on the condition

that Serbia should itself prohibit importation from the other

Balkan States and should enforce veterinary regulations

identical with those of Austria-Hungary. The live-stock

disease clause included in the next commercial treaty of

August 9, 1892, even increased the stringency of the con-

ditions, and on expiration it was not renewed. The live-

stock epidemic agreement concluded with Switzerland,

December 5, 1890, was similarly denounced soon after it

came into effect. As the commercial relations between

Austria-Hungary and the Balkan region had suffered con-

siderably as a result of the exclusion of live-stock, the import

prohibitions were modified by special provisions for impor-

tation of limited numbers of slaughtered animals. This

action, as taken, involved public recognition of the com-

mercial-policy motive back of the regulations, since it is

inconceivable that the danger of infection could begin only

when the imports passed a certain mark. In the commercial

treaty of March 14, 1908, Serbia was granted a provision for

the importation of 35,000 cattle and 70,000 hogs, slaugh-

tered, but the agreement remained in force only pro-

visionally and for but seven months. The Austro-Hungarian

Government yielded to the representative chamber merely

to the extent of consenting to a most-favoured-nation agree-

ment, and this was rejected by Serbia for the reason that it

no longer contained the most important provision, viz., that

relating to the importation of live-stock. In the later com-

mercial treaty of July 27, 1910, the numbers that might be
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imported were fixed at 15,000 cattle and 50,000 hogs. Rou-

mania was granted a limited importation in the auxiliary

treaty of April 23, 1909, fixed in the case of cattle at 10,000

head for the first year of the treaty period, and increased to

35,000 head for the last three years (1915-17), and in the

case of hogs the number was fixed at 50,000 head, to be

inc. u. A to 120,000. In the commercial treaty of April 22,

1912, Bulgaria was granted an importation of 12,000 cattle

per year. The importation of mtat from countries outside

of Europe was, by the ministerial edict of July 9, 1906, con-

ditioned upon a special permit, which again, according to

the Ausgleich Treaty with Hungary in 1907, cannot be

granted by the Austrian Government without the concurrence

of Hungary. In consequence of the unusual rise in the price

of meat, chilled meat from Argentina was admitted in the

year 1911, but only for a short time and in a narrowly

limited quantity.

In France similar difficulties arose in the conclusion of

commercial treaties as a result of a temporary prohibition on

the importations of cattle and sheep.

Exclusion through Measures for the Protection of Industrial

Property. Modem jurisprudence extends protection to the

products of mental labour as well as physical, and hence

secures to an inventor the right to the utilizable value of

his invention (patent-right), to the producer the right to the

exclusive use of a certain external form for his product

(design-patents), and to the seller of a commodity the right

to the exclusive use of a specific designation (trade mark).

But as the question here relates to intangible economic values,

the value of this protection can be determined only under

conditions which make possible the verification of this value.

In this connexion opportunity was afforded for placing

foreign competition at a disadvantage while granting formal

equality of conditions.

In this field the English Merchandise-Marks Act of 1887

has become particularly famous ; it not merely regulates the

l> k
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protection of marks on imported articles, but also forbids

the use o£ false commercial designations, and includes under

this head misleading statements as to the country of origin.

According to Section XVI, goods bearing false marks and

commercial designations are subject to confiscation on

importation from abroad. This provision was further con-

strued to mean that all foreign goods imported into England

must bear a true statement of the country of origin. The
much discussed * Made in Germany ' was intended to dis-

credit the foreign goods, but as a matter of fact it advertised

them so effectually that already a Bill has been introducod

into the English Parliament forbidding the specific designa-

tion of the country of origin and prescribing for impirtv'd

goods the general designation ' Made abroad '.

The United States of America has adopted into its legis-

lation a regulation of greatest practical importance in the

Dingley Bill of 1907. According to the Underwood Bill of

1913 also, imported commodities which can without injury

be provided with marks, stamps, tags, and the like, as well

as the wrappers of such conimodities, must indicate clearly

in the English language the country of origin and the

quantity; when this information is wanting, or the desig-

nation as to quantity is incorrect, importation of the goods

is forbidden.

Hungary has issued industrial police regulations forbidding

the Use of Austrian marks on the ground of aUeged deception

as to the origin of the goods. Accordingly, in the latest

Ausgleich Treaty of 1907 (Austrian Law of December 30, 1907,

Hungarian Statute LIII, 1907), there were enumerated on

the basis of previous experience, certain cases in which the

protection may not be denied. A mark does not lose its

protective power simply because it does not correspond to

the regulations in force in the other country as to the nature

and outward form of marks, in so far as it satisfie". the

legislation of the registering country. Official coats of arms

are not regarded as free symbols, and the registry of marks

1

1
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containing them is therefore restricted to the party who has

the right to use them. The use of a language current in the

territory of both countries is not to be regarded as a deceptive

indication of origin. On the other hand, such industrial

marks are excluded from registration as in their tot»»l effect,

by the use of the national colours in their heraldic order,

or by the use of representations of national emblems, monu-
ments and architectural works of either country, of the

names or portraits of historic personalities or others famous
in the field of statesmanship, art, or science, would necessarily

oj)erate as a clear indication to the consumer of the origin

of the goods in the country in question, unless the true

origin is also indicated with sufficient clearness. The use of

the national colours for producing inscriptions, arabesques,

&c., as well as of border designs, as constituent parts of

a mark, is not to be regarded as in itself an indication of the

origin of the goods. It need not be pointed out that such

casuistry affords no certain protection against further

injurious deceptions.

In France, the Minister of Commerce has indicated it as

desirable that foreign goods should bear the mark produit

non fran(ais, or produit etranger ; an indication of the

country of origin he thinks should be avoided, in view of

the ex])erience of England.

Another measure which worked as a protection in England

was the compulsory utilization clause placed in patent rights

by the Patent and Designs Act of 1907. It is true that most

patent laws have recognized the principle that a patented

invention must be brought into use within a reasonable

period of time in the country- granting the patent, or the

protection will be withdrawn from the inventor. But as

England applied this principle for the first time in 1907,

when numerous patented articles of foreign countries had

already come into general use, many German and American

firms were forced to found new factories in England in case

they did not wish to forfeit their patent rights.

Ilr,



'

;

COMMODITIES : NEGATIVE MEASURES 187

Protective Provinons in Regulations affecting Food Products.

The modem policy in regard to food products, subjecting

trade in foodstuffs and refreshments to a public regulation

for the purpose of combating adulteration injurious to health,

leads to restrictions on trade which admit of placing obstruc-

tion in the way of foreigners in a most unobtrusive manner.

Either especially stringent regulations are issued affecting

those foodstuffs which are exclusively furnished by foreign

countries, a procedure for which modern hygiene always

affords sufficient justification, or the ai)plication of provi-

sions affecting domestic goods as well as foreign are more

strictly interpreted in the case of imports than in domestic

trade. Hence evidences of this tendency in protective policy

are to be sought not merely in tariff laws, but also in laws

against adulterations of food products.

In Turkey, for example, the irade of February 6, 1900,

subjected various pharmaceutical preparations and foodstuffs

to a chemical analysis at the customs-house. The require-

ment was manipulated in a manner which prohibited impor-

tation to such an extent that foreign powers entered vehement

protests, and succeeded in 1905 in securing a more equitable

regulation.

Exclusion Measures connected u-iih the Letting of Public

Contracts. With the progi-essive extension of public adminis-

trative activity in various fields of private economy, the

state and the other municipal corporations have achieved

an ever-increasing importance as consumers and purchasers.

The requirements of the army and navy in particular, and
those of state railways, of the administration of justice,

and of education, come into prominence on account of their

extent and high degree of concentration. The textile and
clothing industries, iron and machine industrj-, and the

building trades, are the most intensely affected. The state

and communal authorities and institutions dare not, like

the private individual, be guided exclusively by their own
advantage in supplying their needs, but because they c ;pend

i-l
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public money they must have regard alM) to considerations

affecting the public interests. Among the principles which

have come to be recognized in this connexion is the rule that

domestic production must be given preference over foreign.

It is true that to-day this is not possible unless conditions

are otherwise equal, hence also when the price is the same.

In comparing the domestic price with foreign prices, how-

ever, any customs duty applicable to the latter must be

added to the price even when the public authority or in>ti-

tution in question is entitled to duty-free importation of

goods for its own use ; the protective duty is a right granted

to domestic production. A further extension of the principle

in the sense that domestic workmanship is to be preferred

even in case of more favourable offers from abroad, or that

such foreign offers are to be unconditionally excluded, con-

flicts, to be sure, with the principle of free trade laid down
in commercial treaties

;
yet it is in fact practised by manipu-

lating the character and form of the public specifications

for the deliver}- of goods.

In England the provision of public service requirements

is made a means of giving preference not merelv to domestic

but also to colonial production. Press and Parliament take

a most hostile attitude toward any office or institution which

purchases anything whatever from abroad, even when the

need is pressing, and cannot be so quickly supplied witliin

the empire. Cheaper foreign bids have been repeatedly

rejected without consideration. On the other hand, English

goods are given a preference in regions under the political

control of England. In Egypt complaint has been made
that the time-limits prescribed for furnishing goods are made
extremely short, and that the interested English firms have
been informed in advance of the forthcoming contracts. It

was asserted that in the case of cement, for example, a par-

ticular brand has actually been specified, which of course

can be furnished only by the particular firm intended.'

' .lostf Grunzel, Herklit iibtr dit ivirtmiutftlichrn Vtrhdltnisse Agyptena
(Vienna, 1905), p. 104.

't i
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The extent to which these discriminating methods have

developed is further shown by the fact that in the agreement

regulating conditions in Morocco, express reference to them

was made. The Acts of the Algeciras Conference of April 7,

1905, stipulated that the Moroccan Government in awarding

public contracts shall grant fully equal consideration to

European industry. In the Franco-German Moroccan treaty

of November 4, 1911, the French Government further binds

itself (Art. 6) ' to guarantee that contracts for labour and

supplies which may be required for any construction of roads,

railways, harbour improvements, telegraph lines, &c., shall be

let to the bidder offering the most advantageous terms '.

According to the regulations in force in Austria regarding

the purchase of supplies and hiring of labour for public

purposes, foreign bids may not be considered unless dispro-

portionately higher prices are demanded within the countrj'.

Accordiiig to an official statement of the Minister of Com-

merce, a difference in price of eight per cent in favour of

domestic bidders is to be regarded as corresponding to the

necessary protection to domestic industry. On the occasion

of contracts let abroad in the year 1912, for certain naval sup-

plies, the industrial and commercial bodies made the demand

that the same principles should be made applicable also to

the expenditures of the authorities of the Dual Monarchy,

as for example, the officials of the military establishment.

They asked that a definite difference in price, reckoned on

a percentage basis in favour of home industry, should be

fixed, within the limits of which the letting of contracts

abroad should be prohibited. They maintained that such

an increased price was only a fair equivalent for the less

advantageous conditions of production within the country.

In Hungary, public contracts are granted in principle to

domestic industry exclusively, in so far as the goods are

produced in the country. In the Ausgleich negotiations with

Austria in the year 1893, a unified mutual equalization of

position between the citizens and products of the two

\i
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countries in connexion with such contractH was diflcuRRed,

but no understanding could be reached. Certain general

provisions for dividing the army contracts were agreed upon
in view of the fact that the military establishment is a com-
mon institution of the two countries.*

Italy also has changed the regulations affecting public

contracts so that domestic industry is favoured in comparison
with foreign competition. The official figures for the value
of supplies furnished to the Government for the five years
1906-11 are as follows : from Italy, 1,714,000,000 lire ; from
abroad 507,400,000 lire ; of this total amount, the portion
belonging to the fiscal year 1910-11 was 364,200,000 lire

from Italy and 68,800,000 from abroad. It will be seen that

while the ratio of the value of the public supplies obtained in

Italy to that obtained abroad was seventy-seven per cent to

twenty-three per cent on the average for the five-year period,

it was eighty-four to sixteen per cent for the last year, which
indicates a rapid movement toward excluding the foreign

contractor.

In Roumania, the law of 1912 for the promotion of indus-

tries brought about a modification of the strict prohibition

previously enforced. While the earlier laws had established

the principle that in awarding contracts for supplies, the
districts and communes should give preference under all

circumstances to domestic products of the same character

over foreign competitors, the new law provides that dis-

crimination in favour of domestic enterprises is to be made
only in case their bids are not more than five per cent
higher.

According to Art. 37 of the Bulgarian Law of March 7/20,
1911, for the promotion of industry, all state, district, and
commune authorities are required to procure from domestic
industrial enterprises any articles needed by them, in so far

as the articles in question are to be had and are produced

' Josef Crunzel, Handelapoliiik und Ausgkich in OeateTTrich'Vngam
(Vienna, 1912), p. 134.

I'
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within the country, even in ca»e the price 'm five per cent

above that of foreign goodn. Article 40 RtipulateH that the

uniforms to be provided by the authorities named muwt be
made within the country and from fabrics and materials

of domestic manufacture. The Ministry of Commerce and
Agriculture is required by Art. 41 to prepare with the assist-

ance of the industrial council and to keep revised to date
a catalogue of the articles produced in the country and which
fulfil the official requirements.

The Turkish Govemment submitted to the Parliament in

1909 the draft of a law for the promotion of industry, but it

failed of passage. By Article 9 of the Bill, the Govemment
was required in making pjrchases to give the preference to
domestic industry, even wnen its prices should be fifteen per
cent higher than those of foreign competitors.

Other Protective Meaturet. Tliat numerous other means
of administrative protection are still to be sought ()ut is

abundantly proved by the struggle of Hungary against the
duty-free competition of Austrian industry. Thus in 1911
a gauging ordi i was passed which makes it practically

impossible for thv ^^ressed-glass factories of Austria to furnish

gauged receptacles to the Hungarian markt, 'Tories

located in Hungary are exempted from the gauging nd
they possess the further advantasre that they can furnish

vessels already gauged, while the patrons of the Austrian
factories must themselves assume the trouble and expense
of the gauging process. A new law affecting instalment pay-
ments has effectively combated the sale of sewing-machines
in Hungary on the instalment plan, and given a tremendous
impetus to a domestic factory. Pressure is exerted )n the
retail sales-managers of the state tobacco monopoly not to

handle cigarette-paper and playing-cards of Austria. manu-
facture, &c.'

• Berichl iiber die Indmttie, den Handel und die VerkehrsverhSttnisse in
Siedereslerreich jcdhreud des Jahres mil. Handels- und Gewerbekammer
in Vienna, 1912, pp. 32, 89, 294, 296.
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4. PtOTlCTION BY CoNCtBTED PoPULAB ACTION

The Genetit of Protection 6y Concerted Action. The recog-

nized meanH of protection by dutiett and the meanit, not

recognixed it i» true, but none the le»n pr«:ti»ed, of Hpecial

freight-rate and administtrative protection, can be utilized

only by the government and legiHlation of a country, which

in consequence become!* morally responsible before other

nations. Measures of too arbitrary a character will eventually

be met by retaliatory steps on the part of the foreign state

affected, and hence their value will in general be lessened

or destroyed. In recent years, however, protective measures

have been more and more brought into play, which do not

involve govenmient and legislation, and may even be formally

condemned by the latter. These arise from the modem

principle of concerted popular action.

From the very origin of the nation as an economi" "in-

isni, its economic policy has oscillated between two extr >e8,

the absolute dominance of the state, and the freedom of the

individual. Mercantilism demanded on the part of the state

a minute regulation of the whole economic life, while the

classical school, on the contrary, advocated the crassest

individualism ; socialism ag .in came forward on behalf of

unlimited state power, which, however, was no longer to be

controlled by the possessing classes, but by the non-propertied

masses. An intermediate position is, it is true, assumed by

the various organizations, as well the obligatory ones which

the state organizes for its aims, as free combinations which

are developed on the initiative of individuals. Both classes

have, in addition to their special shortcomings, the common

defect that they are permanent organizations with a fixed

programme. But the complexity of economic relations calls

for a struggle between various groups and on shifting fronts.

The antagonist of yesterday may be the ally of to-morrow.

The final result is, of course, always a compromise, but an

advantageous compromise is not to be expected without
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previou* ntruggle. For nuch purposes only a temporary

combination is suitable, and for iti« establishment an informal

agreement, even the coining and dissemination of a slogan

embodying a general popular sentiment, is fully adequate.

Thus came into being concerted popular action, which firnt

developed in the relation!* between employer and employees

and between the Hellerx and buyers of cer^oin goods, but

which gradually spread into international affairs also It

produces economic effects even when its immediate motive

is of a non-economic (political or religious) character. In the

present connexion,two principal forms are to be distinguished

:

it appears either as a boycott of foreign goods or as an effort

to arouse the national consciousness. \t will be see>i that in

the first case it is more aggressive than in the second, though

the object is the same in both.

The BoycoU of Foreign Goods. The boycott of foreign

goods aims at the injury of a foreign country by preventing

the marketing of its products. The concept of the boycott

originated in the agrarian struggles in Ireland, and later

found its most frequent application in European history in

the conflicts between employers and employees. At present,

it has become a weapon even in the field of foreign politics.

Turkey, for example, has in recent years repeatedly made

use of the boycott on goods as a political weapon in her

conflicts with European countries. After the annexation of

Bosnia and Herzegovina, on October 8, 1908, this weapon

was directed against Austrio-Hungary. In the most impor-

tant ports boycott committees were formed which agitated

against Austrian merchants and goods. The stevedores

(HammaU), who were organized in the form of guilds,

refused to unload Austrian goods, ond even threw them into

the sea. In response to complaints on the part of the diplo-

matic representotives of Austria-Hungary in Constantinople,

the Turkish Grovemment promised indeed to take all possible

means to suppress the boycott, but it did not in fact possess

the power, and perhaps also not t i inclination to fulfil the

1

H.

U6(.M



)

:ll

IP
I:
I •

i i

194 ECONOMIC PROTECTIONISM

obligation. It was not ended until the formal agreement
between the two governments was concluded on Febru-
ary 26, 190r^ by the terms of which Turkey received a money
indemnity and various considerations. In the year 1910-11

a boycott was instituted against Greek goods and ships on
account of the Cretan Question. Its effect was especially

injurious to the commerce of Salonika. An immediate result

was that shipping companies took advantage of the oppor-

tunity to increase freight charges, the pressure of Greek
competition being removed. The exportation of Greek pro-

ducts was blocked or effected only at higher costs by way of

Constantinople, where the boycott was less stringently

enforced. Finally, during the Tripolitan War of 1911-12

Italian goods were boycotted, but the effect of the action

was negligible.

In the course of the Balkan War, the Serbian Chamber of

Commerce in Belgrade passed a resolution on April 10, 1913,

in which the intention was declared of placing Austrian and
Hungarian goods under a boycott^ in case Austria-Hungary

did not modify her political policy of hostility to Serbia and
Montenegro. An executive committee was appointed which

was to elaborate the plan and take the necessary measures

for its execution, but the occasion for carrying out the project

did not materialize.

The harsh attitude of the United States of America against

Chinese immigrants became the occasion of a boycott of

American goods to China. On May 10, 1905, such a resolu-

tion was adopted with great enthusiasm in Shanghai, and
was communicated to all the ports. Firms which handled

American goods were placed on the index. Orders in America
were cancelled. All the stevedores refused to handle cargoes

containing American goods. Newspapers refused American
advertising, and even the theatres placed themselves in the

service of the propaganda. In the summer the boycott

became general, and its effects were even unpleasantly felt

by the visiting American Secretary of State, Mr. Taft, in
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person. The financial damage to the United States was

estimated at 100,000,000 francs ; the moral efiect consisted

in a moderation of the discriminations against the Chinese.

Japan likewise responded to the measures taken by Cali-

fornia in the year 1906 with a boycott on California fruits,

hygienic grounds being alleged as a basis for the action. An

understanding reached by the two governments, however,

removed the occasion before the boycott became severe. In

Russia, the denunciation of the American-Russian commercial

treaty in the year 1912 was answered with a boycott. The

agricultural congress of Kasan and other zemstvos decided

to stop purchasing agricultural machinery of American manu-

facture.

In Hongkong in 1912, Chinese merchants boycotted English

goods because the English street-railway company refused to

accept as cash certain repudiated Chinese small coins, but

the legislative council took its stand against the people. In

Manila in 1912, Chinese traders boycotted Japanese goods

to express their disapproval of the Japanese political aggres-

sions in southern Manchuria.

In the recent political crisis the question of a French

boycott of German goods was raised.*

The idea of the international boycott has also been pro-

posed in connexion with the peace movement itself. In the

World Peace Congress held at Ghent, September 22-28, 1912,

the French delegate, Leon Bollack, pointed out that inter-

national treaties and arbitration treaties and arbitration

awards require some guarantee, since at present there is no

security that a state affected by such an action will conform

to the terms of the award. To this end he proposed that the

nations should bind themselves to punish any state for breach

of international law in failing to comply with an arbitration

treaty or arbitration award by a general economic boycott

directed against the products of that country. At least the

duty on ihe goods of such a country should be increased.

' Artur Dix, FranzStischer Boycott, deittsche Abuothr. Krcfcld, 1918.
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In the succeeding debates, however, attention was called to

the impropriety of organizing an increase in protective duties

in connexion with a development toward free trade as well

as to the further injustice of penalizing private individuals

for the guilt of a government, and finally to the fact that the

neutral countries would also suffer. The result was that the

measure failed of adoption. Again, a popular petition was
addressed by certain pacifists to the nations represented in

the third Hague Conference for the conclusion of treaties by
which international conflicts should be avoided. In con-

nexion with such treaties, according to the views of the
petitioners, the nations should mutually obligate themselves

against any states or group of states which shall be guilty of breach
of faith with regard to the world tr*-! y, to erect protective duties
which shall prevent the exportatioi; f its mining, agricultural, and
industrial products, to withhold credit from such nation or nations,

&c., &c., in short to conccrtedly threaten them with a universal
boycott.

It was thought that this supreme international political power
created by the common action voluntarily taken by all free

states would prove itself a reliable and effective preventive

means, and especia'iy that it would be one whose organiza-

tion would cost nothing.

Protection by Appeal to the National Consciomness. The
exclusion of foreign goods is more effective and permanent
when it takes the form of a national movement directed

toward increasing the economic efficiency of the home
country and people. It is in this form that the concerted

popular-action idea has most frequently boen operative in

international commerce.

For example, Biitish India, where public sentiment is

designated as ' overwhelmingly protectionist ',* in view of the
impossibility of introducing protective duties, instituted in

the year 1905 the swadeshi movement. {Swa-deshi means

' Pramathanath Bantrjcc, A Study of Indian Economics (London, 1911)
p. 213.
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' produced at home '.) The object of the movement was to

develop in the purchasing public a preference for domestic

manufactures, and in this way to build up the industries of

the country. The weakness of the organization, however,

which did not command any considerable financial resources,

as well as various pacificatory precautionary measures of the

government, prevented it from achieving any notable success.

In England, in recent years, numerous organizations have

been formed varying widely in strength and significance,

which carry on a propaganda for protectionistic ends, and

which have become known under the general name of the

• All British ' movement. In March 1911, an ' All British
'

shopping week was set apart by several societies, especially

by the ' Union-Jack Industries League '. In the same year

the ' All British Industries Association ' was founded, which

by its motto, ' Buy British Empire manufactures and pro-

duc. ' publicly announces its purpose of accomplishing in

EngLnd results similar to those achieved by organizations

of the same type in Canada and in the United States. Again,

the ' Bril Empire League ' proposed the idea of a British

Empire trade-mark which should designate and commend

to the public all products of the British dominions. On
April 20, 1910, the first steps were taken toward registration

in accordance with Section 62 of the Trade Mark Act of 1906 ;

but as the formation of a regular corporation was found

necessary for this purpose, such an organization was effected

after two great mass meetings (October 26, 1910, and MarchlS,

1911) and chartered under the name of the ' British Empire

Trade Mark Association '. The ofi&cial representatives of the

colonies (High Commissioners and Agents-General), about

130 chambers of commerce and several hundred business

firms have joined the association. Its members receive in

return for a yearly payment the right to affix the national

trade mark to their goods, provided of course that the latter

have in fact been produced in some part of the British Empire.

For the determination of this question local committees were
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appointed, though an appeal from their decisions to the
central committee in London is permitted. The mark is not
obligatory, and indicates the origin only, not the quality of
the goods. It includes a blank space for the addition of a
more specific designation of the part of the empire in which
the goods were produced, as ' Scotland ', ' Canada ', &c. In
addition, the usual trade-mark of the firm itself may be
affixed. The promoters of the movement proceed on the
assumption that large quantities of foreign goods are pur-
chased in England merely from ignorance of the facts. Not
merely are the marks of British firms imitated by foreign
competitors, but a great number of foreign articles are given
a British designation after importation into England. This
deceives the purchaser as to their origin without involving
fraudulent procedure, as it is not illegal for a British firm
to place its nam- or mark on foreign goods. It is assumed
again that, under otherwise similar conditions as to quality
and price, British goods would be preferred to foreign. The
High Commissioner of Canada, Lord Strathcona, declared in
his memorandum : ' It is generally recognized that the
British public would on their merits give a common-sense
preference to British goods over similar competing foreign
goods, all things being equal, and it is absolutely necessary
to afford such buyers definite information by means of the
proposed mark to give this preference the full effect.' Oppo-
sition has not, to be sure, been wanting. The Chamber of
Commerce and many firms in Manchester declared that they
did not consider the adoption of the mark desu-able in the
case of textile products. In some cases, too, misgivings as to
the results of placing English manufacturers on an equality
with those of the colonies seemed to have formed an obstacle.
The original inspiration for the whole idea came somewhat

strangely from a movement which was directed against
England. The Irish were f..deavouring to establish a pre-
ference among their compatriots for Irish goods. The move-
ment was set on foot by an exposition in Cork in the year

f »
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1908, on the basis of which the ' Cork Industrial Develop-

ment Association ' was founded. At the ' All Ireland Indus-

trial Conference' held by the association in 1905, it was

decided to have registered a national trade-mark, which

should bear in GaeUc script the words ' made in Ireland ',

and should designate all goods of Irish production. The right

to use the mark is secured by payment of annual dues into

the treasury of the ' Iribh Industrial Development Associa-

tion ', a corporation organized for registering the mark. At

present about 550 business houses make use of the mark.

Independently of this movement, an analogous action was

undertaken in South Africa, by the ' South African Ipjer-

national Union '.

.1
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PROTECTION AFFECTING COMMODITIES, BY
POSITIVE MEASURES

1. Bounties on Exports

Governmental Export Bounties. Direct expenditures of
money on the part of a state to secure exportation of eoods
have never played a large role. They correspond, it is true,
to the general ideas of mercantilism, which sought to improve
the balance of trade and to favour the flow of money into
a country by promoting exports as much as possible. The
disordered condition of public finance was, however, an
obstacle m the way of such action, so that even the greatest
of mercantihstic statesmen, Colbert, could command only
very moderate means for export bounties. The form of
encouragement at that time was related in general to persons
rather than to goods ; bounties were attached, not to the
value embodied m the products, but to the person of the
enteT)r:3er or to a trading company. As a result they con-
sisted less m cash payments than in various privileges and
exemptions, which, to be sure, under some circumstances
possessed a high money value. The direct object, also, was
not so much promotion of exportation as promotion of
production, which m itself was expected to bring about an
increase in exportation. Export bounties, therefore, repre-
sented mainly mere offshoots of production bounties.
The direct premium on exportation has become best knownm the case of the grain bounties of England, which formed

the subject of animated controversy in the classical literature
of political economy.^ In the year 1689, a bounty of five

u-
^;?'""/™'"'; ^'^"^ of Notions, vol. iii, chaps, iv and v DavidKicardo, Pnncipka of Political Economy, chan xxii • Roh^rf iiaut

Principles oj Population, vol. iii. chaTix
* ^'"""'
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shillings was placed on the exportation of wheat at a price

not exceeding forty-eight shillings per (Winchester) quarter,

while similar bounties were placed on the exportation of

rye, barley, and malt within specified price limits. This

system underwent successive alterations, and in fact became

practically of no effect subsequent to the year 1766, as after

that date the importation of grain became necessary. It

was not finally repealed, however, until 1814. The bounties

granted at the same period to the herring and whale fisheries

partook more of the nature of production bounties. France,

under Colbert, paid bounties on the silk culture as well as

on various industrial enterprises ; these applications of the

principle were again primarily bounties on production, but

in some cases their amount was proportioned to exportation.*

In Austria, Maria Theresa and Joseph II endeavoured to

promote exportation by bounties.* In Germany, in spite of

the mercantilistic aspirations of Frederick the Great, this

point was never reached. A remnant of these ancient direct

bounties on exports is found in the bounties still granted in

France for the exportation of cured fish ; these, however,

are combined with bounties on fisheries, and stand in an

intimate relation to the navigation policy of the country.

A reversion to the practice is occasionally found in oversea

countries, predominantly in connexion with the products of

tropical agriculture, and hence forming a counterpart to

export duties. In 1910, e. g. Venezuela temporarily placed

bounties on the exportation of sugar-cane products, various

textile fibres, fruits, oil, and starch-containing substances,

and also animal products. By the terms of the Australian

Bounties Act of the year 1907, several production bounties

are paid, and among them also one on combed wool and on
silver when they are destined for exportation.

> A. des Tilleuls, Histoire et rigime de la grande Industrie en France atuc

XVII' et XVIII' aiicles, Paris, 1898 ; W. Lexis, Diefranzosischen Ausfuhr-
prdmien, Bonn, 1870.

'' Adolf Beer, Die osterreichische Handelspolilik unler Maria Theresia
tind Josef II (Vienna 18i>8>, p. 29.
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More recent governmental export bounties have originated

unintentionally and unconsciously through the refund by the
state, on occasion of the exportation of certain articles, of an
amount for consumption tax or import duty greater than
was in fact paid on the goods. The consumption taxes on
food-stuffs (meat, bread, salt, sugar), beverages (beer, brandy,
and wine), and various articles of use and enjoyment (petro-

leum, tobacco, matches, &c.), are finally borne by the con-
sumer, but on account of the minute subdivision of their

consumption they are collected not from the consumer but
from the producer or dealer. In order to facilitate control
and to reduce the cost of administration the raw material
before transformation, or some more easily taxable inter-

mediate product, or even a typical device used in the manu-
facture, has frequently been chosen as the basis of taxation.

On exportation, however, the tax paid for the raw material
or partly manufactured product had to be repaid on the
basis of the finished goods. In consequence it became the
difficult task of legislation to establish an equitable equiva-
lence between the basis of ta'cation and that of restitution.

But even in case this was successfully done, the natural
endeavour on the part of the spirit of technical invention
would be to increase the proportion of the finished product
by improving the manufacturing plant, b; the installation

of more efficient machinery and apparatus, the utilization

of by-products, &c. With every increase in the actual ratio

of quantity of product to the taxation basis over that pre-

sumed in the law, a larger amount would be refunded on
exportation than had been paid in taxes.

In an entirely analogous way, a difference may arise

between the amount of import duty paid and the amount
refunded as a drawback on exportation when the imported
goods have in the meantime undergone elaboration within
the country. In this case, however, there lurked a second
possibility fo" concealed export bounties in view of the

difficulty of roving identity, since in the finished manu-
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facture on exportation the quantity and character of the raw

material subject to duty which had been utilized in its pro-

duction could no longer be determined with certainty. As

a means of avoiding this difficulty, drawbacks on exportation

independent of any proof of importation were adopted as

a substitute for the refunding of duties paid. In the law of

April 29, 1816, France introduced such specified exportation

drawbacks applicable to refined sugar and to cotton goods

;

the law of June 7, 1820, applied the same principle to woollen

goods, and it was later extended to other less important

articles. Such drawbacks became true export bounties when

importation at a reduced rote of duty was permitted, or when
raw material produced in the home country, e.g. raw sugar

from the colonies, was subjected to a more moderate duty

than that from foreign countries. Furthermore, a domestic

beet-sugar industry arose, the products of which received

a dr^back without ever having paid any duty. The
attempt was now made to restore the original character of the

export drawback by requiring the presentation of a receipt

for duties previously paid. At first the receipt was made out

in the name of the importer, and the refund was payable only

to him ; it was often provided in addition that exportation

should take place by way of the same custom-house which

had passed the raw material on importation. The exporting

manufacturer, however, often finds it advantageous to pro-

cure his raw material from a domestic dealer and not direct

from abroad, and, moreover, the most convenient custom-

house for the importation of the material is not always the

most advantageous for exporting the finished product. In

consequence, these formal requirements were later abandoned.

The customs receipts were made out in blank, and soon

became pure negotiable instruments which could be freely

'ealt in. The importer sold his receipts on the exchange,

receiving for them a lower or higher price according to the

conditions of export trade, and the goods purchased of him
were in fact relieved in large part of the burden of the duty.

f i
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The exporter, however, could work up domegtic raw material
also, and on exportation receive as a virtual export bounty
the difference between the customs drawback paid to him
and the price which he paid for the customs receipt. The
producers of the region exposed to competition from imports
now entered complaints on the evasion of the duty, whUe
the consumers of the exporting district simUarly complained
of the increase in the price of the goods by the amount of
the duty and the export bounty. These export drawbacks
were first applied in France in the year 1822 to sugar, and
later to soap, leather, copper, brass, lead, straw hats, 4c.

;

they fell away in the free trade period of the 'sixties as
a result of the dropping of protective duties, or were replaced
by the method of manufacture in bond. In Enghnd similar
export reimbursements were applicable to wine, currants,
and silk. •

In modern commercial policy there are two methods of
reheving goods of import duties on re-exportation. The first
IS that of the 'drawback ', m which the duty is regulariy paid
on importation and refunded on re-exportation. The other
is that of manufacture in bond, where the duty is condition-
ally credited on importation, and later written off on re-
exportation of the goods. Either proof of identity of the
imported and exported arf les may be required, or a rate
of equivalence established on the basis of an assumed utiliza-
tion factor. If the proof of identity is waived in tWs manner
customs drawbacks and manufacture in bond may experience
an extraordinary development through the use of so-caUed
importation permits or certificates. These reverse the techni-
cal order of procedure. The exportation of the goods is taken
as the starting-point, the exporter receiving permission to
import at will, and duty-free, the same quantity of the same
commodity or a corresponding quantity of the raw material
or part-manufactures worked up in the exported product.
If these certificates are made freely negotiable, they may
become the basis of an extensive speculative trade. The
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relations of the variouH methods of procedure may be repre-

sented by the following scheme :

—

Basic Idea : Relief of export* from

duty payment.

Return of duty paid on
re-exportation

:

Drawbaclu

Writing off of duty credited on
re-exportation :

Manufacture in twnd

With proof of

identity

According to

a principle of

equivalence

With proof of

identity

According to

a principle of

equivalence

By granting subsequent free importation

on the basis of proof of exportation.

Importation certificates.

Non-nrgotiable Negotiable

(use restricteii to importer by name
and to same custom-house).

Manufacture in bond and drawbacks may in themselves

lead to export bounties when strict proof of identity is not

required. Thus the ratio of utilization may be fixed in such

a way that the producer receives more as a drawback on the

exportation of his manufactured product than he has in

reality paid in duties on the foreign raw material. The

provisions for proof of importation may be drawn so liberally

that under certain conditions the drawback may also be

secured on domestic material which has paid no duty. It is

further possible that finer qualities of raw material may be

imported for domesti'' consumption, while for exportation

poorer qualities produced at home are worked up. For

example, the United States of America refunds on exportation

the duties, less one per cent, paid on any foreign raw material

contained in the exported goods, but requires only a sworn

affidavit of the exporter as proof of the fact in question. By
the royal decree of February 27, 1896, Italy grants restitution

of the duty on exportation of cotton yarns and fabrics ; but

as the duty is but three lire per 100 kilograms while the

• I b
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amount of the drawback in four lire per 100 kilograma in thecaM of yam», and four and a half in the case of fabric., and
in addition the tax provisions are very liberaUy administered
an export bounty is the result. A simihir situation obtains
in Russia, where, on the exportation of certain cotton and
wooUen manufactures, a drawback at fixed rates is paid for the
duty on machmery and raw material used in their manufacture,
the payment taking the form of an issue of receipts which
are accepted in payment of duties on raw cotton and wool,

-export bounty appears most frequently in case of
ntfc^tiable certificates of importation, and may in fact make
Its appearance in two different ways. In the first place, that
part of domestic production which comes from the home dis-
trict most favourably situated commercially and geographi-
cally with respect to a foreign market region can be more
effectively exported because of the fact that on exportation
the producer can sell his export certificate for the approxi-
mate amount of the import duty in another part of the
country where an import demand for the goods exists ; but
this import demand will again be increased because the
producmg region best situated for exportation can now com-
pete on the foreign market under conditions more favourable
than It previously could in the more remote domestic markets
I

>

U.S case the industry will at once be assured of a domestic
pnce profiting by the full amount of the tariff protection
I.e. (neglectmg freight-charges) a price equal to that in the
world-market plus the duty, while the exporting district will
receive the same price, viz. the price in the world-market
on the sale of the goods, and an amount approximately equal
to the duty from the disposal of the importation certificate
An export premium may also result when the quality of the
imported raw material or part manufactures is better than the
quality of the material put into the exported final product, since
similarity in quality is still harder to verify than equality in
amount This import certificate system first reached an ex-
tensive development in France in the course of the nineteenth
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century in the case of cercali* and iron ; it wbh later taken

over by Gemumy for grain, and in recent years han found

ardent advocateii in AuHtria-Hungary.

S%if,ar Bountiet. The mo^t important group of export

bountieR which have arirten out of duty refunds in formed

by the sugar bountieit. The growth of the European beet-

sugar manufacture in the first half of the nineteenth century

cheapened MUgar into an object of popular consumption, and

led the producing countries to introduce consumption taxes

(France, 1837 ; Germany, 1841 ; Belgium, 1843, Austria-

Hungap/, 1849 ; &c.). But on accoimt of the difficulty and

expense of administration the tax was laid, not on the raw

sugar, but on the beets or the sap on the ba^'is of an assumed

percentage of yield. But the percentage of yield assumed

in the law could not always correspond with the actual ratio,

as the sugar content of the beets varies from place to place

and from time to time, and is subject to change by every

technical improvement in the industry. In this way a factory

using better beets or more efficient appliances would at once

receive a concealed production bounty.* The French law of

July 24, 1884, placed a tax of fifty francs on each quintal

of refined sugar, assuming a yield of six per cent under the

diffusion process. A factory which in fact secured only six

quintals of sugar from 100 quintals of beets would therefore

pay a tax of 300 francs, while a factory which obtained ten

quintals of sugar would pay the same amount ; in the first

case, the burden of the tax would be the intended amount

of fifty francs, while in the second case it would be equivalent

only to a tax of thirty francs, so that in comparison with

the first factory the second would even here receive a pro-

duction bounty of twenty francs. But on exportation the

tax paid had to be refunded in order not to reduce the power

of the product to compete in the world-market, and since

the tax was computed on the basis of the raw material or

Gninzcl, System dtr Handelspolitik, second edition (Leipsic, 1906),

p. 500.
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half-manufacture, and the reimbursement on tne b-.sis of
the finished product, there arose in addition an export bounty
to the amount of the difference between the actual yield ratio
and that assumed in the law. All these bounties, moreover
were unequal for the different factories, and tlr; ...r- un-
just, although they furnished a powerful spi r to tecimica*
improvement as their amount varied with tl : o«iciency o:
the plant. These provisions resulted in a co^ it crab!*' los-^

of customs receipts to the state, but could not be re^.ta''^-!
with impunity as they had become essential to the existence
of an extensive industry, and one of great importance for
agriculture. It was decided, however, in the interest of
juster distribution, to introduce direct export-bounties in
place of the indirect, and this was done by Austria-Hungary
m 1888, by Germany in 1891, and, in part, by France in 1897.
In Russia an indirect export-bounty arose in the same way
and became more or less a fixed institution in the course of
the later period in connexion with the growth of a Kartell sys-
tem. The Russian government, by means of a Kartell system
controlled by the minister of finance, fixed specific amounts to'
be produced by the several concerns for domestic conoumption
under the ordinary rate of taxation of 1 75 roubles per pood
Any sugar produced beyond the amount thus specified must
either pay an additional tax of 1-75 roubles per pood or be
exported. By the aid of this organi;?ation of the production
and the high import-duty (four rouble's per pood), the ministry'
of finance has succeeded in raising the domestic price to
a poi..t—from 415 roubles per pood upward on January 1,
1912—that the industry is very profitable. A Russian sugar
factory will therefore endeavour to secure the allotment of
as larr^e a percentage as possible of the production for the
home market, and hence will increase its production by every
available means, since the division of the production for the
home market among the several factories is made on the
basis of their average output. Production, however, can be
increased only by exportation, wliich as a result may be

% I
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carried on at a loss in view of the high domestic prices. These
high domestic prices maintained by combination and by duty

obviously represent an indirect export-bounty.

The sugar bounties have led to increased consumption in

the countries where the product is marketed, but also to the

destruction of the sugar industry in those countries. The
idea originated in England of neutralizing the effect of export

bounties by levying compensatory duties on sugar subject to

them. A Parliamentary investigating commission appointed
in the year 1879 proposed such ' countervailing duties ' in

its report of August 1880, but the English (government took

no corresponding action as it held fast to free-trade principles

and did not wish to injure the interests of the consumers, and,
moreover, regarded the collection of duties at different rates

according to the country of origin of the goods as a breach
of the most-favoured-nation provisions of existing commercial
treaties. In the United States of America, however, the

tariff law of August 27, 1894 (the Wilson Bill), in addition

to a duty of forty per cent ad valorem, placed a uniform
super-tax of one-tenth of a cent on each pound of imported
sugar which had enjoyed in the producing country either

a direct or an indirect bounty. The Dingley Bill of July 24,

1897, fixed the equalizing duty at the amount of the bounty
granted by the producing country, which amount was to
be determined for this purpose by the Secretary of the
Treasury of the United States. India, under the law of

March 20, 1899, went still farther in the collection of such
equalizing duties.

Although duties of this character unquestionably pro-
duced the result that on importation into the consuming
country the bounty paid on the sugar in the producing
country was taken off, and hence that the producing country
paid the bounties not to its own industries but to the foreign
customs agents, yet they did not break up the practice of
giving the bounties, but only changed the marketing points
for the beet-sugar produced. The attempts to do awav with
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the sugar bounties by means of international agreement

likewise met with little immediate success. <egotiations and
conferences repeatedly entered into from 1864 on, between
the European nations concerned, were without result. The
International Sugar Conference held in Brussels in December
1901 also failed .o get beyond academic pronouncements,

until suddenly England issued a declaration that equalizing

duties would be introduced unless some agreement were
reached for the removal of the bounties and moderation of

the excessive import duties on sugar. Under this pressure

from England, the most important sugar-market, the Brussels

Sugar Convention was finally signed on March 5, 1902. The
states party to the treaty assumed in it three essential obliga-

tions, as follows : First, to remove all direct and indirect pro-

duction and export bounties on sugar ; second, to reduce

the import duty exclusive of the consumption tax (the so-

called super-tax) to the moderate level of six francs per

hundred kilograms of refined sugar, and 5-50 francs for other

grades ; third, to levy upon sugar coming from a country

not a party to the Convention an equalizing duty equal to

any bounty granted in that country. The enforcement of

the Convention was placed in the hands of a standing com-
mission in Brussels, and it was to remain in force in the first

instance for five years from September 1, 1903. England,

which had aimed by its action to quiet the complaints of the

colonies over the injury to their raw-sugar industries, was
soon confronted with a violent opposition on the part of the

sugar-using manufacturers (chocolate, marmalade, and cake
industries) who, by the aid of the extraordinarily cheap
sugar, had captured the markets of the world, and the inten-

tion was soon formed of denouncing the treaty. It is true

that England finally concurred in the extension of the period

of the Convention for a further five years, signed August 28,

1907, but only on condition of being freed from the obligation

to collect equaUzing duties on sugar upon which bounties

had been paid. Russia, which had not been a party to the

1!^
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original Convention, now joined in the agr ~ment, but also

received an exceptional position. It was pvtmitted to retain

its customs and tax legislation which produced an indirect

bounty, but wua allowed to export over the western frontier

only one million tons in the six years from September 1,

1907, to August 31, 1913. Exportation to Finland, to Persia

(both by way of the Caspian Sea and across the land frontier),

as well as to other adjacent Asiatic countries with the excep-

tion of Asiatic Turkey, remained unrestricted. On March 17,

1912, the Sugar Convention was again extended for five years,

or until August 31, 1918, but the demand of Russia for an

increase in the amount that might be exported was granted,

and further, England and Italy no longer joined in the

agreement.

Although the fate of the Brussels Sugar Convention has

thus become somewhat uncertain, there is little probability

that the bounty system will ever be restored to the former

extent ; it would be a financial burden to the state, and

moreov r such measures are not
^^

'jular in modem repre-

sentative legislative bodies The following summary gives

a general view o • \e present situation in this field

:

Belgium, Gern„.ay, France, Holland, Austria-Hungary,

and Switzerland are bound by the Brussels Sugar Conven-

tion concluded on March 5, 1902, and extended August 28,

1907, and Martii 17, 1912, to the removal of the direct and

indirect bouin'.es formerly subsisting.

Sweden has joined in the Brussels Sugar Convention, but

may retain its tariff and tax system favouring the industry

so long as it does not export.

Italy joined in the Brussels Convention under the same
conditions as Sweden, but withdrew in the year 1912.

Great Britain subscribed to the Brussels Convention with

certain reservations, but withdrew in the year 1912.

Russia joined in the Brussels Convention when it was
renewed in 1907, but occupies a special position, as it is

allowed to maintain the export duties arising from its tariff

F2
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I ell system, but in limited as to sugar exportation

towi the West.

Denmark does not subscribe to the Brussels Convention,
but, according to the decision of the Brussels Commission
in 1912, it is no longer to be regarded as a bounty-paying
country.

Spain grants export bounties which, according to the deter-
minations of the Brussels Commission, amount to 19-75 francs*

per 100 kilograms for raw, and 19 50 francs for refined, sugar.
Roumania pays export bounties which, according to the

determination of the Brussels Commission, amount to 22-60
francs per 100 kilograms on refined, and 17-75 francs on raw,
sugar.

Japan pays a bounty on crystallized sugar amounting,
according to the Brussels Commission, to 2 61 francs per
100 kilograms.

The United States of America does not subscribe to the
Brussels Convention, but collects special duties to the
amount of the. export bounty from sugar from the old
bounty-paying countries.

Bounties on Distilled Liquors. Another group of govern-
ment export bounties which have grown up in connexion
with customs drawbacks are those on distilled liquors. These
have not, to be sure, achieved by any means the significance

of the sugar bounties, for the reason that the manufacture
of spirits from the very beginning sought and found its

equilibrium in the worid-market. Of the spirits production
of the world, amounting to between 3,500,000,000 and
4,080,000,000 litres, only from fifty to sixty million litres

enter into international commerce. This limitation, again,
is a consequence of the intimate relation between brandy
distillation and agriculture. The raw material originally

preferred was that in which alcohol already occurs, i.e.

wine, and it was not until later that use was made of starch-
containing substances, among which, again, first place was
soon taken by potatoes—^the most advantageous crop for

\ i
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the poorer and lighter soils hardly adapted to any other

culture. The manufacture itself offers the advantage that
on account of the favourable relation between bulk and value,

the product may be transported to great distances, and hence
its production makes possible an expansion of the productive

activity of regions remote from the world-trade and carrying

on an extensive agriculture. In addition, alcohol removes
no fertility fro^i the soil, so that all the valuable elements

can be restored to the land in the by-product, the distiUery

slop forming an especially valuable stock-feed and an excellent

fertilizer. Most countries have therefore excluded importa-

tion of spirits by enormously high duties, besides which, the

three most important exporting countries have taken legis-

lative measures to combat over-production. Germany, in

the law of June 24, 1887, introduced an allotment system
permitting only a limited quantity distributed among the

different distilleries, to be produced at the minimum rate

of the consiimption tax, of formerly fifty, now 105 marks
per hectolitre ; any further amount was subject to a higher

rate of seventy, now 125 marks. Another measure aiming

at the same result is an auxiliary tax, the so-called
• establishment impost' (Betriebsauflage), which is graduated
according to the size of the distillery and is subject to increase

in case the average amount distilled according to a specified

process is exceeded. These examples were followed by
Austria-Hungary, where the consumption Irx is likevnse

divided into two rates, one for an allotted amount (fixed by
the law of June 8, 1901, at 90 kronen per hectolitre of pure
alcohol), and another rate (110 kronen) for any further

amount. In Russia, the law of June 6, 1894, which inaug!i-

rated the fiscal monopoly of the spirit trade, was unfavour-

able to exportation, which has almost ceased. France and
England, on the other hand, are prevailingly exporters of

distilled liquors (cognac and the like).

The necessity of collecting the intended consumption tax
at the beginning or during the course of the process of pro-
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duction was more conspicuous in the case of the distillation

of spirits than in the beet-sugar industry, as distilling,

on account of its closer connexion with agriculture, was

largely divided-up and scattered among small establishments.

Not until the most recent legislation has the principle of

levying the consumption tax on the finished product finally

achieved exclusive application. Formerly the principal

emphasis was laid on those methods of taxation which fixed

upon the raw material or some intermediate product, especially

the malt liquor, or upon the capacity of the productive estab-

lishment, i.e. the cubic contents of the vats (Maischraum-

steuer) or the distilling apparatus (still tax) as a basis. In

this way the possibility of indirect production-bounties

would have been present, as in the case of the sugar industrj'.

Such bounties arose, too, but not, as with sugar, in favour of

the most efiicient plants, but, on the contrary, to the advan-

tage of the small establishments. Legislation designedly

favoured in an extraordinary degree the small agricultural

distilleries which work up potatoes or grain of home produc-

tion and carry back to the land, either as stock feed or as

fertilizer, the residues of the distillation process. In Germany
the farm distilleries remained subject to the vat tax even

after the introduction of the consumption tax ; their pay-

ments were measured by the cubic contents of the mash-tub

(1-31 marks per hectolitre and for each course of operations),

and hence a premium was placed on the efficient utilization

of the space and the use of materials with the largest possible

starch content. Fruit distilleries paid also a nuiterial tax

of 0-25 marks per hectolitre in the case of fruit skins, 0-35 for

stone fruits, 0-45 for berries, 0-50 for brewery refuse, and
0-85 for stone fruits and wine ; this also placed a premium

on intensive utilization. The new Imperial law of July 15,

1909, has indeed discarded these special taxes, but it pro-

vides for reductions in the consumption tax for the smaller

distilleries. In Austria-Hungary the smaller farm distilleries

which use starchy material, and also those utilizing wine

i \
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refuse, fruit, and the like, pay a production tax which is

nominally equal to the lower rate required from other dis-

tilleries (90 kronen per hectolitre of alcohol), but which is

adjusted according to a lump-sum provision based on the

capacity of the distilling appliance, or is compounded accord-

ing to an estimate of the probable amount of production.

In addition, the a{mcultural distilleries are favoured in the

distribution of the allotments subject to minimum tax and

receive bonuses of six, eight, and ten kronen per hectolitre

of pure alcohol within the allotment, and of 2 4 and six kronen

when exceeding it. In France, home distillers {bmilleura de

cm) who distil spirits in small quantities from raw materials

produced by themselves have always enjoyed freedom from

taxation. In Russia, the brandy tax which was introduced

in 1863 has since been increased from four to eleven kopecks

per wedrograd (12 3 litres per cent), and which is still in force

in that part of Russia not covered by the monopoly, is col-

lected on the basis of the raw material, on the assumption

of a specified normal production constant for each kind of

material used—grain, potatoes, molasses, &c. The excess

distillate {Uberbrand) remained tax-free down to the year

1890, as a compensation for which the agricultural distil-

leries were granted tax-exemption on from one-half to four

per cent of their spirits production according to the amount

produced.

On exportation of taxed spirits, the custom is to refund

the amount of the tax. When the tax was levied on a basis

of the raw material, an intermediate product, or the pro-

ductive establishment, an indirect export-bounty usually

arose in connexion with the drawback, which of course can

only be made according to the finished product. This bounty

never achieved the significance of the sugar bounty, for the

reason that it hardly sufficed to offset the enormous import

duties in the purchasing countries. The duty amounts in

Germany to 160 marks per hundred kilograms of cask brandy ;

in Austria-Hungary, to 110 kronen ; in France, to 70 francs.
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to which, however, a high municipal impost must be added ;

in Great Britain, to 10». 44. per gallon of proof spirit ; in

Italy, to 180 lire per 100 kilograms, with various Hpecial

imposts ; in Sweden, to 100 kronen ; in Norway, to from
266 to 280 kronen, &c. The indirect export-bounty which
was paid in Germany in the days of the mash-vat tax wa«
determined by the actual duty imposed of 9-95 to 13-63 marks
per hectolitre of pure alcohol, and the drawback on expor-

tation amounting to sixteen marks per hectolitre. Indirect

export-bounties subsist also in Austria-Hungary and Italy.

In the law of May 2, 1894, Russia changed to the system of

direct bounties, reimbursing the tax, and in addition paying
a bounty of three and one-half per cent of the spirits tax and
five per cent in case of pure spirits of at least ninety-five

degrees proof, and even then was unable to make good the
loss of the valuable Spanish market. Germany pays a direct

export bounty, the rate of which is annually determined by
the Bundesrat, and which usually amounts to five or six

marks per hectolitre of alcohol. Austria-Hungary pays
a similar bounty of ten kronen per hectolitre. Great Britain
refunds the tax on exportation, and in case of plain spuits,
spirits in imitation of wine, and distilled liquors denatured
with wood spirit, the amount paid is threepence per gallon
normal strength, and in case of rectified spirits fivepence per
gallon. The United States of America regarded this as an
export bounty, and on January 21, 1911, placed a special

extra duty on British distilled liquors, but these w > e later

removed, as the American Secretary of the Treasury declared
himself convinced that no bounty was contained in the pay-
ment. The determination of the facts as to whether an
indirect export-bounty is paid, and its amount, is peculiarly
difficult in the case of distilled liquors.

The ' Titres d'acquits a caution ' in France. The importation
certificates system first came into general use in France in

connexion with grain. The business of manufacture in bond
which had been carried on smce 1828 was facilitated in the
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edicts of January U and June 1, 1850, by the elimination

of the requirement of proof of identity and of the limitation

requiring exportation to take place through the same customs

office. The ratio of product to material was fixed according

to grade at 90, 80, and 70 kilograms of flour per 100 kilograms

of wheat. The period of manufacture was fixed for the time

being at twenty days, but was extended to three months by

the edict of August 25, 1861. The southern provinces depen-

dent upon the importation of grain now secured their imports

duty-free through sale of the certificates in the flour-exporting

north. When the harvests were bad and the importations

large, the millers secured the lion's share of the bounty, while

under the reverse conditions, when the amount of importa-

tion was small, the grain traders in the south raised the price

on the certificates. The landlords in the south soon began

to complain that they were not sufficiently protected against

the growing oversea competition resulting from the lowered

duties on imports, while some foreign countries also, especially

the Belgian government, protested against this form of export

bounties. As a result, the edict of October 18, 1873, restored

the provision that the importation of grain should take place

through the same customs-office by which the corresponding

exportation of flour had gone. The new regulation did not

impede the phenomenal development of the Marseilles milling

industry, which immediately took advantage of the pro-

vision for manufacture in bond {admission temporaire), im-

ported foreign grain and exported the flour manufactured

from it to the near eastern countries, Egypt and Turkey. In

the year 1909 the wheat importation of Marseilles amounted

to 4,400,000 quintals, of which 3,400,000 quintals were re-

exported in the form of flour, grits, pastry, crackers, and

starch. In recent years the trade in import certificates has

again been admitted. At present the miUers in the north

export flour made from domestic grain and sell the import

certificates in Marseilles, where flour made from foreign grain

can be advantageously sold at home.
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The Htre$ tTacjuitt i couHtm have played an important
rdle in the iron industry also since the requirement of proof
of identity was dropped in the edict of September 8, 1861.
The southern and western iron and steel works carry on
a flourishing export trade in goods manufactured from
domestic iron, while the northern works import the higher
quality English pig-iron. This procedure led to complaint on
the part of Germany, and the edicts ^ January 9, 1870, and
January 24, 1888, introduced restrictions prescribing the
transportation of the imported iron to the plant which
desired to claim the drawback and which was to effect the
manufacture {obligation du convoyage d I'uaine); the new
regulation brought to an end the commerce in iron

certificates.

Import Certificates in the German Grain Trade. The above-
described effects of the traffic in import certificates have
been especially conspicuous in Germany also. Different

districts within the country are interested in the commerce
in grain in very different ways. The north-eastern Prussian
provinces produce a surplus which, by the aid of cheap
freights by water, they can market more advantageously in

England than in the more remote consumption centres of

Germany, while Russia and Austria-Hungary afford a more
convenient source of supply for the industrial sections of
middle and southern Germany. In the years 1887 and 1888,
therefore, the landlords began agitating a demand for the
issue of import certificates ; in view of the fact that the
question related to an extension of elaborative industrj',

they demanded abolition of the requirement for proof of
identity. In the law of April 14, 1894, the desired change
was introduced, and it has been retained in the latest tariff

law of December 25, 1902. By the terms of the law, on the
exportation of wheat, rye, spelt, oats, buckwheat, legumes,
hops, rape, and beet-seed, and when the amount exported
is at least 500 kilograms, certificates are issued which entitle

the holder to import duty-free a corresponding quantity of

i



COMMODITIES : POSITIVE MEASURES 219

the same commodity within an interval to be fixed by the

Bundesrat, but in no cafte to exceed six monthn. Ah a further

extension of this traffic, the proprietors of grinding and

roller millN, to whom the privileges of manufacture in bor..^

had alrea^'y been granted in the tariff law of July 15, 1879,

and also the proprietors of oil-mills, likewise received per-

mission to use import certificates. They wre given the

certificates on exportation of manufactured goods produced

by themselves within the customs domain, issued on the

basis of the amount of raw material embodied in the products,

and subject to the provision that this amount must be not

less than 500 kilograms. The yield-ratio fixed in the expor-

tation requirements is in the case of rye-flour seventy-five

ppr cent, of barley-malt seventy-five per cent, and of wheat-

malt seventy-eight per cent. The Bundesrat was ft'rther

authorized to permit the acceptance of these impo.-t certi-

ficates in payment for duties on goods other than grains and

legumes, and the permission was in fact granted in the case

of a series of articles subject to purely revenue duties,

including coffee, cocoa, tea, spices, tropical fruits, olives,

rice, herring, petroleum, &c. The first limitation was

imposed by a ruling of the Bundesrat on November 9, 1911,

reducing the term of validity of the certificates from six to

three months, and restricting their acceptability in place

of cash in duty-payments to grains, legumes, rape, and rape-

seed. These import-certificates were extensively employed

in grain exportation, but in the case of flour the older

provisions for manufacture in bond were found preferable.

The immediate effect was that the prices of grain in those

parts of the country which depend on exportation for their

market and which formerly had to contend with depressed

prices, rose to a point higher than the general world-market

price by approximately the amount of the import duty.

As a result, an equalization in grain prices within the

German customs domain has come about, as in the export-

ing districts also the domestic price could now rise to the
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height of the world-market price pluN the amount of the
duty.

Private Export BoutUiei. While the governmental export
bountieit nerve in the fimt instance for capturing foreign
marketH, in the case of private bounties exportation appears
merely as an auxiliary regulating medium for the develop-
ment of the domestic market. Those brar hes of production
which have not from the beginning specialized for trade on
the world-market will naturally prefer to dispose of their
goods on the more accessible, better known, and heavily
protected home market

; yet they will not be able to dis-
pense with exportation if they expect to free themselves
from danger of loss on account of the inevitable changes in
the business situation without contracting production ami
dismissing employes. The larger the establishment, tho
more urgent is the requirement for continuous operation at
full capacity. The foreign price, however, will usually b^
lower than the domestic price, as the most favourably
situated producers meet on the world-market under con-
ditions of free competition and sell their surplus product,
even at a loss. It is true that in the discussions in regard
to the German combinations (Karwlk) it has been brought
out that at one time the prices obtained for coal in Belgiun)
and Holland were higher than ti« syndicate prices at home,
but such cases could not arise ^itiept under a very unusual
and temporary concurrence of circunuitances. If a producei
wishes to sell unmarketable goods abroad in order to keep
his plant fully occupied, he must bear the sacrifice of the
difference in price. As an individual, he will usually be
indisposed to this action unless the sacrifice amounts to less

than his profit. But in case «i an agreement or organization
including the entire body of heme « .impetitors, he will take
a much more deliberate asd positive stand. Such agreements
were already at hand in the earliest historic development of
large-scale production. Thus, for exampk, as early as the
beginning of the ninetee^ii centurj-, the English cotton
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Hpinners sold at a loss on the Continent large quantitieH of

yarn in order to cut off in itH inception the competing induHtry

there growing up. Adam Smith mentionH the case ' of an

agreement among the manufacturer^., who paid an ex|>ort

bounty out of their own pocketH, and by getting rid of

a part of their product, doubled the price of the re-

mainder on the domestic market. The full development

of the private export-bounty was, however, first achieved

under the modem trade agreement and industrial combinu-

tions, which in to say, in connexion with organizations

aiming at the substitution of a regtdated fur the normal free

competition. Export bounties form one of the means of such

regulation.

We distinguish two sorts of private export-bounties. The
hrst variety immediately serves the purposes of the trust

;

the organization gives encouragement to the members them-

selves for the exportation of the commodity which the

organization seeks to control, in order to relieve the domestic

market of surplus goods and their price-depressing effects.

The second variety serves the same ends indirectly ; not

the members of the combine, but domestic establishments

using its products in their own elaborative processes, are

given concessions for the purchase of the regulated com-

modity, with the object of increasing the competitive power

of their product in the world-market. In both cases, the

essential point is the unloading of the goods of the combine

abroad, in the first instance in the crude stote, through the

agency of the members of the combine ; in the second

instance, in a further elaborated condition, through the

agency of d':mestic purchasers. While it is true that from

the national ec'onomy standpoint it is certainly more advan-

tageous to export completely manufactured than partly

manufactured goods, since the important point in exporta-

tion is not the material value, but the labour value of the

product, yet, from the private-economy point of view of

• Wealth of Satioits, Book IV, chap. v.

t
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the combine itself, the distinction between the two modes

of procedure is purely formal, as the object in both cases is

merely to unload its own surplus product. In consequence,

the management of the combine itself commonly draws no

distinction between the two varieties of export bounties.

As a further result, the attempts made in the literature of

the subject' to make a sharp division between export

bounties and export drawbacks are not to be regarded as

successful. The analogy with the similar favours granted

by governments does not hold, since it is not that a pre*

viously levied impost (duty or tax) is refunded, but

merely that a contribution is made for the equalization of

a price-difference arising from a complicated set of circum-

stances. Nor is the character of the payment changed

when the trust-controlled product is disposed of in a

transformed and improved condition instead of in its

original form.

The direct export-bounty represents for the member of

the combine a cash payment computed on the basis of the

quantity of the controlled goods exported, while for the

manufacturer who buys the goods for further elaboration

it represents a price concession in their purchase. The neces-

sary means are collected by a contribution levied on the

members of the combine on the basis of the extent of their

operations. Exportation is facilitated and promoted in this

way, since the sacrifice of profit or actual loss incurred by

the exporting establishment is distributed throughout the

group of competitors
;

yet, as a matter of fact, the amount

of the bounty, as was repeatedly shown in connexion with

the German Kartell investigation, always falls short of the

actual difference between the domestic and the foreign price.

Moreover, it is not a constant payment, as in the case of

the governmental bounty, since their price-difference is not

' See Trescher, in Karttllrundaehau for 1907, nos. 2 & .3 ; Fritz Diepen-

horst, Die handeltpolilische Bedeutung der Atufuhrunterstauungen dcr

Kartelle (Leipsic, 1908), p. 7.

ni



COMMODITIES : POSITIVE MEASURES 223

unifonn, but decreases with every improvement in the

domestic market, and usuaUy disappears entirely in periods

of great prosperity. In the German iron industry, e.g., no

export bounties were paid at the times of culmination of

improvement in conditions in the years 1899 and 1906, but

in the following periods of depression they were again intro-

duced. The amount of the bounty also commonly changes

in accordance with conditions: with the Rhenish-West-

phalian Coal Syndicate the amount paid in 1896 was ten

per cent, whUe at the high point of business conditions m

1900 it sank to three per cent, to rise again to six per cent

in October 1901. A bounty will be paid to establishments

using the trust products for further manufacture, i.e. to its

domestic customers, only on condition that the resulting

finished product is to be exported. In this connexion it

may happen that such exportation again takes place, not

immediately, but through the medium of stUl another

elaborative industry, in which case the bounty received

must be passed along, and may even be increased by a new

bounty paid by an intermediate industry. Thus a chain

of bounties following one another in regular succession

has grown up in German industry. The coal and coke

trusts paid an export bounty on each ton of pig-iron

exported. The ore and pig-iron trusts paid bounties—

partiy in combination with the coal trust—on the exporta-

tion of half manufactures, and the combine controlhng

these products, with the aid of their predecessors in the

production process, encouraged the exportation of wire-rods.

The wire-rod works passed along the support received to

the wire-nail factories, &c.

An indirect export-bounty arises spontaneously from the

mutual interaction of trade combines and protective duties.

This case has become famous under the catch-word of the

' dumping system ', and may be explained as follows : Let

us assume that the normal production of a certain commodity,

sufficient fully to supply the home demand, amounts to
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100,000,000 quintals, and let us further place the production

costs at forty and the normal domestic selling-price at fifty

marks per quintal. Under normal market conditions the

account will stand as follows

:

M.

Selling-price of 1,000,000 quintals at SO M. • 50,000,000

Pnxluction cosU of 1,000,000 quintals at 40 M. . . 40,000.000

Resulting profit .... 10,000,000

Now let US suppose an over-production of ten per cent,

which depresses the domestic price to the cost of production.

We shall then have :

M.

Selling-price of 1,100,OOJ quintals at 40 M. • 44,000,000

Production cost of 1,100,000 quintals at 40 M. . . 44.000.000

Resulting profit—Nothing.

If, now, by concerted action the surplus product of 100,000

quintals can be sold abroad at a loss at a price of thirty

marks (ten marks under the cost of production), only 1,000,000

quintals will be placed on the domestic market, and as a result

the normal selling price will be obtained. The balance-sheet

will now appear as follows :

M.

Selling-price of 1,000,000 quintals in the home country .,50M. 30,000.000

Sdling-price of 100,000 quintals abroad at 30 M. 8,000,000

Total yield RS.000.000

Production cost of 1,100,000 quintals at 40 M. . . ; ,000,000

Profit ,000,000

In connexion with the German Kartell investigation it

was brought out that the pig-iron syndicate had for years

maintained the German prices for pig-iron higher than the

English prices by the amount of the duty (ten marks) plus

the freight from England to the Rhine district (from ten to

twelve marks), or about twenty marks per ton on the whole.
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Some foreign and domestic selling prices of coal and coke

are shown in the following table

:

Gebman and Fobkion Seluno Pricks or Gebman Coal and Cotat

Year.

I

Coal.

Marks per Ton.

' Inland.

1900 10-70

1901 ii-oi

1902
i

10-45

Abroad.

9-82

11-22

9-84

Difference

in %.

—8-2

+ 1-9

-5-8

Coke.

Marks per Ton.

Inland.
|

Abroad.

1700 ! 16-12

17-00
\

i6-86

15-00 I lyii

Difference

in %.

— 5-5— 0-2

— 12-6

The American trusts ordinarily sell their products at from

five to ten per cent cheaper in foreign countries than at home.

A particulariy crass instance was that of the Steel Trust,

which at one time sold sheet steel in England at $22.00 per

ton, while it charged American ship-builders $32.00 for the

sar ^ product.^ An American soap manufacturer stated

before the free trade congress in Antwerp in the year 1910,

that borax was produced in the neighbourhood of his plant,

but that in consequence of the high duty of two cents per

pound it was so costly in the home country that he had

bought borax in Paris and had it shipped to America via

Liverpool. On the arrival of the shipment it was discovered

that the stuff had been produced in the near-by American

works, and so had only traversed an enormously roundabout

course to bring up again at the place from which it set out.

Direct export bounties have reached their greatest develop-

ment in the German iron industry." The Siegerlander Pig-

iron Syndicate and the Rhenish-Westphalian Coal Syndicate

granted bounties as eariy as the year 1882 to the members

of the combines, and also to domestic purchasers, though

only occasionally and for short periods ; not until the decade

' Hermann Levy, Die Stahlindustrie der Vereinigten Staaten von Amerika

(Berlin, 1906), p. 276.
« W. Moigenroth, Die ExportpoliHk der KarUUe, Leipsic, 1907 ;

Fntz

Diepenhorst, DU handelspoUHsche Bedeulung der AttsfuhruntersNitzungen

der KarUUe, Leipsic, 1908.
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of the 'nineties was a systematic exportation policy intro-

duced. Since the year 1893, the Rhenish Westphalian Coal

Syndicate has set aside a variable percentage of the turn-

over to meet the costs of both sorts of bounties. From the

year 1892 until it was merged with the coal syndicate in

1897, the WestphaUan Coke Syndicate paid a rebate of one

and one-half marks to the rolling mills for each ton of pig-iron

exported. The pig-iron syndicate also joined with the

Siegerlander Iron-Stone Syndicate in the payment of bounties

on the exportation of the manufactured pig-iron. Among

the establishments affected were the wire-rod mills, which

were especially interested in exportation and which in turn

granted price reductions to manufacturers using their pro-

ducts in case of re-exportation. In order to avoid friction

in the relations of so many organizations and enterprises,

a 'Clearing House for Exportation' was established in

Dusseldorf in 1902 by the Rhenish-Westphalian Coal Syn-

dicate, the Diisseldorfer and Siegerlander rig-iron Syndi-

cates, together with the half-manufactures' combine and the

organization of final producers. It was the business of this

institution to account for and distribute the export bounties

according to a uniform plan. The form of bounty repre-

sented by price concesr" was dropped. Every quarter,

maximum rates were fix« within which the clearing house

might determine the bounties. At the end of 1902 these

maximum rates were as follows: 150 marks per ton for

coal, 2 50 marks per ton for pig-iron, exclusive of the bounty

on coal, and 10 marks per ton for half-manufactures and

final products, including the bounties on coal and pig-iron.

These rates were gradually increased to 4 86 marks for half-

manufactures and 20 marks for formed iron, but were

lowered at the beginning of 1906 in consequence of tho

improvement of business conditions, and finally reduced to

zero. In the year 1908, under the pressure of declining

business conditions, the earlier practice was resumed, but

it did not achieve great significance on account of the rapid
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return of prosperity. In May 1913, however, the steel works

association raised its bounty to fifteen marks per ton, and

the pig-iron combine took under advisement the question of re-

introducing such measives, while the coal syndicate held aloof.

The German Kartell investigation showed also that the

central organization for the application of industrial alcohol

grants rebates on orders for distilled spirits to be used in the

production of articles for exportation, but according to the

statement of the association itself, only in years when it

seems advisable to relieve pressure on the domestic spirits

market by exportation'.

Interesting examples of bounty payment are also afforded

by the textile industry. In the Austrian cotton-spinning

industry in the year 1897, the owners of 2,100,000 spindles,

or three-fourths of the total number of spindles in Austria,

bound themselves, in view of the glut of the domestic

yam market brought about by large importations, to con-

tribute for a period of six months, two kronen per spindle

per month toward an exportation fund, out of which bounties

were to be paid for the exportation of yam. The consequence

was a rapid growth in the Austrian exports of yam to un-

accustomed market districts—to Germany at first, and later

to Russia. In the year 1913 a similar course of action was

again entered upon in order to unload a surplus of production

on the German market. The plan included concerted action

with the cotton weavers, but tiiis came to naught. The idea

was that the spinners should supply domestic weavers with

yam at world-market prices, in consideration for which

the weavers were to pay export bounties on fabrics out of

a fund ; for the maintenance of this fund an assessment of

ten kronen per loom per year was proposed.

In the Italian cotton industry the ' Instituto cotoniero

italiano ' was founded in the sprmg of 1913, mainly for the

purpose of limiting production and increasing exportation.

The spinning department was first organized, and later three

other departments relating to weaving, printing, dyeing, and

11
f
i'

> i
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Bmshing are to be added. Of the 4,580,000 spindles in

Italy, 3,800,000 are represented in the organization. An

assessment of 60 lire per spindle is to be paid toward the

expense of limiting production, and an equal amount as an

export bounty fund. Accordingly, a sum of about 2,000,000

lire annually should be available for distribution, but in com-

parison with the total Italian exportation of cotton goods,

which amounts to 200,000,000 lire per year, this is not of

great importance.

Following this example the French cotton spinners in Rouen

have set on foot negotiations looking toward organization.

It was hoped totake in at first the establishments of Normandy

and later those of the entire country.

The Russian cotton spinners in Lodz formed an export

association in 1905, to which each member contributed one

kopeck per spindle per week. By the aid of this fund 800,000

pounds of yam were exported to Germany and the Orient

during the first year of operation.

The Austro-Hungarian petroleum Kartell has also formed

an export organization of its own. The ' Petrolea ', estab-

lished in 1903, and including practically all the crude oil

producers, has supplied the refineries with crude oil at reduced

prices on condition that the exportation of a corresponding

quantity of refined petroleum should be guaranteed. In the

year 1907, however, the Kartell was dissolved. On the other

hand, the organization of refineries (Petroleum-Produkte-

Vertriebs-Gesellschaft, Ltd.) founded July 25, 1911, has taken

up the question of placing bounties on exportation. The

Central Committee is authorized under prescribed conditionjs

to effect the formation in any year of the period of the agree-

ment of an ' export subvention fund ',* into which is to be

paid an assessment varying with the domestic price (halt

the amount of the price above twenty-seven kronen, but not

more than four kronen per metric hundredweight of the

I Verhttndlungm der vom k. k. Hmdelministerium veranstalleltn KarttU-

tnqu€te. III. Mineramindustrie (Vienna, 1912), pp. 246. 247.
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domestic allotment). On the other hand, the exporting

refineries must pay into a reimbursement fund half of any

export price received above a specified amount, and this fund

is again distributed according to the domestic contingent.

In the case of the American trusts, export bounties to

individual members do not come into consideration as the

trusts themselves are consolidated enterprises, but price con-

cessions are granted to manufacturers who further elaborate

the products for exportation. In the tin-plate industry the

employees have actually paid assessments from their wages

into an export subvention fund.*

2. Freight-rate Concessions.

Special Rates oh Exports. As in the case of railways the

general economic interest steadily pushed the question of

private gain into the background, the railway rates became

not merely an auxiliary to protective duties, but in a still

higher degree a means of encouraging exportation. Special

tariffs applicable to exports have in fact achieved a higher

development and a more extended application than those

relating to import tariffs, though, like the former, they exert

their influence in connexion with protective duties, special

rates on imports being a means of increasing the tariff pro-

tection of a country itself, while special rates on exports on

the other hand are a means of overcoming the effects of

foreign tariff protection. In commercial treaties govevn-

ments invariably guarantee only the treatment to be accorded

to foreign goods, i. e. finally, their own tariff protection pro-

cedure, and not the treatment accorded their own goods

in relation to other goods in foreign territorj'. Hence a

special freight tariff on exports does not appear as an evasion

of treaty stipulations inasmuch as it is not directed against

a particular country ; it therefore offers less occasion for

damaging retaliatory measures on the part of foreign countries.

' Hermann Levy, Die SuMinduttrie der Vereinigkn StaaUn von Amerika.

Berlin, 1906.
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On this account special freight tariffs on exports have

from the very beginning been numipulated much more openly

and pubUdy. Thus, in the decade of the 'nineties, the

' export classification ', so-called, was introduced m Austria-

Hungary, Germany, and Switzerland. This means that the

goods in question are placed in a lower freight class m case

they are destined for exportation. In this way many com-

modities belong to two freight classes, a general and a special,

or export, class. Special or exceptional rate-tariffs are, how-

ever, much more frequenUy met with in nearly aU Contmental

European countries. In this practice either a special rate

lower than the regular rate is introduced into the direct tariff

applicable to traffic consigned to a foreign station, or else the

rate to the frontier station is reduced on condition that the

goods go on into the foreign country on a single way-bill.

Direct tariffs or direct way-bills are thus the two means of

determining the fact of exportation. Under certain con-

ditions, however, it is possible for the foreign country to reap

a share of the benefit of the reduced tariff on exports ;
and

this may make itself unpleasantly felt in case the foreign

competitor is able, on account of more favourable productive

conditions, to overcome the disadvantage of a location more

remote from the market centre, or in case the special export

tariff by virtue of its extremely low charges represents an

actual loss to the nation which has established it to encourage

its own exportation. The possibility of this participation in

the reduced rate by foreign producers is clearly illustrated

by the following diagram :

Producinq
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In the quest for means of obviating such participation,

the device was hit upon of making purely formal requirements,

such as have already been discussed in connexion with con-

cealed special import tariffs. The applicability of the special

rate has frequently been limited to a specified domestic

shipping point, and often at the same time to a certain

destination or transit station. Cases have been known in

which the exporting manufacturing establishment was forced

to prove that its raw material had been produced in the

country.'

3. Measubes for the Encoueaoement of Shipping

The Genesis of Artificial Support of the Merchant Marine.

A favourable field for the promotion of national economy

interests in the sphere of world-economy is afforded by

ocean transportation, since the highway of the seas is in-

ternational and every ship represents to some country

an extension of the sphere of its economic power beyond its

natural borders. Two objects have been pursued by the

political authority in this connexion. The first is that of

securing the largest possible share of ocean commerce for

its own merchant fleet. The shipping of a nation brings

freight earnings into the country from without, affords

regular postal connexions with colonies and oversea countries,

and also has great military significance since it secures a sea-

faring population, and in the case of war affords auxiliary

ships for the transportation of troops and supplies, for

carrying intelligence, &c. The second is the aim of making

the ocean traffic subservient to the interests of the production

and conunerce of the country. Ships will visit home ports more

regularly than foreign, and as a result foreign goods may be

subjected by the lack of direct shipping connexions to costly

and time-consuming transhipments, while also domestic goods,

• Ernst Seidler and Alexander Freud, Die Eisenbahntarife in ihrm

Hesiehungen zut Handelspolitik (Leipsic, 1904), p. 58.
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even for selfish motives, will natundly be given lower freight

rates and more favourable conditions of delivery.

The economic protective policy directed its attention first

to means of transportation in order incidentally to stimulate

the production of commodities also. The original secondary

cum, however, became gradually the principal one, while at

the same time a fundamental change took place in navigation

poUcies. In earlier times negative measures alone were

employed, the protectionistic navigation policy endeavoured

to exclude foreign flags as much as possible from ocean traffic.

The most aggravated form of exclusion is direct prohibition,

in which the famous English Navigation Act of October 9,

1651, furnished an example to French and Spanish legislation

also. At the beginning of the nineteenth century, however,

such Draconian exclusion methods were found incompatible

with satisfactory relations with foreign powers. Recourse

was now had to the fixing of higher shipping taxes for foreign

vessels, and the French legislation of 1816 set the example

of increased customs duties on goods in ships under foreign

flags (surtaxes de paviUon). Such additional duties on the

ground of the flag were indeed revived in the recent tariff

legislation of the United States of America (the Dingley Bill

of 1897, the Paine Bill of 1909, and the Underwood Bill of

1913), and also in the French tariff law of 1910, but thus

far only as a reserve measure for retaliatory use. In the

course of time the practice of discriminating between flags

was bound to operate to the greatest disadvantage of that

very nation which had the largest merchant marine. As

a result England, as long ago as the Law of June 25, 1849,

laid down the principle of placing foreign flags on an equality

with the home flag. Since that time the principle has secured

universal recognition in modem commercial and navigation

treaties.

In place of negative measures positive ones were now

tried ; the protectionistic navigation policy was replaced by

the granting of subventions. The latter employs two methods

:

P
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(1) ship HubsidieH, and (2) bounties.* Examples of both may
be found in the earlier history of commerce ; Venice and Spain

at the end of the fifteenth century, and France under Colbert,

paid bounties on shipbuilding and for maintaining service

on specified routes. The policy, however, achieved its full

development only in the course of the nineteenth century.

Ship Subndiet. A ship subsidy represents an absolutely

definite material outlay, usually fixed for a term of years,

granted by the state to an individually specified shipping

company in consideration for the maintenance of regular

lines. The basis of it is the idea of a mutual quid pro quo
relation between the political power and private enterprise.

The genesis of subsidies is intimately connected with the

development of steam navigation. In former times the over-

sea postal service, especially that between mother country

and colonies, was carried on by ships owned by the state

—

in England by the so-caUed ships of the Admiralty. When the

use of steam became practicable, the state desired to sec

for this service the more rapid and more certain liansportatio'

medium, but was repelled by the great financial risk from
undertaking the service itself ; or, in case it did take it over,

as in France, its experiments produced the most unsatis-

factory results, as the Government was not in position to

meet the much higher operating costs by extending the

freight service. As a result, agreements were concluded with

private companies in which the latter undertook, in con-

sideration for fixed payments, the free transportation of

mail matter, and in consideration for tariff concessions or

other privileges, the free carriage of ofScials and of Govern-
ment property to and from outlying possessions, &c. A
further inducement was added to this first motive for en-

couraging the growth of the nation's shipping. The difference

between war ships and merchant ships was in the beginning

so small that the idea readily suggested itself of securing

a very respectable cruiser fleet in time of war by arming

Josef Grunzel, Sytlem der Verkehrgpolilik (Leipsic, 1908), p. 28.
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private mercluuit votmU. In return for a correspondmg

Bubsidy the shipping companies now obligated thtnttelves

in case of war to undertake any transportation of troops or

munitions of war assigned to them, to permit the trans-

formation of the steamer into a cruiser, and in time of peace

also to keep a certain number of ships at the disposal of the

military authorities. Even in the drawing of the plans of

the vessels they were to conform to the requirement* of the

military administration, and to fulfil certain minimal demands

as to speed, and they were not to seU or rent the vessels to

any foreign country. GraduaUy, however, these bounties came

to serve commercial ends also. This is shown in the fact that

in regard to freight charges minimum rates were laid down

while the consent of the Government was made necessary

before the rates could be changed ; also that the owners were

forbidden to enter into trade agreements, &c. A classification

of subsidies accordmg to their purpose is, however, found only

in English legislation. This form of encouragement for the

merchant marine has spread from France and England into

all countries with large shipping interests.

The first postal agreement was concluded in 1839 between

the British Government and the newly organized Royal West

India Mail Steam Packet Company for carrying the mail to

the Antilles and Central America. The later contracts with

the Cunard Line and the Peninsular and Oriental Companies

contained clauses in regard to the event of war. Since, how-

ever, commercial vessels are adapted to purposes of naval

warfare in only a limited degree, and not all in the same way,

the subsidies were divided in the year 1861 into three classes :

postal subsidies or payments for carrying mails, military

subsidies or Admiralty payments, and purely commercial

subsidies. They are at present distributed among numerous

companies with which special agreements have been con-

cluded. In recent years many English colonies, as, e.g.,

Australia and Canada, have granted their own independent

mail subsidies.

Il

.: I



COMMODITIES : POSITIVE MEASURES 236

France hu paid subRidien for carriage of mail ttince att

early as 18S7, and haH aim performed the Hervice by direct

governmental agencieH in the Mediterranean. But at* Govern-

ment Miterprise was productive of very bad resultH Bnancially,

the p<^cy was changed in 1851 to long-time agreementa with

private companies, in particular with the ' Compagnie des

Messageries maritimes ' and the ' Compagnie g^n^rale trans-

atlantique '. The annual expense formed an item of 27,600,000

francs in the budget of 1912.

Italy likewise grants subsidies, principally to the ' Naviga-

zione generale italiana ' for several lines in the Mediterranean

and to Indo-China. The effort to renew the agreement,

which expired on June 30, 1910, failed on account of the

increased demands of the company referred to, with the

result that bids were publicly opened, in which the Loyd
Sabando and Pierce Parodi Companies come out victorious

in October, 1909. But in consequence of a change in the

Government, when the Giolitti Cabinet gave way to that of

Sonnino on December 2, 1909, the project fell th: ugh.

The idea of the new Government was to replace the sub-

vention by general navigation bounties. But Parliament

again failed to concur in this view, and the succeeding

Cabinet of Luzzatti nationalized the intra-Italian lines, and
effected the transfer of the others by means of a three years'

agreement (1910-13) to the ' Societii nazionale pei servizi

marittimi \ which was organized for this purpose. Eleven

Bills were introduced into the Parliament for a final settlement

<>f the question after 1913, but most of these were rejected

by the Giolitti Cabinet in 1911, and the rest were combined
into a single measure which finally secured acceptance in

1912. The new law divided the thirty-two lines receiving

subsidies into four groups, and again opened the contracts

to public bidding. The first group, Alto Tirreno, embraces

lines outward from Genoa ; the second group, Basso Tirreno,

includes those from Naples and Palermo, among which are

all the new direct connexions with Cyreuaica and the Tripoli-

1i
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taine ; the third group, Adriatico, includes the lines from

Venice and Ancona, and the fourth group, the fast service

from Brindisi to Egypt. The thirty-two routes were to be

plied by seventy-four ships, and were to be given an annual

subsidy of 16,000,000 lire. The immediate result of the

classification was, however, imsatisfactory from the start.

In Germany, after two unsuccessful attempts to secure

the passage by the Parliament of the necessary Bills, the

Government finally concluded an agreement in the year 1885

with the North German Lloyd ; this was renewed in 1898

for a term of fifteen years, and carries with it an annual

subsidy of 5,590,000 marks. In the year 1890 the German

East African Line was added, which by the terms of the new

agreement of 1900 receives 1,350,000 marks yearly. In

addition, various companies are paid smaller sums for carry-

ing mail.

In Austria, the Austrian Uoyd at first posF^ssed a practical

monopoly, and is now a subsidized corpora a. According

to the Law of February 23, 1907, this company receives mileage

payments for twelve lines in the Mediterranean and to

Eastern Asia, amounting to a maximum of 7,234,412 kronen,

and in addition reimbursement for the Suez Canal tolls.

Hungary subsidizes the ' Adria ' for regular service to

European ports and to Brazil, the • Hungarian-Croatian

Ocean Steam Navigation Company' for service in the

Adriatic Sea, and the 'Hungarian Levant Shipping Cor-

poration ' for service from Galatz to points on the Black Sea

and the Eastern Mediterranean.

Spain subsidizes the ' Compania Transatlantica ' and

Portugal similarly encourages ocean connexions with her

African colonies and with America. Russiagrants fixed annual

sums, mileage payments, and restitution of the Suez Canal

tolls to several companies, and Holland, Belgium, Sweden,

and Norway also pursue a subvention policy. Of countries

outside of Europe, Japan and the United States of America

have paid very large amounts to various companies.
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Shifting Bounties. Shipping bounties are general pay-

ments open to any one in return for certain legally specified

performances in the interest of the national shipping. They
are distinguished from subsidies by the fundamental idea

underlying them, as in the former the relation between the

state and the commercial fleet is not conceived of as obtaining

between two private contracting parties, but as one between

the public authority and a number of enterprises upon which

an important public economic interest depends. As a result

bounties are based, not on agreements, but on laws, and are

applicable, not to a specified ship-owner, but to all alike.

For this reason, too, they take the form, not of subsidies

for regular lines, but of payments for encouraging general

navigation. While subsidies owe their origin to the change
from sailing to steam vessels, bounties arose out of the

economic change which followed from the introduction of

the principle of placing all flags on an equal footing. The
overwhelmingly dominant industry of England could only

welcome the throwing open of the world to free competition,

but other countries—especially France, which was most
directly exposed to English competition—found themselves

forced into a relatively disadvantageous position. A ship

is an indut>trial product, which by its very nature always

lies outside of all customs lines, and so can be reached by
no protective duties, and, furthermore, in its transportation

to another country it does not incur costs, but on the con-

trary earns freight. Shipbuilding, however, is not carried on
in the open sea but on the land. In jurisdictions affected by
tariff protection, the shipbuilding company must bear the

increase in prices on its iron and other materials resulting

from import duties, while with its finished product, the ship,

it must compete against the similar finished product of

English industry, which can be set down before its doors

freight and duty free. Duty . exemption on shipbuilding

materia], which has actually been introduced into the tariff

legislation of some countries, only partly equalizes even the

i !



!

:

'.'

238 ECONOMIC PROTECTIONISM

differences arising fronj the customs tariff. It is impossible

to determme with absolute certainty the identity between

raw material and manufactured product, and, moreover, in

the refunding of duties on the basis of the quantity of material

in the finished product, no account can be taken of the

unavoidable waste in the material upon which also a duty

had of course to be paid. The first bounty laws in France

and Italy, whatever may have been their immediate insti-

gation, are to be traced back to these very difficulties, and

aimed at nothing else than the restitution to the national

shipbuilding industry, in the form of a bounty, of the duty

directly or indirectly paid on construction material. Ship-

ping bounties arose from customs drawbacks just as sugar

bounties arose from tax restitution, and as little as the

former did they remain confined within the narrow compass

of their original purpose, but steadily grew and spread. At

the same time ship-owners had lost the protection which they

had previously enjoyed through the more unfavourable treat-

ment accorded to foreign flags, and this at a time when they

were about to be confronted with the necessity of replacing

then* old construction material, now no longer available,

with a new medium. It is to ihtze considerations that service

bounties owe their origin.

We accordingly distinguish two different sorts of bounties,

building bounties and service bounties. The tonnage capacity

forms the basis of computing building bounties, though in

many laws a minimum size is prescribed. Separate bounties

are often provided on the machinery, in which case either

their weight, as in France and Austria, the horse-power as

in Japan, or both, as in Italy, form the basis of the payments.

Gradations in bounty rates are met with accordmg as the

ship is built of wood or iron, and fitted out with steam or

sails. Occasionally a distinction is made as to whether the

registry is to be under the h^me or under a foreign flag, and

when this is done the duty is less in the latter case.

The adjustment of service bounties offers much greater

W
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difficulties. The first Bill for this purpose in France (Report
of the Parliamentary Commission, 1873) attempted to fix

the bounty on a per capita basis for the crew of the vessel

;

but as in modem shipping the size of the ship's company
decreases relatively with an increase in the size and capacity

of the vessel, the less advanced types would be favoured by
such an arrangement. For this reason the generally recog-

nized basis of the bounty came to be the product of the
number of tons into the number of miles traversed. This,

however, did not eliminate all the difficulties. The usual

measurement in gross tons has the disadvantage that the
actual commercial efficiency is not indicated with sufficient

accuracy as ships could earn bounties even by sailing under
ballast. In consequence, the practice later came to be that

bounties were paid only on such ships as maintained a regular

service between the home country and some foreign land, or

else only upon the useful service rendered, determined by
multiplying the number of tons in the cargo by the number
of knots in the route to the port of unloading. The Sonnino
Bill in Italy involved a close approximation to export bounties
in case of a number of specified commodities the exportation
of which was regarded as especially desirable, as it provided
for an addition to the freight payments {corUribuio di nolo).

The fear of retaliatory measures on the part of foreign

countries led to the introduction of a change by which the
lines were subjected to classification in case bounties were to

be paid on the service, and the coimtry of exportation was
taken into account in the classification. Similarly in the
agreement, not yet ratified, between the Austrian Govern-
ment and the ' Austro-Americana ' a freight bounty is con-
templated which is to be fixed at a higher rate on the ex-
portation of domestic products, and at a lower rate in the
importation of raw materials purchased abroad.

Cargo bounties are also graduated for ships built of wood
and those of iron, and for steam and sailing vessels, and are
also decreased with the length of time the ship remains in
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service, ceasing entirely after a certain age has been reached.

They are usually applied to long journeys only, though in

exceptional cases at lower rates for coastwise traffic also.

A minimum tonnage is usuaUy required in order to exclude

the smallest vessels, and in addition, a minimum speed is

prescribed, though there is nothing to be gained by favourinjg

the higher speed service since in the freight traffic speed is

not an important consideration.

The question was much debated as to whether service

bounties should also be paid on foreign-built ships. If they

are granted, the foreign shipbuilding industry is encouraged,

and the benefit of the construction bounties may even be

lost to the domestic industry. If they are not granted, the

domestic shipbuilding industry receives a monopoly which

forms an obstacle to the growth of national shipping, as it

must not only pay higher prices for the ships, but must

submit to loss favourable conditions of delivery as well,

which would impede the prompt replacement of vessels lost

by accident, and also the speedy utilization of favourable

opportunities. The French Law of 1881 adopted the expedient

of granting half of the bounty to foreign-built ships, but

this did not afford a satisfactory solution of the problem, and

as a result in the Law of 1893 the service bounty was re-

stricted to vessels built in France. The consequence was that

a parliamentary investigation which was carried out estab-

lished the fact that in the year 1893, the French shipbuilding

industry received from twenty-five to thirty per cent higher

prices, while in the year 1898 sailing vessels cost forty-four

and a half per cent, and steamships from sixty to eighty-

three per cent more than in England. In general the question

of the distribution of bounties between shipbuilding and

navigation is the most delicate and difficult question in the

whole field of bounty legislation. The state is certainly

deeply interested in the development of a domestic ship-

building industry, since it thereby becomes independent of

foreign countries, provides new employment for labour, &c.
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Ability to compete with England in this field is, however,
not easily attainable, as in that country the shipyards are
concentrated as to location, and technically specialized, and
they have immediately at hand coal and iron in imlimited
quantities and at low cost. Further, they build ships of the
commoner types not merely on special order bat of standard
sizes according to the same plans, and hence may operate
more systematically than can yards whose market h so
limited that special plans must be drawn for each single
vessel. Finally, ships are not merely an industrial product,
but also an article of conunerce, and an immoderate increase
in their cost sympathetically affects not only navigation but
commerce also, and indirectly manufactures and agriculture
as well. Bounty legislation has striven to promote both
shipbuilding and navigation, but as a matter of fact it has
osciUated between the two conflicting interests. As a rule,

in view of the fact that the function of the service bounty
has not been correctly conceived, navigation has borne the
chief burden of shipbuilding. In order to attain a fairer
distribution of favour, recent legislation has in many cases
introduced, in the place of construction or service bounties,
payments based on equipment, first cost, or cost of operation
{primes or compensations ffarmement), which can be drawn
once for all at the time of the purchase of the vessel, or
annually, according to the tonnage capacity and the propor-
tion of the time in service, and which are equally applicable
to fordgn-built ships. This practice, however, is not free from
objections, as it promotes only the numerical growth of the
merchant marine, which is not always identical with an
increase in its efficiency in serving the interests of the national
commerce.

The proposal to introduce government bounties originated
in France soon after the elimination of discrimination be-
tween flags in the year 1869, but it was first put mto effect
in the law of January 29, 1881. Duty exemption on ship-
building material was dropped, and construction bounties
u«.u
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were substituted as foUows : sixty francs per ton for ships

of iron or steel, twenty francs for wooden «hips of 200 tonw

and over, ten francs for wooden ships under 200 tons, and

forty francs for ships of wood and iron, that is, when the

ribs and beams are entirely of iron or steel ; in addition to

these sums a bounty of twelve francs per 100 kUograms was

paid for the machinery on board, and finally servici premiums

were also paid. The latter amounted to 1 60 francs per ton

per thousand knots traversed, but were subject to an annual

decrease of 75 francs for wooden ships and those of wood

and iron, and 50 francs for ships of iron or steel; they

applied exclusively to long voyages, and only half the

amount specified was paid on foreign-built ships. The

bounty was increased fifteen per cent on ships the plans of

which had been previously accepted by the navy department.

As the bounties were to be paid for only ten years from the

date of publication of the law, the ship-yards were over-

whelmed with orders for the first three years, and foreign

builders also profited by the situation; then followed a

notable slump. The half-bounties on foreign-built ships were

set aside in the law of July 30, 1890, while the remaimng

provisions of the law of 1881 were continued in force until

the new law of January 30, 1893, came into effect. By this

law construction premiums were increased, and now amounted

to sixty-five francs per ton for iron ships, forty francs for

wooden ships of 150 tons or over, and thirty francs for wooden

ships of under 150 tons, plus fifteen francs per 100 kilograms

on engines. Service bounties, now restricted exclusively to

ships built in France, were calculated on the gross tonnage

and the number of thousands of miles sailed, mstead of the

net tonnage as formerly, and were fixed at the following

amounts : For steamships of more than 100 tons, 1 10 francs

with an annual reduction of 06 francs for wooden ships

and 04 for those built of iron ; for sailing-vessels of more

than eighty tons, 1 70 francs, with an annual reduction of

08 francs for wooden ships and 06 francs for those of iron.
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Ships engaged b the international carrying trade received
two-thirds of the cbove bounties. Ships built according to
plans of the Ministry of Marine might claim an increase of
twenty-five per cent. In view of the unpleasant previous
experience, the duration of the bounties was fixed at ten
years from the date of registry {moment de francisation) of
the vessel, and not as before from the date of the law. The
error in this policy was soon manifest, as the smaller types,
and especially sailing-vessel had been disproportionately
favoured. Foreign competition being entirely excluded, the
industry of sailing-vessel building consumed the service
bounty, and the share of the French merchant marine in
the shipping of the country sank at a fearful rate. The
succeeding law of April 7, 1902, was scarcely more fortunate.
It retained the construction bounties at the old rates, but
limited them to a total tonnage of 300,000 for steamers and
100,000 for sailing-vessels, and to a total amount of 60,000,000
francs

;
in addition, steamship navigation bounties could not

be paid on more than 50,000 tons annually, and sailing-vessel
bounties on not more than 15,000. The law further intro-
duced bounties on the fittings of ships, though only in the
case of steam vessels, so that steamers and sailing-vessels
were accorded quite different treatment. The service bounty
was granted to every ship built in France of ab( ve 100 tons
burden. The amount was fixed in the case of steamships at
1-70 francs per gross ton per 1,000 marine miles traversed,
subject to an annual reduction of 04 francs for the first

four years, 008 for the second, and 16 francs for the third
four years of the twelve-year period for which bounties were
granted, with a further deduction of 01 franc per 100 tons
for steamships of over 3,000 tons, while all above 7,000 were
rated for bounty purposes at 7,000 tons. For sailing-vessels
the amount of the bounty was to be 1-70 francs per ton
per 1,000 miles, reduced annually by 02 francs for the first,

04 francs for the second, and 08 francs for the third four
years of the bounty period, and with a further reduction of

B2
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10 francs per 100 tons for ships of above 600 tons, and the

rating at 1,000 tons of all sailing-vessels beyond that size.

The bounty on fittings {compeiuaiion d'armemeiU) was pro-

vided for ships of foreign construction of more than 100 tons

burden, and amounted to 06 francs per gross ton per day

of service {300 days of service per year being fixed as a maxi-

mum) for steamers up to 2,000 tons, to 04 francs for those

from 2,000 to 3,000 tons, to 03 francs for tonnage from

3,000 to 4,000, and 02 for all above 4,000 tons, but increase

in the bounty ceased at 7,000 tons. As a matter of fact, the

service bounties, accessible only to ships built in France,

were from two-thirds to three-fourths higher than the fittings

bounty, so that the domestic shipbuilding industry continued

to receive protection. The differential advantage accorded

to the smaller types, and especially to the smaller sailing-

vessels, was still greater than before, and as a result of the

limitation of the sum to be paid out by the government in

bounties, there followed such a boom in shipbuilding that

all the funds appropriated by the law were exhausted m
a single year. In consequence, a new law was passed on

April 19, 1906, which set aside the service bounties and

retained only those on construction and fittings. The con-

struction bounties are now fixed for u-on steam-vessels at

145 francs per gross ton, with an annual decrease of 4-50

francs dtiring the first ten years in which the law is to run,

and for iron sailing-ships at ninety-five francs, with an annual

reduction of three francs. For wooden ships of 150 tons and

over, the bounty is forty francs ; for those under 150 tons

it is thirty francs, to which is added twenty-seven and a half

francs per 100 kilograms for engines and boilers, subject to

an annual reduction of 75 francs during the first ten years.

For foreign-built ships specified classes were granted seven-

tenths of these amounts. The fittings bounty is granted to

all French vessels, wherever built, of at least 100 tons burden,

and the amount per ton per day of service is 04 francs for

steamers up to 3,000 tons, 03 francs for the same class of
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vessels of from 3,001 to 6,000 tons, and 02 francs for those

of more than 6,000 ton» ; for sailing-vessels it is 008 francs

up to 500 tons, 02 from 501 to 1,000 tons, and 01 above

1,000 tons. Proof is required that certain conditions have
been fulfilled as to voyages made and transportation service

performed ; in particular, a claim to a bounty becomes valid

only when vessels carry cargoes of at least one-third their

capacity for at least half of the distance sailed. A minimum
speed of ten knots is further prescribed, while an increase

to fourteen knots entitles the owner to a ten-per-cent addition

to the bounty, a speed of fifteen knots carries a twenty-per-

cent increase in bounty, and of sixteen knots one of thirty

per cent. A limit is fixed to the total amoimt of the bounty,

but it is formulated differently than in the preceding law

;

steam vessels up to 50,000 tons and sailing-vessels up to

15,000 may be annually admitted to participation in the

bounty. Certain defects have been overcome in this law,

but criticism of its provisions was very animated even at the

time it was passed. The budget for the year 1912 included

1,100,000 francs for construction bounties, and 21,900,000

francs for fittings bounties.

After the establishment of the principle placing the flags

of different nations on an equality, Italy at first resorted to

the expedient of granting duty exemption on shipbuilding

material, but replaced this device in the law of December 6,

1885, with bounty provisions. The construction bounty was
fixed at sixty lire per gross ton for iron ships and fifteen lire

for wooden vessels, plus ten lire per horse-power for engines

and six lire per 100 kilograms for boilers ; steam vessels built

according to plans approved by the Ministry of Marine were

entitled to an increase of from ten to twenty per cent. A ser-

vice bounty of 0-65 lire per ton per 1,000 nautical miles

traversed was provided for ships built in Italy which plied

routes to distant points ; foreign-built ships were admitted

to bounty participation only in exceptional cases. The
bounties were further increased before the expiration of the

111
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ten-year term of the law. The new law of July 83, 1896,

contained the following provisionH: construction bountie^

of 77 lire per gross ton for ron and 17-6 lire for wooden shipx,

18-60 lire per horse-power and 9-60 lire per 100 kilograms of

btnlers ; a service bounty of 0-80 lire per gross t<Hi per 1,000

miles for the first three years, with a reduction in each

succeeding three-year period of010 lire in the case of steamers

and 015 lire for sailing-vessels. Entitled to the service

bounty are only steamers of at least 600 tons burden and

of iron, iron saUing-vessels of at least 860 tons, and wooden

sailing-vessels of at least 100 tons. Ships built abroad

receive half the bounty given to Italian-built ships. Thix

law was again modified before its expiration. By the royal

decree of November 16, 1900, the construction bounty man

graduated according to speed; it was fixed at 45 lire for

steamers of less than twelve knots and for iron sailing-vessels,

50 lire for steamers of from twelve to fifteen knots, 65 lire

for steamers of over fifteen knots, and at 13 lire for wooden

ships—per gross ton in each case. The law of May 16, 1901,

reduced the construction bounty to 35 lire for iron ships

and 13 lire for wooden ones, and in addition set aside the

service bounties and introduced fittings bounties. The latter

were made applicable to iron steamers of over 400 and iron

sailing-ships of over 100 tons burden, and the rates were

fixed at 60 lire for vessels launched before June 30, 1903,

60 lire for those launched before June 30, 1905, and 40 lire

for those launched before June 30, 1907. Wooden sailing-

ships were granted bounties of 50, 20, and 10 lire under the

same conditions. The total bounty was limited to 40,000

tons, and to an amount of 8,000,000 lire per year. By terms

of a bill introduced in 1913 the government would grant to

every freight steamer a fittings bounty {compen$o di naviga-

xioTu) of two and a half per cent of the value of the ship for

a period of ten years. The ship must, however, have a dis-

placement of at least 100 tons, must be not more than twenty

years old,and must pass at least 800 days in the year in actual
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travel; for Icm time in service, corre«pondingly reduced

bountieti would be paid. An expenditure of 8,900,000 lire

in thix way was proposed.

Austria passed a law on December S7, 1893, for the

encouragement of free navigation, so-called, introducing unit

bounties and service bounties. The unit bounty {Betrieba-

muchu$$} was ftzed at 6 gulden per ton per year for iron

steamsiiips, 460 gulden for iron sailing-ships, and three gulden

for sailing-vessels built of wood. These amounts were subject

to a five-per-cent annual decrease, and ceased entirely aifter

fifteen years, but were increased by ten per cent in case the

ship was built in a domestic shipyard, and by twenty-five

per cent if at least half the material was of domestic pro-

duction. The service bounty {Reitezutchuaa), granted under

certain prescribed conditions, was fixed at five kreuzer per

ton per 1,000 miles traversed. Under the influence of this

law the merchant marine has in fact grown, though by no

means at the rate hoped for, especially when the prosperous

business conditions of recent years are taken into account.

As a result, a new law was passed on February 23, 1907.

By the terms of this measure, ocean-going commercial vessels

devoted exclusively to free navigation, and at least two-thirds

of wluch are Austrian interest, and which satisfy certain

minimum requirements as to efficiency, receive, in addition

to exemption from the industrial tax, both a unit bonus and

a service bonus. The unit bonus is granted to ships of at least

400 gross tons, and its amount is fixed as follows : for such

ships built of iron and steel in domestic shipyards, 10 kronen

per ton ; if built abroad, 7 kronen per ton, in case they are

registered before the close ~f 1910, and 6 kronen if registered

after that date ; for ships of wood or mixed construction,

built in domestic shipyards, 6 kronen per ton. This unit

bonus is paid for fifteen years, but is decreased five per cent

at the beginning < i the fourth year and ten per cent at the

beginning of the tenth. Ships of over 7,000 tons are treated

as 7,000 ton vessels. The service bounty is granted only on

II
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condition that the cai^ amountB to at least a third of the

net Hpatial capacity, or correspcHida to a spatial capacity of

at least 1,700 tons, and that it goes to an Austrian port ; the

amount is ten heller per ton per 100 marine miles. Steamers

of over 5,000 tons are rated at 5,000. On condition of using

fifty per cent domestic material, shipyards receive a con-

struction bonus, amounting in the case of steamers built of

iron and steel to 40 kronen per ton on the ship's hull, and

eight kronen per ton for machinery of domestic manufacture

;

in the case of sailing-vessels of iron or steel, the amount
received is 14 kronen per ton for the ship's hull ; for sailing-

vessels of wood or of mixed construction, 10 kronen per ton

are allowed. The total amount of the bounty is limited, the

unit bonus to 18,000 tons per year, of which not over 3,000

tons may represent sailing-ships ; the service bonus is limited

by the restriction of the total amount to be expended for

both forms of bounties to an annual sum beginning at

4,S00,000 kronen, and increasing each year up to 5,600,000

kronen for the year 1912.

An analogous arrangement is to be found in Hungary.
By the terms of Article XXII of the Statutes of 1893, free

navigation enjoyed purchase bounties and service bounties

in case at least two-thirds of the ship in question was the

property of Hungarian citizens. The purchase bounty
amounted to 6 kronen per net ton for sailing-ships plying in

the long routes of the coasting trade, 9 kronen for sailing-

ships on distant routes, 9 kronen for steamers in long route

coasting trade, and 12 kronen for steamers in distant service

—all subject to an annual decrease of seven per cent, and
limited to a period of fifteen years from the date of launching

of the ship. The service bounty amounted to five heller

per registry ton per 100 miles. By Statutes Article XXXIV
of the year 1896, construction bounties were also introduced,

as follows : For iron ships, 30 to 60 kronen ; for wooden
ships, from 10 to 25 kronen ; for the engines, 10 to 15 kronen,

and for the boilers, 6 to 10 kronen per ton, the total

'A
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urn being limited to 200,000 kronen. After years of pre-

liminary work a new HyNtem of regulationit wa* undertaken

in Statutes Article VI of the year 1907. The first provision

grants for a period of fifteen years to iron ships with aminimum
speed of ten knots a purchase bounty amounting in the

first year to 8 kronen per gross ton, and sinking gradually

to 4 kronen. The bounty is increased by forty per cent in

case the vessel is built in a domestic shipyard and entirely

>f domestic material, by thirty per cent if two-thirds of the

iiaterifl' is of domestic production, and by twenty per cent
\'ii ( l< -t one-third is such. If the engines are also of

dn:,t'^s*'( 111. 'erial the bounty is increased by twenty per
'•^ri*. A uir, »r increase in the bounty takes place when the
I" .t; sp.

! i.« twelve knots or more. A service bounty is

,
lid I >i vi. els in the free-navigation service, and having
-Ti— f tn. age of at least 1,600 ; the amount is 5 heller per
'^ on p«- 100 knots for the long-route coasting trade.

aiu 1 ^ l.'ller for the distant service. Shipyards which are

: /.lipj) 'd o build vessels of at least 1,000 gross tons receive

.
n '. OL.-.iruction bounty 30 kronen per ton for ships of iron

and steel, when at least two-thirds of the material used in

them is of domestic production, and 15 kronen per ton if

at least one-third of the material is domestic. A bounty of

12 kronen per indicated horse-power is paid on marine engines,

one of 8 kronen per 100 kilograms on boilers and steam-
piping, and one of 10 kronen per 100 kilograms on various

auxiliary machinery. The total bounty is limited to 1 ,600,000
kronen per year.

In Spain, shipping bounties were introduced by the law
of June 14, 1909, and either service bounties or unit bounties
are paid on proof of a specified minimum performance. This
minimum amour' in the irregular service to fifty per cent
of the passenger .

• 1 freight tonnage, with the condition that
thirty per cent of the goods carried must be Spanish products;
in the r^ular service the annual average must reach forty
per cent of capacity in case of exportation, and thirty per

1i
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cent in case of importation. In addition, the ships of the

South American lines must have a speed of ten knots, those

in the M diterranean service must make 11 '6 knots, and those

of the lines to New York thirteen knots. The total amount of

the bounties is limited to 4,900,000 pesetas.

In Russia, a bounty law was passed on May 21, 1912.

By its terms Russian shipbuilding establishments receive for

the original construction or the refitting of iron merchant

ships a lump-sum bounty based on the tonnage capacity of

the vessel and the horse-power of its engines. After the year

1922, an annual reduction of six per cent in the bounty rates

is to come into effect.

Japan passed a bounty law on March 23, 1896, providing

for construction and service bounties. A later law of March 24,

1909, made certain changes.

4. Other Positive Measures for Commodity

Protection

Subsidies for the Promotion of Exportatioti. As long as the

governmental encouragement of exportation does not go

beyond the publication of commercial reports, the furnishing

of information, and paying of salaries to young merchants, and

other measures for directing and stimulating private initiative,

an economic protective policy operating through commodities

cannot properly be spoken of. Later in the history of the

movement, however, the development abroad of a merchant

class of the nationality in question has taken shape as the most

important task. When now the state proceeded still further

and granted financial support to the merchant engaged in

the export trade, such government subsidy at once mani-

fested the same evolutionary tendencies as merchant-marine

subventions. The artificial encouragement is transferred

more and more in the one case from the transportation

medium, and in the other case from the commercial dealer,

to the commodity, and is imperceptibly transformed into an
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export bounty, in spite of all steps which may be taken on
the grounds of general principles to prevent such a change.
The transformation which has taken place in the Austrian

policy of encoiu-aging exportation is characteristic in this

respect. In the year 1897, at a time when a possibility of

a customs separation between Austria and Hungary had to be
reckoned with, four broad investigations undertaken by the
corporations concerned brought out the necessity of develop-

ing exportation. Beginning with the year 1898, a sum for

the promotion of exportation, fixed at first at 80,000 kronen,
was included in the national budget, and in the year 1907
the amount was precipitately increased to 1,000,000 kronen.

These amounts were used to defray the expenses of * com-
mercial emissaries ' (SentUinge), whose duty it was to travel

in specified oversea countries with samples of Austrian pro-

ducts and to solicit orders. In the period from 1898 to 1906,

thirty-six such agents were subsidized to a total amount of

462,500 kronen, and in the period from 1907 to 1909 eight

additional emissaries received 169,000 kronen ; according to

the official figures these agents secured business to the

amount of 18,700,000 and 2,800,000 kronen respectively,*

but in these sums were included many Austrian special manu-
factures which ' sell themselves ', so to speak, and require

no canvassing. The policy ended in complete failure. On
the one hand, the commercial agents did not in general

receive the necessary backing in the home countiy, as the
branch export-syndicates desired by the government did not
come in*o being. On the other hand, the agents were unable
to establish themselves in the oversea points, as would have
been necessary in order to maintain the business connexions
once created. Only a few agents employed as representatives

by a certain exporter in Vienna were able to maintain them-
selves, and in this case complaint was at once made that the
..uite was paying the employees of a particular firm which

> Verhandlungett und Bttchliigse des Indnstrifralrs, Heft 2«, Fragtn der
Erportferdertmg, Vienna, 1911.
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would otherwise have had to pay them on its own account.

In the year 1907 a new attempt was made, this time at

subndizing oversea branches of domestic business houses,

but with no better success. As there is no longer any im-

portant foreign point in which Austria is entirely unrepre-

sented, the subsidy represented a decided intermeddling in

established competitive conditions. The subsidized branch

houses were of course in a position to sell their goods cheaper

than their competitors, und in fact underbid on exactly

those goods to which the measures of encouragement had

not been intended to apply. As a result, the Industrial

Council decided in 1911 that such subsidies were to be granted

only exception, lly, and on political and commercial poUcy

grounds, in wh ;h case the merely business interest would

be overshadowed by the special aims of the state ; the

recommendation of the employment by the government

of foreign commercial emissaries was also couched in very

sceptical terms. The idea was now repeatedly proposed of

basing the subsidies on the quantity and value of particular

articles sold, but this would have been an undisguised export

bounty. The bill prepared by a member of the Industrial

Council, and endorsed by that body, but which failed of

passage, would also have been merely a roundabout road

to the same result. It provided that a certain percentage of

the tax on the turnover of each industrial enterprise corre-

sponding to the ratio of its export to its total business should

be reimbursed. The procedure of granting tax rebates,

which has become famiUar in the field of indirect taxes, was

thus to be carried over into that of direct taxes, where if

would, however, without doubt have led still more readily to

abuses. In order to enlarge the market for national products,

Italy, by the terms of the royal decree of December 25, 1909,

grants to persons engaged in commerce who mauitain on their

own account commercial agencies in foreign centres a subsidy

limited to three years, and to a maximum amount of 4,00<>

lire for European points, and 5,000 lire for points outside oi

ll
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Europe. In addition, newly established agencies may receive

for the first year a bonus toward the cost of the establishment

up to 2,000 "lire.

Encouragement of Exportation by Political and Capitalistic

Influence. In a period in which political issues relate more

and more exclusively to economic policy it is but natural

that external political connexions should be utilized to open

up new markets to a country's production. In the year 1906,

for example, Austria threw its politlral influence into the

balance in order to >ecure certain ordnance contracts in

Serbia. Again, the Austrian paper exportation to Egypt
has been falling off since 1903, because England brings

strong pressure to bear on Egyptian ofiScials in connexion

with public contracts. In Morocco, also, the influence of

France is decisive in business relations, in Persia that of

Russia and England. &c.

Large loans to foreign states or foreign enterprises are

usually granted under the condition, expressed or under-

stood, that the debtor is to buy in the country making the loan

the materials for the purt;hase of which it is made. Thus
in the year 1910 Serbia obtained a loan of 150,000,000 francs

in France, only on the implicit condition that a contract for

arms for the Serbian army should be granted to the French

firm of Schneider & Co., at Creusot. In the same way, orders

were repeatedly obtained from Russia. In the year 1910
Germany held up a Bulgarian loan until assurani e was forth-

coming that consideration would be given to German industry.

In the treaty with Germany of March 6, 1898, China was
forced to obligate itself to purchase in that country the

machinery necessary for the industriahzation of the Shantung
province, which was further connected with various economic

concessions in the region.

IIS



Ill iIf.li

lilt'
,1

IV

PROTECTION AFFECTING CAPITAL, BY
NEGATIVE MEASURES

1. Obstacles placed in the way of Fobsign
Entebpsisers

Employment of the Antipathy to Foreigners. It is only in

the earlier stages of capitalistic production that foreign

enirepreneurs' capital will be viewed by a country as desir-

able. As soon as the spirit of enterprise becomes active

in the country itself, attempts will not be wanting to replace

such capital by foreign loan capital, which leaves in the
possession of the debtor country the excess of its earnings

above mterest, thus operating to enrich the latter more rapidly

and at the same time eliminating the unavoidable personal

influence of the foreign capitalist on the domestic economic
policy. The most insistent opposition to the foreign erttre-

preneur will be found in the case of those enterprises to which
is entrusted the safeguarc&g of any special economic interest

of the community in the field of national defence, of trade,

industry, or commercial policy.

The opposition to the foreign enterpriser may be indirect,

through simply concentrating the attention of the national

consciousness upon domestic industry. Not infrequently,

however, a hatred of foreigners will at the same time be
stirred up, either openly or under cover, by means of the
press, public gatherings, political agitation, &c. In Clana,
in the year 1908, a strong agitation was set on foot npiii I

the granting to foreigners of mining and nolway concessions.

The attempt was made to repurchase concessions already

granted, the necessary capital bmig raised in part by national

subscriptions. In a few years, however, these currents of

!
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hostility to foreigners subsided as the Chinese recognized that
in view of the timidity of their own capitalists in making
public investments, they were not for the time being in

a position to dispense with foreign capital, and that, moreover,
they required the technical and conunercial leadership of the
Europeans. The laiger part of the enormous mineral wealth
of the country lies still untouched for the reason that home
enterprise is wanting for its utilization. Efforts are now
being made in the direction of establishing mixed enterprises

in which the home element will be assured an influence along-

side of the foreign.

In Roumania the antipathy to foreign capital has received

clearest expression in the different attitude of the population
toward domestic and foreign banks. Deposits are given
preferably to the domestic depositories and savings-banks,

in spite of the fact that they are less solidly based, and
many a small provincial bank shows deposits to many times
the amount of ts capital stock. The market-price of the
shares of the foreign banks is also relatively much lower in

view of the amount of reserves and the dividend rates.

Industrial enterprises suffer less, foreign capital being satisfied

with a return as low as five per cent, while domestic capital

earns eight per cent in safe mortgages.

In Greece also it is to be observed that domestic capital

is given the preference. The Greek government officials

themselves, when they must purchase supplies abroad, make
use of the services of Greek merchants resident in the foreign

country.

At the beginning of November 1912 it was announced
in the Time'^ in London that a nationaUstic movement was
in progress in Chile directed toward securing in the future
for domestic capital a larger share in the saltpetre industry
of the country. To this end the bidding of foreign capitalists

for the saltpetre fields opened up by the government was to
be restricted. Soon afterwards the Times received a communi-
cation from the Chilean representative in Loncbn in which

.•t
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it was explained that such unfriendliness to foreigners did

not reflect the views of the Chilean government, which wa^

well aware of the value and importance of larger movements

of foreign capital into Chile.

A similar proposal for the utilization of the antipathy to

foreigners was included in the form of a draft of a law by

a nationalistic deputy in France in the year 1913. By the

terms of this bill the use of the designation ' French ' would

be forbidden in the following cases : 1. When the enterprise

or company has one or more foreign administrative officers,

when it is a branch establishment of a foreign enterprise

or corporation, when more than ten per cent of its personnel

consists of foreign employees, or when it is not carried on

exclusively according to French laws ; 2. When the goods

are not produced in France or in French colonies by exclu-

sively French enterprises. Persons violating the law, in

case they are foreignors, shall be expelled on repetition of

the offence.

The Nationalization of Foreign Capital. The modem
means of opposition consists in the nationalization of the

foreign capital. The political allegiance does not inhere in

capital itself, but follows in the first place from the citizenship

of its owner. It can, therefore, be changed either without

the transfer of the capital or tifter such transfer has been

effected, and in either of two ways ; a new owner with a

different citizenship may take the place of the former one,

or the original owner may continue in possession but may
change his allegiance. In this manner foreign capital may be

nationalized and that of the country itself denationalized.

A further distinction to be made in this connexion relate^

to the question whether the enterprise as such or only the

capital invested in it undergoes the nationalizing process.

The following examples may make clearer the procedure

gone through in these cases. Let us suppose that a citi-

zen of the German Empire founds a factory in Austria.

He may either buy up a factory already in existence in

r- i '
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Austria, in which case a denationalization of Austrian
capital takes place, or with the help of imported machinery,
building material, and other capital goods, he may erect
a new factory. If he maintains his residence in Germany,
in Dresden, for example, while the factory is, let us say, in
Aussig, the Austrian national economy will have to give up
to the German the earnings of the factory, including the
interest on the capital. A nationalization of the enterprise
from the standpoint of Austria, and a denationalization from
the standpoint of Germany can take place only if the German
either sells his factory to an Austrian, or himself emigrates
to Austria. The economically decisive factor in citizenship
is, of course, the place of residence and not legal status.
Again, the factory may be organized as a corporation, in
which case the nationalization process may be effected easily
and imperceptibly through the purchase of the shares by
domestic capitalists. In this connexion the difference
between enterprise and capital is often made manifest. The
capitalist receives his returns in dividends or interest, while
the enterpriser oversees the administration. The German
corporation operating abroad may place its foreign estab-
lishments under the supervision of its own managers and
employees, or by the employment of native labour power
It may appear in Russia as a Russian, and in Italy as an
Italian, enterprise. The nationalization stru^le may also
be fought out in countries which have themselves no interest
m it

;
we need only refer to the conflicts of interest in con-

nexion with the Anatolian and Bagdad railways. The capital
of the latter is distributed by treaty, forty per cent being
German and thirty per cent each Swiss and French. The
capital and entrepreneur mterests may also be separated

;

the Suez Canal Company continues in form aFrench enterprise'
for the reason that statutory obstacles prevent the dominating
English capital from securing administrative control.
The nationalization process is, to be sure, from the private-

economic point of view, a capital transfer, inasmuch as the

t
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evidences of ownership, stock certificates, bonds, Ac., pass

from the hands of foreigners into those of citizens, but in the

national economic sense no such change takes place. From

the latter point of view, either no capital transfer at all is

effected, as when an establishment already in existence u
a foreign country is purchased by residents of the home

country in question, or else the capital transfer is one which

has previously taken place, without regard to the later

nationalization, through the establishment of an enterprise

within the country by foreign capitalists. In its national

economic effects, however, nationalization is similar to an

international transfer of capital, since it brings about a change

in the direction taken by the income of the invested funds,

which now remains in the home country instead of going

abroad.

In still another way the nationalization of foreign capital

invested within a country is of great value for the national

economy. In connexion with those enterprises in particular

which require the largest amount of capital and therefore

exert the greatest amount of attraction on foreign capital,

common economic and other public interests push themselves

more and more into the foreground, a circumstance which

makes it seem necessary, or at least desirable, that such

enterprises should not be in the hands of foreigners. Thus,

the railroads form an important implement of the national

economic policy as well as the essential means in any mobiliza-

tion of troops. A canal may be rendered useless for a consider-

able interval by the apparently accidental sinking of a vessel

at a critical moment, as was shown in the case of the Suez

Canal at the time of the Russo-Japanese War. The mining

industry operates with natural-monopoly wealth of a country,

and must, therefore, be subjected to regulations which should

be carried out in the same spirit in which they were promul-

gated.

Mexico has effected the nationalization of its railways by

the method of merging the different private companies into

'
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a large corporation (Lineas Nacionales de Mexico), in which
the Federal Government secured for itself a sufficient number
of shareh to be able to dictate the raUroad policy ui the interest
of the country.

In China, a strong nationalization movement set in in the
year 1900, which, as already stated, aimed at the repurchase
of the concessions granted to foreign nations and enter-
prisers.

On the high seas, no nationalization of enterprises impor-
tant to the economic community is necessary, smce in this
case it is sufficient that a national enterprise be built up
to offset those of other nations, ^hus England finds it
a considerable disadvantage from the military as well as
the commercial standpoint, that the thirteen cable lines
by which England is able to communicate with Canada are
under American control, even though the employees are
English. On this account the laying of the so-called '

all
British' cable is advocated for connecting England with
the colonies. According to the plan proposed, one line should
extend from the west coast of Ireland (Blacksod Bay) to
Halifax, with a branch line up the St. Lawrence River to
Montreal. A second line would be laid from Gibraltar to
the Cape of Good Hope, and be connected with the West
Indies through an intermediate station on the west coast of
Africa (Bathurst or Sierra Leone).

2. Discouragement op Capital Exportation

Discouragement by Influencing Public Opinim. The
previously mentioned disadvantages to the country of the
exportation of capital, the deadenmg effect on the spirit
of enterprise, the injury to the domestic money market
affecting loans in the home country, and the giving over of
financial power into the hands of a political opponent—have
attracted general attention to themselves in recent decades
and led to the taking of preventive measures. It is impossible

S2
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to check the exodua of the caiHtal itMlf m interoational

tnmafen of capital take pUce in the form of shipmmts of

commodities. For this reason the prohibition decreed by

Holland in 17S0 was without effect.^ The result can be

achieved only indirectly by controlling to this end either

the person of the capitalist or the technical media for the

transmission of capital.

Influence may be exerted on the person of the possessor

of capital by the attitude of public opinion, and in thiH

connexion again, either his self-interest or his patriotism

may be appealed to. Thus, on the occasion of the flotation

of the Russian five per cent Government Loan in 1906, the

internal political and financial condition of the Russian

Empire was depicted in such gloo'.ny colours in the German

and Austrian daily press and technical literature that the

price of the loan fell under eighty, while in November 1912,

at a peculiarly critical time for Government paper, the same

bonds did not fall below 102. Such an agitation can, however,

be only temporarily successful, and loses its effect in propor-

tion as the owners of capital become accustomed to forming

their own judgements on the basis of current information,

which constantly increases in abundance and accessibility.

With especial frequency is the appeal to patriotism used to

prevent an exportation of capital from strengthening a

political opponent. Thus, at the end of the year 1911 an

animated press campaign was carried on in France again!«t

the Austrian loan project which had become well known at

that time, on the ground that the sums raised by the loan

were to be used for strengthening the military establishment,

and thus would be useful to the hostile Triple Alliance.

Even earlier, in November 1910, the great French banks had

been called upon not to support the loans of Hungary and

Turkey (not admitted to quotation) by taking up treasury

bills of those countries. The influence of public opinion has

> A. SartoriuR, Freiherr von Walterahausen, Daa volkneirUehaflliche

Syttem der Kapitalianlage im Auslande (Berlin, 1907), p. 374.
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alao repeatedly amerted itaelf in America in connexion with
the marriage of the daughters of miUionaires with the impe-
cunious heirs of European noble families and the consequent
transfer of capital across the Atlantic Ocean.
Manipulaiion of Ou Tuhnical Means of Trotufming

Capital. Of the technical mechanism for transferring capital,
two forms especially—banks of issue and exchanges—are
subject to political influence ; in the regulations affecting
the operation of these institutions, the toking up of the un-
desired capital loans of foreign countries in general or of
a particular country may be rendered difficult.

An example of the utilization of the bank of issue to
prevent capital exportation has been furnished by Germany.
In earlier times many Russian Government loans and railway
bonds were marketed in that country. On political and
commercial policy grounds. Prince Bismarck, in November
1887, forbade the disposal of Russian securities through the
Reichsbank. By this means not only was the flotation of
new Russian loans impeded, but in addition a general un-
loading of securities already purchased was brought about.
The capital assistance which Germany thus refused was
granted the more willingly by France. Germany also affords
an example of the obstruction of the utilization of exchange
facilities by foreign securities. The admission of any issue
to quotation is granted by a commission (ZulasaungsaUlU),
whose primary purpose it is to guard against swindling
schemes, but which serve^^ as well to exclude foreign paper.
Higher admission fees must also be paid as well as higher
rates under the Imperial siunping law. None the less, com-
plaint is stiD made on account of the exportation of capital.
In the Prussian Lower Hcuse m February 1912, the Free
Conservative deputy, Rahardt, moved the following inter-
pellation :

A number of large banks have applied to the Minister of Commerce
for permission to invest in an issue of 48,000,000 marks of four and
a half per cent bonds of the Anatolian Railway Company. I ask

1
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the minister what he intends to do to prevent the exportation of

German money at a time vhen the mortgage requirements arc

greater than ever before. Shall wc assist a foreign people with

German money at the expense of our own country ? This money
would undoubtedly be taken from the middle classes to be used

abroad.

The French quotation system is far more drastic. In an

executive order of February 20, 1880, the French minister

of finance expressly reserved the right to refuse to foreign

securities admittance to official quotation, and hence the

right to the utilization of exchange facilities. In the year

1912, it was even decided to make such decisions dependent

upon the judgement of the ministerial council. According

to the ruling practice, two conditions are required for ad-

mission, the political friendship of the borrowing country,

and commercial policy advantages, especially the placing in

France of orders connected with the services to which the

foreign loan is destined to be put. Thus, in the year 1909,

the quotation of an Argentine loan was refused for the

reason that shortly before the Argentine Government had

placed orders for artillery in Germany. In the year 1910,

the French Government opposed the proposed Hungarian

and Turkish loans, which, however, were floated in Germany
as a result of this action. In 1912 the ' Chambre syndicale

des agents ' in Paris decided to admit no more Italian se-

curities to quotation until further notice ; this action was

taken as a protest against the threatened injury to foreign

capital through the establishment of the life insurance

monopoly.

3. DiSCOUBAGEMENT OF THE DeNATION ' LIZATION OF

Capital

Self-Protection against Denationalization. The transfer of

national enterprises into the hands of foreigners may be the

result of economic aggression on the part of the foreign state

which puts forward private enterprisers in order to gain

influence in another econoroic domain. The history of both

if
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the Near and the Far East offers an abundance of examples
of this sort. Or agam, private-economic interests may lead
to such expansion. Thus, the American trusts, which aim
at a dominant position in the worid-narket, such as the
Standard Oil Company, must obtain a firm footing in other
producing countries also. An especially favourable field for
denationalization is afforded by 'open door' countries,
where the lack of a national protective policy greatly in-
tensifies international compet'+ion ; similarly, the inter-
national ocean, which forms the field of activity of important
national enterprises such as the ocean steamship corporations
and submarine cable companies. Especial attention was
attracted by the attempt at denationalization made in 1901
by the Morgan syndicate, which purchased through German
and Auslrian banks stock in the Hamburg-American Line
and the North German Lloyd in order to bring these German
shippmg companies under American influence.

A means of protection occasionally effective, but inade-
quate in the long run, is the patriotism of the enterpriser.
The activity of the Government, and still more the influence
of public opinion, may bring it about that the enterprisers
postpone the sale of their establishment, or accept less
favourable offers, in order to prevent its passing into foreign
hands. The accomplishment of this result is much more
difficult when, as usually happens, the enterprise is organized
in the form of a corporation or some other legal association of
capital, since the stock or shares can generally be purchased
on the open market, and hence the transfer may take place
gradually and imperceptibly. If the danger is perceived ui
time it may perhaps be warded off for a while by an appeal
to the large stockholders and the banks ; but it can hardly
be permanently prevented as the shares will not always be
in the hands of financially independent persons, and, more-
over, are not always purchased for the purpose of investment
but for speculative ends as well, and hence must be sold at
definite times depending on market conditions.

5 i'-
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Corporations may secure a more reliable, if not absolutely

safe, protection tlurough their legal charters. A means of

temporary defence is afforded if the right is granted to the

company to increase its capitalization without a stockholders'

meeting. That is, when the stock previously issued has

largely passed into foreign possession, a sudden issue of new
stock which is placed in the hands of reliable parties within

the country, may restore majority ownership and control to

the homeland. The obstacle to stock transfers afforded by

the substitution of non-negotiable certificates for those made
out to bearer, can seldom be realized in the case of large cor-

porations such as those usually affected in this connexion, as it

would render the issue unsaleable. Again, it may be provided

by statute that the leading officers in the corporation (board

of control, administrative officials, or directors) must be

citizens of the country, and that regulations affecting the

citizenship of the directing personalities, the business head-

quarters of the enterprise and its independence of foreign

enterprises shall be under the protection of a qualified majority

of the stockholders, or shall require the consent of a special

stockholders' meeting. It was along this line that were re-

framed the statutory changes relating to the Hamburg-
American Line in 1902. But even this device does not afford

certain protection. When a majority of the shares are in the

hands of foreigners, it will not be difficult to find citizens

for all the important positions, who will obediently follow the

dictates of those whom they serve.

Govemtnenial Protection against Denatioralizaiion. Pro-

tection of private enterprises by the state against the aggres-

sion of foreign capital may be effective, but is applicable to

only a limited degree. Especially must enterprises have some
vital economic interest of the community bound up in them
if they are to receive such protection, as a further extension

of the principle would constitute violation of the inter

national treaty principle of the freedom of industry, and
hence would inevitably lead to retaliatory measures by other

11
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states. Furthermore, such protection would require con-
siderable financial expenditures which naturally should not
be made except in case correspondingly important common
interests are to be safeguarded. The protection itself can
be effected only by laying upon the enterprise certain obli-

gations in the national interest, which foreign capital will

either not assume at all, or not without special compensation
in the shape of material advantages. The subsidizing of
shipping companies affords special opportunity for the im-
position of such conditions. Or again, the state may acquire
a portion of the capital stock of the enterprise in order to
secure some voice in the administration, and in combination
with other rehable inland owners, may prevent a maiority
of the votini? power from passing into foreign hands.

Nationalization as a Defence against Foreign Control. The
most radical protective measure against foreign control of

enterprises is the direct nationalization of the threatened pro-

ductive industry, as in this way the property interest in the
enterprise is entirely withdrawn from the commercial field.

The word production is here intended in the general sense
of the creatioii of any kind of economic values, and hence
includes commerce, navigation, &c. But a pre-supposition
of such action as here suggested must be the possibility of
establishing a monopoly, as a governmental productive
establishment is much impeded in its power to compete with
other domestic or ever foreign enterprises by its greater
regard for the economic interests of the community, and the
more formal and complicated methods of administration. For
this reason, for example, the nationalizing tendency which
in European countries has worked itself out triumphantly
in the field of railway transportation, has not been successful
in the domain of ocean navigation. The business of inter-

national water transportation, in view of the sudden changes
in competitive relations, demands prompt and responsible
decisions, and to these an organ of the political administra-
tive machinery cannot be adopted because of its subordina-
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tion to higher authority and to specific restrictions. The

more clumsy character of state management will be less

disadvantageous when as a result of more constant productive

and consumptive relations, the field of business operations

in question is more steady, and hence better suited to regu-

lation by principles laid down in advance. In addition, the

endeavour has always been to secure the advantages of

commercial enterprise even in the field of public monopoly.

In the beginning this was accomplished by leasing the

monopoly to private concessionaries. This policy proved

unsatisfactory, as only the financial interests could thus be

safeguarded, and often these not adequately. In recent

times new forms of organization have been developed by

which the state may be relieved of the commercial admini-

stration, and yet be able to assert itself at any conjuncture

on behalf of the interests entrusted to its care.

One of these forms is the compulsory combine (Ziear^s-

kartell). This is a legally regulated organization of the

branch of production in question by means of which, especially

in the case of commodities subject to a consumption tax,

a control and distribution of the marketing at home and

abroad can be carried out ; over-production is warded off,

exportation being subsidized to this end by the guarantee

of higher domestic prices.^ This plan may also be effective

as a defence against foreign control, as the potassium com-

bine in Germany has shown. Another form of organization

is that of the private operating company for the Government

monopoly, subject to constant oversight by the state ; this

is the plan which has been considered in connexion with the

projected petroleum monopoly in Germany. A precedent for

such procedure is, moreover, at hand in the development of

banks of issue. The issue of banknotes has become a public

monopoly in European states, but is entrusted to private

banks which are commercially organized, yet forced in the

broad outlines of their business poUcy, to give precedence

> Josef Grunzel, Der Sieg des Indtutrialismtts, Leipsic, 1911, p. 93.
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to the interests of the community at large over those of their
stockholders.

The compulsory combination of producers of potassium
salts in Germany was established by the Law of May 25, 1910,
in order to forestaii the threatened collapse of the private
potassium Kartell, an event from which results inimical to
the public interests were to be feared. The owners of the
potassium works were compelled by law to market their
products through the exclusive agency of the operating com-
pany formed for this purpose, the ' Potassium Syndicate

'

(a limited liability corporation). A distribution committee
fixes annually the quantities to be sold at home and abroad,
and fotes at the same time the share of each member of the
combine in these amounts. Such organizations for the
control of marketing have usually been directed toward the
end of makmg possible lower prices abroad by means of
lugher prices at home, that is, toward subsidizing exporta-
tion; in the reverse sense they aim also to utilize the lower
foreign prices to secure higher prices at home by relieving
the domestic market of the pressure of an excessive supply.
In contrast to this procedure the policy of the German
potassium combine will be to place the domestic purchaser
at least on an equality with the foreign consumer; this
action is justified by the fact that potassium salts are
extremely important m agriculture, and that Germany has
a natural monopoly in their production. In order that the
operating company may not use the monopoly guaranteed to
it by law to the injury of domestic agriculture, the domestic
prices are fixed by the Bundesrat, while only a lower limit
is set to foreign prices. These must not be lower than the
domestic prices, but their adjustment above this minimum
is left entirely at the discretion of the company. The pre-
liminary report of the law cleariy indicated that the fear
lest the control of the industry should pass into foreign hands
was a part of the incentive to this regulative action. The
collapse of the private monopoly would have led to a fall
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in the value of the potassium works, which would have

exerted a strong attraction on foreign capital. ' As a result

of the marked fall in the value of the potassium plants,* says

the report, * foreign countries dependent upon this source

of potassium would not have let pass the opportunity of

acquiring numerous potassium works at low prices, and
hence of securing an undesirable amount of influence in

determining the policy of the German potassium industry.'

A BiU introduced into the German Reichstag in November
1912 is further designed to set a limit to the denationalizing

commercial policy of the Standard Oil company. As the

deposits of petroleum in Germany are unimportant, the

coimtry must procure its supply from abroad, and in fact

principally from the United States of America. In this field

the American trust, the ' Standard Oil Company ', has

secured a dominant position, inasmuch as it is not merely

almost the only agency which furnishes American petroleum

to the European market, but in addition controls the trans-

portation media for carrying petroleum both on water (tank

steamers) and on land (pipe lines). Even the European
producing countries, Russia, Austria-Hungary, and Roumania,
have not been bble to keep themselves free^m its influence.

With the help of tributaiy companies it has erected its own
refineries in these countries in order to use their own product

in competing with their domestic enterprises, with the ad-

vantage of its enormous capital resources. In Germany it

monopolized the entire trade through the agency of its own
selling companies, the ' Amerikanische PetroIeimigeseU-

schaft ' in Hamburg, the ' Atlantische Aktiengesellschaft ' in

Bremen, and the ' Mannheimer Petroleumgesellschaft '. The
former petroleum dealers were forced out of the trade by the

introduction of tank-wagons (Kannentyttem). The English-

French-Dutch competing organization, which, begiiming with

the year 1907, the ' Koninklijke Nederlandsche Maatschappij

tot Exploitatie van Petroleumbronnen in Nederlandsch-Indig

'

and the English ' Shell Transport and Tradmg Company ' have

m
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supported in community of interest, has been of no avail.

It is now proposed to form a commercial monopoly for the
wholesale trade in illuminating oil by utilizing the German
' Erddl-Aktiengesellschaft '. This company controls practi-

cally the entire German supply of crude oil, owns refineries

in Galicia, and has interests in Roumania, and quite recently,

through the European ' Petroleumimion ', has also come into

relation with the Russian naphtha production (the Nobel
and Rothschild groups). The retail trade and that in petro-

leum not suited to illumination are to remain free. The
private operating company to be established under state

supervision will procure the petroleum through the free com-
petition of the producers, llie Standard Oil Company is not
excluded, but it is expected that in case of necessity the com-
modity required may be obtained even without recourse

to it.

Pi



THE PROTECTION AFFECTING CAPITAL BY POSI-

TIVE MEASURES

1. The Encouhaoebient of the Immigration of
Capital

Inducements Extended to Persona Living on an Income to

take up their Residence in a Country. The immigration of

capital may be of varied significance to a country. It depends
in the first place on whether the owners of the capital also

come to take up their residence in the country, or whether
the capital alone is brought in ; in the former case we have
the further question as to whether the capitalists merely live

on the income of their funds, or take an active part as enter-

prisers in the economic life of the country.

The accession of persons living on an income will always
be welcome, as they are valuable consumers without at the
same time being producers, and hence the productive capacity
of the domestic population is increased. The state, however,
can exert no direct influence in this direction, as the local

conditions are decisive. Persons of this class seek an agree-

able sojourn, and hence will avoid the industrial and com-
mercial centres with their noisy business life and their prosaic

pursuit of ' trade ', and will prefer places beautifully situated

as to landscape, and where the prices of necessities are not
raised by the proximity of industrial populations. Indirectly

and unconsciously the immigration of such bondholders will

be encouraged by a debasement of the currency in a country.

The foreigners who draw in gold the income of their funds will

be able to exchange the amounts for larger sums of domestic
money, and hence the cost of living will be reduced. The
d ^preciation of the currency in Spain, for example, has led
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to a 8110118 movement of wealthy French people to Barcelona.
Some cities, however, strive to attract persons of income, of
their own nationality as well as foreigners, by increasing
their attractiveness and by public advertising. As examples
of such cities we may mention Wiesbaden and Munich in
Germany, and Graz and G8rz in Austria.
The Encouragement of the Immigration of Business Enter-

prisers. While a depreciated currency attracts foreigners of
the classes living on the returns of investments, no better
policy can be adopted by the state for bringing in foreign
business enterprisers than that of assuring stability in its
value standards. The India Currency Report for 1899 re-
commended the introduction of the gold standard into
British India, asserting that only by this means could capital
in large quantities be interested in the building of railways,
canals, &c., in the country. Another essential in many cases
is the introduction of protective measures relating to com-
modities. When, as the result of a new du - or patent law
or the like, the foreign enterpriser either cannot market his
goods in the protected region at all, or can do so only under
very great disadvantages, he is likely, if the market is of
sufiBcient importance, to decide to erect a branch factory in
the territory. In such cases communes or local organizations
often take the initiative and attempt to draw the attention
of foreign enterprisers to themselves by communicaticms
addressed to the industrial corporations of the interestf^'
country, by advertisements in the daily and technical press,
&c. Thus, after the enactment of the new Austrian Tariff
Law of 1906, the central committee for the promotion of the
industrial development of the Bohemian Erzgebirg district
addressed a circular letter to aU the German chambers
of commerce setting forth that the region offered most
favourable opportunities for the establishment of branch
factones. The cities of Bodenbach and Linz also set on
foot a similar agitation in their own behalf. After the passage
of the new English Patent Law several English cities adver-

J*"

1.

-i



m;

f7f ECONOMIC PROTECTIONISM

t

'

I •

,1 -r^

tised in German and American journals offering chean sites

for the erection of branch plants. In Russia the textile

industry of Lodi owes its flourishing conditions to Austrians

and Germans, who were no longer able to market theiv goods

on account of increased duties. Recently, it is asserted, the

increased Russian duties on agricultural machinery and im-

plements have induced the Gemuui capitalists to decide upon

the erection of factories for these goods in Southern Russia

and the Caucasus. In Brazil, also, many foreign producers

have erected plants in order to retain their hard-won market

in the face of prohibitive duties.

S. Encouragement of CAPiTAt Emiobation

Encouragement of the Emigration of Butirutt Enterpnter$.

The economic and political adi'outages of the expansion

of a country through the send'jig out of enterprisers into

foreign economic fields must form a strong inducement to

the economic policy of the state to encourage such expansion.

The opportunity for direct support of the movement will

occur only in the case of colonies, countries under a protec-

torate, &c. Where the local government is in a position of

external dependence, it may be induced to give the preference

to citizens of a particular state in the way of public services,

contracts, and orders. In countries with unrestricted sove-

reignty the road for the settlement of enterprisers can be

smoothed only by commercial treaties. The freedom of

domicile clause * in such agreements grants to the citizens

of foreign states the right to move about at will in the terri-

tory of a country, to take up residence, acquire land, and

carry on business. In modem civilized states this freedom

is taken for granted, and is guaranteed even in the political

constitutions. Only the acquisitioa of real estate is denied

or restricted in some countries, as Roumania and Janan.

The right to carry on trade and industry is usually regulated

* Josef Grunzel, System der Handelspolitik (second edition, Leipsic, 1006),

p. 440.
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in more detail. The foreigner i« placed on an equality with
the citizen, but certain exceptionH are made with regard to
druggints, commercial brokerH, and itinerant merchanti. or
pedlam.

Of all the enterpri«er» who go into foreign countries,
merchants will naturally be looked upon with greatest favour
by any state, as they carry with them relatively the least
amount of capital, and provide a market for home products
in the foreign land. In consiHiuence, many European coun-
tries grant stipends to young merchants who take up their
residence in oversea regions, a practice which in fact forms
one of the essential means of promoting exportation.
The Encouragement of the Emigration of Capital. The mere

emigration of capital will not be thought worthy of encour-
agement unless it can be brought into some relation with
the exportation of commodities. In most instances it will
suffice in connexion with actual exportation of capital, as
especially m the case of the flotation of loans by the foreign
governments, to secure this connexion by providing that
the admission of the loan to quotation on the exchanges is
conditioned on some consideration granted to domestic pro-
duction. This procedure has already been explained.
On the other hand, we find in the case of oversea banks

a direct provision for capital exportation for the purpose of
encouraging the exportation of commodities. The purpose
of such banks is not merely to finance the exportation of
goods, but m addition to supply the need for capital in
foreign economic fields. In this connexion are to be distin-
guished the commercial banks, which deal principally in the
short-time credit of commerce and industry, and mortgage
banks, which grant long-time loans to the farmers. England
Germany, France, Italy, and Holland have developed insti-
tutions of this character.

• •!
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VI

THE PROTECTION AFFECTING LABOUR BY NEGA-

TIVE MEASURES

1. The Discouragement of Emigration

The Principls of the Freedom of Emigration. A general

prohibition of emigration could not be enforced under the

present conditions as to the facility of international trans-

portation, nor is it to be reconciled with the modern views

of personal freedom of movement. Only as a retaliatory

measure against p. particular country is the emigration pro-

hibition still met with in recent times.

As the principle of the freedom of emigration is generally

established in constitutional law, it is usually not repeated

in the statutes affecting emigration ; only the Italian and

Spanish laws state it explicitly. It is, however, universally

subjected to various limitations. These may be divided into

two groups, those directed toward safeguarding interests of

the state which may be opposed to individual interests, and

provisions for the protection of the emigrant himself. Follow-

ing is a list of the laws relating to this subject to which

reference will be made * :

—

Hungary—Statutes, Article II, Year of 1909.

Italy—Law of January 31, 1901, with Supplementary Act of

July 17, 1910, and emigration regulations of July 10,

1910.

Spain—Law of December 21, 1907, with enforcement pro-

visions of April 30, 1908.

Germany—Law of June 9, 1897, with provisions for execu-

tion.

1 A German translation of the more important laws has appeared under

the following title : Franz Ritter von Srbik, Die Auswanden'igsgesetz-

gebung, Vienna, 1011.
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Switzerland-Law of March 22, 1888, with decree of July 10,
1888, for carrying into effect.

Belgium-Law of December 14, 1876, and January 7, 1890
with executive provisions of December 2, 1905

March 9 and March 15, 1861.
Holland—Law of June 11, 1861 (July 15, 1869)
Austna—Bills of the years 1904 and 1908.

Restrictions for Safeguarding Public Irderests. Under this
head re^ notions on the ground of obligation for military
service take first place. The emigration of persons liable to
such service between certain prescribed age limits may be
entirelyforbidden or grantedonly under prescribed conditions.*
Occasionally lighter conditions for fulfilling the militarv
service requirement are granted to citizens living abroad

It follows from the juridical supremacy of the state that
the emi^ation of those persons is to be forbidden who are
convicted or accused of crimes or misdemeanours subject topunishment by deprivation of liberty."
In the interest of persons needing protection the emigration

of mmors is made dependent on the consent of the parent
or guardian, and in addition in certain cases, proper escort
and respectable accommodation on the journey are provided
tor. In Spam, a married woman must have the consent of
her husband. Italy punishes the solicitation and removal
of young persons to foreign countries for work, and of women
for prostitution.* On the other hand, the emigration of
parents may be forbidden if they design to leave behind them
children unprovided for.* Or the same may apply to others
leaving dependent persons unprovided for «

A unique position is that of the Spanish Law relating to

Sp^S.'SniT ""•''' «-«--I--.-.2; Italian Law, aA. a;

= German Law, sec. 23, b; Hungarian Law, sec. 2, cj SpanishLaw Art 3

' Swiss Law, Art. 11 ; Hungarian Law, sec. 2, d.
Hungarian Law, sec. 2, c.

T2
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emigration in mass, a phenomenon which has been peculiarly

conspicuous in Spain. The provision is as follows (Art. 6)

:

For any emigration in mass to any foreign country with the aim of

settHng a definite territory or with any other object in view, a special

permit must be obtained from the Ministerial Council, to be issued

on the basis of a report of the Superior Emigration Council, in addition

to all other guarantees deemed necessary, even if not prescribed

in this law. In the intent of this article, an emigration in mass is

to be understood as any emigration leading to the depopulation of

a particular region, a community, a village, or a |)arish.

If this limitation was designed merely to bring to the attention

of the highest political authorities the menace of emigrations

in mass, and to lead to a provision by economic and political

measiu*es for removing the underlying causes of the pheno-

menon, it would be justified. Otherwise, it represents

a breach of the principle of the freedom of migration itself,

and, moreover, it will probably not always be practicably

enforceable unless at the same time freedom of movement

within the country is to be denied.

Restrictions for the Protection of the Emigrant. It indicates

a notable forward step when the state not merely safeguards

its own interests but also protects the emigrant himself. It

is true that the emigrant represents a loss to the state, but

from the standpoint of emigration legislation it is an un-

avoidable one ; hence it can only be the task of such legis-

lation to mitigate the loss by proving to the departing citizen

that the protecting hand of the home country does not

abandon him even when he betakes himself into a foreign

land for permanent productive activity. In this connexion

four stages are to be distinguished, of which legislation may

take account ; these are the solicitation of the immigrant,

his transportation, the sojourn abroad, and the return home.

The solicitation of emigrants by enterprisers engaged in

their transportation, that is, by tlie steamship and railway

companies, is forbidden in all la vs. The extent of the

activity permitted to them is the publication of the conditions
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of transportation time-tables, descriptions of vessels, cost
of passage, &c. To the same end the laws also forbid the
so-called subsidized emigration, in which the transportation
company receives any consideration of value from Vforeign
government or enterprise. TheGerman Law forbids the trans-
portation of citizens of the Empire for whose passage
foreign governments, or colonization companies, or similar
enterprises, have paid entirely or in part, or toward which
they have made any advances '.> The Hungarian Law also *

forbids the emigration of any ' to whom an entirely or partly
free passage or the advancement of transportation charges
ha,ve been offered m the furtherance of the designs of iy
colomzation scheme planned by the government of a foreign
state or by a colonization or similar company or by private
persons'. The Italian Law' requires in such cases a special
permission based on special guarantees, and the sarr^ is
true of the Swiss executive decree.* The Swiss Federal Law
Itself prohibits emigration agencies and colonization com-
pames from making contracts by which they ' obligate them-
selves to furnish a certain number of persons either to shipping
compames,colonization or other enterprises, orgovemmentsV
In order to guard against the possibility that the agents of
transportation enterprises might be given some inducement
to sohcit emigrants, the Hungarian Lew • prescribes that the
managers and other employees of their offices must be paid
fixed salaries, and that all forms of compensation varying
with the amount of business transacted, as weU as any
sharing of profits, must be avoided. In many laws, however,
solicitation ,s permitted on the condition of a special permit
to be granted to enterprises which solicit the transportation
of wage labourers to foreign countries, and those soliciting
farmers for the settlement of oversea regions, such as coloni-
zation companies.'

• Sec. 28, c. 2 Sec. 2, g. s Art la
^'*-*2- 'Art. lb .£•;!•
Italian Law, Art. 18 : Hungarian Statute, sec. 1; Swiss'Law Art isrelating only to coIo„i^ation cumpanies ; .^usirian Bill of 190^, s;^;-0
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By this method, however, solicitation within the country

can alone be influenced. In case of solicitation from abroad,

not the solicitation but only the solicited emigrant can be
taken as the object of the influence to be exerted ; hence, in

this d'''ectiun care is taken to provide for the establishment

of a Cv a >^ponding information service. For this purpose

a governmental organization which distributes information

gratis is always preferred ; benevolent institutions are not

usually employed as auxiliaries except in case of necessity,

while commercial enterprises are in the nature of the case

entirely excluded. The information service is purely govern-

mental in the following countries, and is organized in the

manner indicated : in Italy, it is under an Emigration Commis-
sion with local committees ; in France information bureaus

in specified cities are under the inspection of the Emigration

Commissioner ; Switzerland has an Emigration Bureau in

the Department of Foreign Affairs ; in Hungary the Bureau
is in the Ministry of the Interior ; Belgium has information

offices under the supervision of the Minister of Foreign Affairs

;

Holland has supervisory commissions paid by the state in

various communes ; in Spain the service is in charge of the

Higher Emigration Council, Third Section, with the assistance

of local emigration commissions ; England has the ' Emigrants
Information Office ' in the Colonial Office. In Germany the

distribution of information is effected by the state-subsidized
' Central Information Office for Emigrants ', and in Austria

it is in the hands of several private associations.

All the laws at present in force require special official

permission for the transportation of emigrants—a concession,

patent, or the like. Among the conditions required, many
laws include also the right of disposition over suitable ships.'

The privilege may not be granted to foreign enterprises

unless they have a responsible representative located in the

country, and submit to its legislative and other requirements.

^ Italian Law, Art. 13 ; (German Law, sec. 5 ; Spanish Law, Art. 22;
Austrian Bill of 1008, sec. 1, a.
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This secures for the government an opportunity for working
toward the bringing of the media for transporting emigrants
under control of its nationals, as domestic shipping com-
panies may be favoured, or the embarkation of emigrants
at specified ports may be prescribed. In order to assure the
fulfilment of obligations to the authorities and to the emi-
grants, the payment of a contingent deposit is prescribed.
A special permit, and frequently also a special contingent
fee, is required for emigration agents (called 'representatives'
m the Italian Law), who are defined by the German Law
(section 11) as persons who co-operate for a consideration
with a licensed transportation enterprise by the preparation,
transmission, or conclusion of transportation agreements!
The Spanish Law prohibits them entirely (Art. 34), and permits
the employment only of agents who assist the shipowners
in the transportation of emigrants. For the protection of
the emigrant the transportation contract is also legally regu-
lated as to form and content. The formal requirements
cover the drawing of an agreement in writing, and the pro-
vision for certain services; but as to content also, the
freedom of contract is limited to the extent that the trans-
portation company is legally compelled to assume certain
obligations. Thus it must bind itself to carry the passenger
to his port of landing, to provide for his needs, to furnish
free medical attention, &c. Detailed requirements are laid
down as to the character, construction, and equipment of
the ships to be used in this service, and conformity to these
specifications is made subject to the approval of special
state officials. In the more recent laws the government also
reserves the right of approval of the transportation rates for
emigrants and their baggage.' In addition, the government
has recently asserted the right of entirely prohibiting emi-
gration to specified countries. For example, the Hungarian
Law (Art. 4) says : ' The Minister of the Interior may for

' Italian Law, Art. 14 ; Hungarian Statute, .sec. ID : Austrian Law of
1908, sees. 40-2.
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a specified time prohibit either entirely or for persons of

a specified occupation or age, emigration to any country

or region where the life, health, morals, or property of emi-

grants is seriously endangered.' The Italian Law (Art 1)

empowers the Minister of Foreign Affairs to suspend euii-

gration to specified regions on grounds of public policy or

in case the life, freedom, or possessions of the emigrants

may be endangered. The Spanish Law (Art. 15) is similarly

worded. The Hungarian Law (Art. 5^ also provides for the

restriction of emigration to one or several specified routes,

' which from the standpoint of the public interest and with

respect to the safeguarding of the interests of the emigrants

may seem most advisable
'

; in this case, however, it is rather

the nationalization of the emigrant transportation service

which is aimed at.

The legislation for the protection of emigrants after reach-

ing their destination is as yet little developed. Their interests

are usually placed in the care of the diplomatic and consular

service; these officers are of course supposed to perform

such functions for all their nationals, but watching over

emigrants is often made a special duty. Only in the more
recent laws are special emigrant commissioners or emigrant

inspectors provided who are supposed to look after not merely

the general problem of emigrant transportation, but in

addition the interests of emigrants already living abroad.*

In the royal decree of December 2, 1906, Italy has provided

for certain special consular attaches to be temporarily con-

nected with foreign consulates for the protection of Italian

emigrants. The maintenance of some intimate connexion

with the home country is still left exclusively to private

initiative, which is es-pecially inadequate in this field. The
regulation of the important question of the conditions of

money transmission is just beginning to be developed, tifter

crass instances of exploitation of emigrants by swindling

' Spanish Law, sec. 47 ; German Law, sec. 41 ; Hungarian Statute,

sec. 85 and sec. 36 ; Austrian Bill of 1908, sec. 56.
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financial institutions have aroused the public interest. The
Spanish Law contains (sec. 60) merely a general provision
authorizing the government by the aid of consular officials
to regulate the savings, accommodation, and money trans-
mission of the emigrants. The Hungarian Law (sec. 31)
assigns to the government the same task, to be performed
with the aid of the postal savings system. The Italian
government has probably best organized this money trans-
mission service by the help of the postal savings banks and
the ' Banco di Napoli '.

In view of the ever increasing back flow, further provision
must be made for the return of the emigrants. Up to the
present only preliminary efforts on a small scale have been
made in this direction. A possibility is offered in the induce-
ment of transportation enterprises to grant return trans-
portation to emigrants either free or at reduced rates. Thus
the Italian Law (Art. 26) obligates the company to provide
return transportation for a certain number of destitute
ItaUans according to the size of the ship, at a price of two
lire per day, including food and accommodation. The
Spamsh Law also requires that under specified conditions
a given number of emigrants must be brought back at half
price, the number being fixed at twenty per cent of those
earned by the enterprise to the country in question during
the preceding four months. In addition an emigration fund,
composed of contributions, fees, and fines, is employed in
repatriation besides its use for covering the costs of protecting
emigrants.*

2. The Discouragement of Immigration

The Principle of the Freedom of Immigration. To the
personal freedom of movement constitutionally secured
corresponds the freedom of immigration. It is recognized
in European countries also. In oversea countries, however,

» Hunprian Law. sec. 29 ; Spanish Law. Arts. 16 and 80 ; to some
extent also, perhaps, the Italian Law, Art. 28.

1 r-.
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a dual theory of immigration is maintained. Many govern-
ments encourage or even subsidize immigrants while many
exclude them, and occasionally even the same law contain^

provisions both for encouragement and for exclusion, dis-

tinguishing between desirable and undesirable immigrantK,
and between regions needing population and over-crowded
regions. We are here concerned merely with the exclusion

measures. These are to be reconciled with the principle of

personal freedom of movement only in so far as they are

dictated by the higher public interests of protecting the health,

safety, and morals of the people. Since, however, as already

explained, the equilibrium between wages, the products of

labour, and the standard of living subsisting in any economic
domain may be seriously disturbed by the accession of

immigrants, there arises a need of protection against cheaper
labour power on general principles. As such protection is

inconsistent with the principle of the freedom of movement
the end will be achieved indirectly, through the restriction

of the immigration of foreign labourers as much as possible

by sanitary and safety regulations and checks, as well as by
other requirements of various kinds.'

Such restrictions exist even in European states. Thus
England, in the Immigration Law of August 11, 1905, pro-

hibits ' undesirable ' immigration absolutely. Subsequent
special provisions exclude prostitutes and their protectors,

destitute persons, or those who cannot prove the possession

of five pounds sterling and two pounds each for dependent
members of the family, persons of bad reputation, those

afflicted with incurable or repulsive diseases, the insane, and
criminals, in so far as according to the Law of 1870 they are

subject to deportation. This legislation was called forth by
the depressing effect on wages of immigrant Russians and
Italians. In Germany, the control of immigration is entrusted

" Cf. also Giuseppe Prato, // prolnionismo operaio ; tescluaione del

lavoro straniero, Turin. Emmanuel Sella, 1910 ; Dtr Wandel dea Beritzes,

German translation by J. Bluwstein, Munich and Leipsic, 1912.

I
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to the individual states, and these have gone forward with
the development of restrictive measures against foreign migra-
tory labourers. In connexion with the public contracts of both
states and communes, the contractors are required to give
the preference to German labourers. The most stringent
measures, however, are those introduced by Prussia in the
Law of December 21 , 1907. This requires immigrant labourers
to provide themselves by payment of a fee of two marks,
with identification cards in the German language, the cards
being issued by officers on the frontiers, by the Feldarbeiter-
zenirtU in Berlin, or by officials in Essen or Berlin (Zwangs-
legitimatiofi). In recent years proposals have frequently been
made for the levying of an ' import duty ' on foreign migra-
tory labourers.

Switzerland struggles simultaneously against labour com-
petition and against anarchism. Foreigners must secure u
residence permit card {Permis de aijour), the fee for which
ranges from 0.60 franc in the canton of Appenzell up to
twenty francs in the canton of Tessin. These permits are
issued for a term of from one to twelve months, but may
be revoked at any time on specified grounds.
In France a strong agitation has been carried on for decades

against Italian labourers. The Law of August 8, 1893, estab-
lished a number of police regulations, and required foreigners
to be registered, for which a certain fee was charged.
The demand for the introduction of a duty on foreign
labour power has been frequently made. The enactment
of August 10, 1899, limiting to ten per cent the employ-
ment of foreign labourers on public works, has been ven-
effective.

Spain excludes foreigners entirely from public works.
Roumania limits enterprises in the employment of foreigners
to one-fourth the number of Roumanians employed.
The earliest and most stringent restrictive measures have,

however, been taken by non-European countries, as the
following summary will show. The laws to which reference
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will be made in connexion with the different countries are
aa follows * :

—

United States of America—Law of February 20, 1907, with
amendment of March 26, 1910, and regulations. Immi-
gration Bill of 1913.

Canada—Law of May 4, 1910, amended April 4, 1911.
Mexico—Law of December 22, 1908, and the Colonization

laws.

Argentina—Law of October 19, 1876, and Colonization Law
of February 3, 1913.

Brazil—Edict of April 19, 1907, and Colonization provision

of December 21, 1907.

Uruguay—Law of June 10, 1890.

Paraguay—Law of October 9, 1903.

Venezuela—Law of August 26, 1896.

Australia—Law relating to the Restriction of Immigration,
1901-10.

New Zealand—Law relating to the Restriction of Immigra-
tion, 1898, with amendment of 1910.

South African Union—Laws of the individual colonies.

Protection against Immigration by Sanitary and Public

Safety ReguUUions. In this connexion, no objection whatever
can be made to the prohibitions relating to diseases which
threaten public health with the danger of contagion. The
American Law (sec. 2) excludes 'persons who are affected witli

tuberculosis or any loathsome disease'. Canada (sec. 3)
excludes persons who are affected with a loathsome or a con-
tagious disease, or with any di:.ease which might become
a menace to public health. The Mexican Law (Art. 3) enu-
merates the contagious diseases; the following classes of

foreigners have no right to admittance :
' 1. Persons affected

with bubonic plague, cholera, yellow fever, cerebro-spinal

meningitis, typhoid fever, pustular typhus, dysentery, measles,

' Some of the laws have appeared in German translation under tin-

following title : Franz, Hitter von Srbik, Die Einwanderuneseesetzaebuns.
Vienn:., 1911.
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scarlet fever, small-pox, or diphtheria, or -ith any other
acute dweaMj, which according to the decision of the govern-
ment u to be regarded aw contagious. 2. Persons suffering
from tuberculosis, leprosy, beriberi, trachoma, Egyptian
leprosy, or any other acute disease, which according to the
decision of the government is to be regarded as contagious.'
General regulations are also contained in the ArgentinianUw (Arts. 31 and 32), as well as the BrazUian (Art. 2), the
Australian (sec. 3, d), and New Zealand (sec. 14, c) legislation.
The second group of excluded immigrants consists of those

who are apparently unable to earn a sufficient livelihood,
and hence are likely to becom ; a burden upon the community
These mclude, in the first place, persons having physical or
mental defects. The American Law (sec. 2) names idiots, the
insane, feebleminded, epUeptic, persons of unsound mind, or
those who have been mentally deranged within the preceding
five years. Of a more general character are the provisions
of the Mexican Law • Nrt. 3), and those of Argentina (Art. 32),
Brazil (Art. 2), Au la (sec. 3), and New Zealand (sec. 14).*

But age may also institute a cause of reducer' rrning
capacity. The United States of America and Mexico '>

children under sixteen years of age, for whom adequate y.
vision is not in evidence, while Argefitina and Brazil refuse
admission to persons above the age of sixty. The possession
of a specified amount of money occasionally forms a further
requirement. The United States of America enumerates
among excluded immigrants those destitute of means (sec. 2),
and demands a declaration as to the possession of fifty dollars
(sec. 12) ;

the Bill of 1913 contemplated an increase in lis
amount. Canada requires in the regulations of May 9, VJ[0
the possession of a ticket or the price of passage to the point
of destination, and in addition a money sum of twenty-five
doUars for each adult, and $12.50 for each member of the
fanuly between the ages of five and eighteen years. Paraguay
grants certain encouragement to immigrants only on condition
that the possession of fifty gold pesos by the father of the

f
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family «nd thirty p«MM for e^h adult male member is proved.
In the Transvaal and the Orange Free State the posaesnon
of twenty pound* sterling must be proved.* Furthermore,
it is not merely incapacity for work, but also a distaste for
it which makes an immigrant undesirable ; hence many laws,
as those of Canada, Argentina, and Brazil, expressly exclude
beggars and vagabonds. Finally, many countries protect
themselves against immigration promoted by foreign societies

or governments, as has been especially the case with Russia
on religious grounds. The United States of America (sec. 2)
forbids the entrance of persons whose tickets or passage have
been paid for with the money of another party, or who have
been assisted by others in emigrating, unless it is clearly and
satisfactorily shown that the persons concerned do not belong
to one of the excluded classes, and that such tickets or passage
were not directly or indirectly paid for by any association

organization, corporation, municipality, or foreign govern
ment. The Canadian Law also names (sec. 3, h) ' immigrants
to whom money has been given or loaned by any benevolent
organization for the purpose of qualifying them to land in

accordance with this law, or whose passage to Canada has
been paid in whole or in part by a ly benevolent organization
or out of public funds. . ,

.'

The third group of excluded immigrants consists of persons
who constitute a menace to public morals. All the laws
exclude criminals, but the detailed specifications in this con-
nexion are various. The United States of America protects
itself against 'persons convicted of a felony or misdemeanour
or other offence involving moral turpitude, or who have con-
fessed to the commission of such an offence ', but expressly
declares that this provision does not apply to persons ' who
have been convicted of a purely political offence'. The
Mexican Law (Art. 3, VI) names 'fugitives from justice, and

• It will be recalled that in the mother country, England, the possession
of five pounds and an additional two pounds for each member of the
family was required.

i
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pmions who have been convicted of an offence which, accord-
ing to Mexican Uwh, would be punifthable by confinement for
more than two yearM, in both caseH with the exception of
political and mihtary offenceH '. According to the Australian
law (nee. 8, e), admittance in denied to ' personii who have
been convicted of crime and Mentenced therefore to .mpriwn-
ment for a term of one year or more, and who have not paid
the penalty or secured it« remiMsion '. The New Zealand Uw
(sec. 14, d) designaten an inadmisNible

:

any person who arrive, in New Z<«land within Ic* than two year.Hft« the- ooncluHion of a term of imprisonment o which he w«.
M-ntenced on account of an offence which if comn.itf .^ in New Zealandwould render him liable to death or to impri«.nment for a t^Jm oftwo years orn.or... provided th.- offence is not of a purely pom^cicharacter and that no ,«nlon for it ha. Inen «rantcd

The United States of America, Canada, and Australia combat
prostitution in the same way. The most explicit is the
Amencan Law, which runs as follows

:

Prostitutes or w.men and Rirls who come to the United States forthe purp««. of prostitution or for any other immoral purpose'
FH-rsons who are sup,K,rted wholly or in ,«.rt by the nr,rcS^ of
prostitution or who receive „n income from' this sourJe -^^T^^who maintain prostitutes or women and rIHs for the purpose of
prostitution or for any other immoral p„rU or who auC tobrmg such persons into the United States.

The American Law further adds polygamists or persons who
confess adherence to the doctrine or practice of polygamy.
I-mal y, legislation in .ome countries found itself call«i upon
to take measures against anarchists. The American Law
forbids the immigraticn of anarchists, and of persons who
admit their belief m the overthrow by force or violence of
the government of the United States or of all government

\ a! T It.''
*"" '" ^^^ '""'^"'' «^ Public officials, orwho defend such beliefs. The Mexican Law similarly excludes

adherents of anarchist organizations, or persons who pro-
pagate, advocate, or profess the doctrine . the violent over-
throw of governments, or the murder of public officials

li f
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Protection against the Competition of Foreign Labour. The
difficulty in enforcing protection against competitionbyforeign

labour is twofold. On the one hand, the prohibition may
formally conflict with the principle of personal freedom of

movement, and hence must be brought under some higher

interest of the state ; on the other hand, it must not interfere

with the immigration of foreigners in general, and as such,

but only of such foreign laboiu-ers as on account of their

lower standard of living are liable to disturb the equilibrium

established within the country between wages, the product
of labour, and the standard of life.

One means to this end is afforded by the manipulation of

the sanitary police regulations ; if these are made very
stringent they may become a potent obstacle to immigration,

since in the determination of disease and crime considerable

play is afforded for subjective estimation. In the United
States of America this means of control is in fact so extra-

ordinarily severe that the scenes on Ellis Island, where the

immigrants are inspected, have acquired a certain notoriety

and given the place the name of the ' Isle of Tears '.

Similar judgement must be passed on the head-tax pro-

vision, which is justified on the ground of the cost of immigra-
tion control, but which may degenerate into a protective

duty on foreign labour power, just as registration fees often

become a protective duty against foreign commodities. In

the United States the head-tax, which must be paid by
every foreigner who enters the country, has been raised from
fifty cents to four dollars (sec. 1 of the Law of February 20,

1907). British Columbia introduced a head-tax on Chinese
immigrants as early as the year 1878, and by the year 1903
it had been increased to 100 pounds sterling, while, in addition,

the ships were forbidden to carry more than one Chinese to

fifty tons of vessel capacity. In New Zealand, £100 must
be paid to the customs office for each Chinese landed, and
the landing is further limited according to the capacity of

the vessels, one Chinese to 200 tons. Before the enactment
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of the federal legislation, the several colonies also levied high

A direct violation of the principle of the freedom of move-

TV!u ?T^ ^7 ^^^ ^^''"'^°" ""^ <^°"t^*«t labourers, in
which the United States of America has taken the lead.The law regards as contract labourers all who have been
induced or persuaded to immigrate by the offer or promise
of employment, or as a result of any oral, written, or printed
agreemen, expressed or underst.x)d, relating to skSed or
unskUled labour of any kind (sec. 2). The prohibition is not
to be applied to members of the higher professions such as
artists or scholars, nor to personal or domestic servants. In
addition, any person or organization is liable to punishment
for supporting or encouraging the immigration of contract
labourers in any manner whatever (sec. 4). That the United
States of America was able with impunity to act in open
contradiction to a universaUy recognized principle of inter-
national equity, is explicable in part from the strength of
Its economic position. It exports more raw material and
imports more manufactured goods than other countries, and
hence is less menaced by retaliatory measures on the part
of foreign states. A further explanation is to be found in
the fact that the foreign countries affected had no reason to
encourage the solicitation of labourers for employment abroad.
Ihe Canadian legislation assumes the character of a special

solicitude for the immigrants, relating as it does to the
adaptabUity of the race to the climate or to the special re-
quirements of Canada. Section 38 of the Law of May 4 1910
empowers the Governor-General to forbid, for a specified time
or permanently, the landing in Canada, or at a specified
Canadian port of entry, of immigrants belonging to a raceknown to be unsuited to the climate or conditions in Canada
and the provision applies to the landing of immigrants ofany specified race, occupation, or description.
The Australian States have substituted for the earlier

utu""
* '^™^^'*ble means of selection in the form of the
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dictation test. By this means the higher interest of the

state in the preservation of the cultural level of the popula-

tion is protected, with the object of keeping out immigrants

not belonging to the white race. The Federal Law designates

as inadmissible immigrants, persons who cannot write at the

dictation of an official at least fifty words in a specified

language. A provision for designating the language to be

used can be put in force only with the consent of both

Houses of the Parliament, but none the less enormous diffi-

culties have been met with in the execution of the provision.

In the Law of 1905, agreements with foreign states are antici-

pated in consequence of which the na+ionals of the latter may
be freed from the dictation test (

' ft. 4, A). In a similar

manner, New Zealand (sec. 14 in the draft of the Law of

October 25, 1910) has enacted that the foUowing are not to

be admitted

:

any person of other than British or Irish birth or descent who on

the demand of an official appointed by the governor in accordance

with this law shall fail to fill out and sign with his own hand in the

presence of such officer ir any European speech whatever an applica-

tion drawn up according to any one of the prescribed models which

the officer in question may deem appropriate.

A Chinese, however, cannot land until he has copied in

writing to the satisfaction of the customs officials, a printed

selection of not less than one hundred words in the English

language, selected at the pleasure of the customs officer.

The Immigration Bill of 1913, which passed the United States

Congress but failed to become law, excluded illiterates over

sixteen years of age.

The most unscrupulous procedure in regard to the principle

of freedom of movement has been followed in connexion with

the protection of white labour (the ' white policy '), as the

immigration of coloured labourers leads to political and social

as well as economic dangers. The protective policy of Austra-

lia began as early as the year 1855 ; it was directed in the

first place against the Chinese, and later against the inhabi-
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tants of Polynesia, the Kanakas. The ' Pacific Island Labour-
ers Act

'
of the year 1901 unconditionaUy forbade the entrance

of Polynesian labourers after March 31, 1904, and further
provided that by December 31, 1906, all members of this race
must have left Australian soil. The struggle of the United
States of America against the ' yeUow peril ' has had a
chequered history. California, where the movement origin-
ated, met at once with resistance on the part of the national
Congress. In the Law of September 13, 1888, the immigration
of aU Chmese was forbidden, with the exception of officials
teachers, merchants, and travellers for pleasure, in possession
of identification cards filled out by American consulates.
Repeated struggles with China followed, ending with the
Chinese boycott of American goods in the year 1905, which
led to a m'^dification of the policy of hostility to the Chinese.
In the m \ntime, the immigration of the Japanese had
aroused concern

; in California especiaUy a strong agitation
was set on foot When, in the year 1906, the school board
10 San FrancLsc. denied admission to the schools of the
whites to Chinese, Japanese, and Korean children, there
followed a diplomatic correspondence with Japan ending with
the Japanese government taking action itself against the
immigratnn of Japanese coolies, so that the American states
would have no occasion to intervene. In the year 1913
however, California undertook further repressive measures

'

a Bill was introduced into the legislature forbidding the ac-
quisition of real estate by foreigners who had not declared
their intention of becoming American citizens.

International Regulation. While the protective measures
in the field of the exchange of commodities very early led
to international agreements, only the beginnings of such an
adjustment are yet to be traced in the field of population
movements. Their necessity, however, is graduaUy forcing
recognition. In the first place, the emigration countries are
recognizing that their enactments show a vital defect in that
they take no account of the provisions of the immigration

U2
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countries, for the steamship companies are equally bound to

both. Some emigration laws, therefore, unconditionally pro-

hibit the emigration of persons whose entry into the country

of immigration is forbidden. The immigration countries in

turn recognize that it would be more intelligent and humane
to investigate immigrants who may encounter obstacles in

landing at the port of embarkation, and in case of necessity

to forbid their departure. It can be but a step from this point

to the conclusion of international treaties in which these

questions will be settled by joint action.

The Immigration Law of the United States of America

(sec. 39) empowers the president to conclude agreements

with other nations, to the end that emigrants may be inspect-

ed at the ports of embarkation by American Consuls and other

officials, and that i* ris way the undesired immigration may
be prevented with tlio assistance of the foreign government.

The Australian Law also (sec. 4, A) authorized the government

to conclude treaties with foreign states relative to the ad-

mission of their nationals which may free the latter from

liability to the dictation test.

U1 '



VII

PROTECTION AFFECTING LABOUR BY POSITIVE
MEASURES

1. The Encouragement of Emigration

CoUmizatian abroad on Non-Economic Grounds. The incit-
ation of emigration will seldom occur on economic grounds,
as it is usually regarded as involving a loss. Political and
religious conditions, however, readily bring about encourag-
ing activity on the part, if not of the state, at least of private
associations, looking to the colonization under favourable
conditions of members of a race, or adherents of a faith in
which they are interested. As an example from our own
times the German and Jewish agricultural colonies in Pales-
tine may serve. In the year 1868, several colonies were
established by a religious association founded in Wurttemberg,
calling itself the 'German Temple'. One such colony is

near Jaffa, another is three kilometres distant from the same
city, in the plain of Sharon, one is situated a kilometre to
the south of Jerusalem, and one on the narrow coastal plain
between Mt. Carmel and the bay of Haifa. The ' Alliance
Israelite

'
has also settled in numerous colonies Jews driven

from Russia.

Emigratim far Reliernng Pressure on the Home Labour
Market. Just as the industrial corporations work for the
maintenance of domestic prices through the marketing
of goods abroad by means of private export bounties, so also
the English labour unions have since as early as 1843 paid
.migration bounties to their members. They were under the
spell of the wages fund theory which fixed the level of the
wages of labour in a purely mechanical way, according to
the share of capital available in the country for the payment
of wages and the number of labourers to be paid. The relief.

'^m
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however, proved of little value. In the first place, the financial

means available were too small in proportion to the total

labour market. Moreover, it was in particular the most
industrious and enterprising people who volunteered to emi-

grate. Finally, the labour organizations in immigration

regions of America and Australia assumed a hostile attitude

to the practice.

The Repatriation of Immigrants. Other cases occur in

which the re-emigration of persons is encouraged who have
previously immigrated, and have subsequently shown them-

selves an undesirable addition to the population. Thus, in

South Africa, where there was need of coloured labourers,

as the use of white labourers in the mines would have threat-

ened the position of the white population as the ruling class,

—south of the Zambesi the ratio of blacks to whites is five

to one—about 50,000 Chinese coolies were imported through

a treaty with the government of China concluded in 1904. The
measure met with violent opposition from the beginning in

England itself, and in consequence of a change in the political

system in the year 1911, all the labourers were repatriated.

The mining companies have overcome the difficulty ; an

offer of prizes which they made put them in possession of

machine drills, which have made the human labour previously

required largely superfluous. Australia also has taken special

measures for the repatriation of the Kanakas or coloured

plantation labourers to their native islands of Oceania, after

the Federal Law of 1901 prohibited their remaining on Aus-

tralian soil beyond the year 1906.

2. The Encouragement of Immigration

The Inducements contained in Immigration Laws. It has

already been stated that many countries restrict immigration,

while on the other hand many encourage it, and that

occasionally even one country includes inducements and
exclusion measures in the same law, distinguishing as to tlie
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character of the immigrants and their destination. Generally
speaking, in regions with a predominantly agricultural pro-
duction, the need of labour power is so far in excess of the
supply that immigration wiU appear as desirable, while in
regions of predominantly industrial production, the danger
of underbidding the established wage-rate is so great that
the working population wiU combat the admission of immi-
grants. The laws of the South American states are unre-
servedly friendly to the accession of new population from
abroad. Canada employs stringent regulations against immi-
grants not wanted, but provides extensive measures of en-
couragement in favour of those admitted. The law of the
United States of America contains a single paragraph designed
to meet the wishes of the agricultural southern states for
a larger accession of immigrants. The section in question
provides for an information bureau to be established in the
Immigration Office to secure the distribution of the immi-
grants admitted into the United States among the different
states and territories of the Union by which immigrants are
desired. Australia and New Zealand take a completely
hostile attitude; their laws have already been described
(under VI, 2).

The inducements offered may relate to five different phases
of immigration—the solicitation of the immigrants, their
transportation, arrival, sojourn in the country, and return
to the old home. In connexion with the solicitation, we may
mention the agreements which the governments of oversea
countries have made with steamship companies, as do also
the direct measures taken by these states themselves. Many
governments maintain special agents in Europe, whose duty it

is to carry on an active propaganda in favour of emigration to
their respective countries. ThusArgentina, as early as the Law
of October 19, 1876, empowered the government to appoint
special agents in all countries of Europe or Asia regarded
lis suitable to the purp. 3 ; these agents were to use all the
means at hand in canying on the propa^^mda in the interest
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of immigration into the Argentine Republic, * by advertising

its natural, political, and social features, the principal branches

of its industry, its colonial system, the advantages offered

to industrious immigrants, the price of land and condition^

of its acquisition, the rate of wages, the cost of food products

and articles of consumption, and all information relating to

the purpose of this law '. Canada has agents in Great Britain

who set forth the merits of their country in pamphlets, public

addresses, newspaper advertisements, &c., and in addition,

two exhibition cars traverse the country. Brazil provides

tor the solicitation only through steamship companies who
enter into formal contracts to furnish immigrants.

Inducements in connexion with transportation consist in

the whole or part payment of the passage, and in require-

ments as to the character of the vessels used in the service.

Argentina makes advances on the passage money to farmers

under contract to settle in the colonies of the country. In

Brazil the federal government grants to farmers of good

repute, who arrive in company with their families, or are

sent for by them, and who wish to settle as farm owners,

third-class tickets from the port of embarkation to Rio
Janeiro or any other port of landing, ' as long as the accession

of voluntary immigrants into the country is no sufficiently

numerous and shows no increase ' (sec. 97). Contributions

to the cost of passage are found also in Venezuela, Uruguay,
and Paraguay. Especially explicit are the Canadian pro-

visions for the protection of the immigrant on the journey

(sees. 56-61). No ship may carry more passengers than one

adult to each fifteen lighted square feet on each deck. The
attitude of the captain and crew to the passengers is strictly

regulated. Mexico prescribes in detail the arrangement of

ships which bring in immigrant labourers (Art. 20 ff.). The
law of the United States of America also (sec. 42) requires

a specified relation between vessel capacity and the number of

immigrants—one -^assenger to eighteen feet of lighted surface

on the main deck and to twenty feet on the lower deck—

'}\^
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though the regulations probably aim rather at the restriction
of immigration.

The most important chapter in the protection of immigrants
relates to their arrival. Canada protects the newcomers
against exploitation, of which they are usually the victims,
by permitting persons engaged in bringing them into the
countiy to recommend to them only those specified trans-
portation enterprises, hotels, and boarding-houses which have
taken out licences for this purpose (sees. 67-70). Landlords
are compelled to post all prices conspicuously, and their lien
on the effects of the immigrants is limited (sees. 71, 72).
Argentina guarantees to every immigrant, ' who gives suffi-

cient prooi of good conduct and of capacity for any trade,
art, or useful calling,' the following considerations : (1) Food
and lodging at the cost of the state during the five days
following his disembarkation

; (2) guidance in securing em-
ployment in the branch of work to which he wishes to devote
himself; (3) transportation at state expense to any place
within the country where he may wish to take up his resi-

dence; and (4) exemption from import duty on all effects of
a personal or household character, or for use in plying his
trade. In the most important immigration ports, Buenos
Aires, Rosario, &c., immigrant homes have been erected,
in which board and lodging are furnished directly by agents
of the government. In the most important provincial cities

and in the port towns, ofiicial immigration commissions are
maintained, to whom are entrusted the securing of employ-
ment for immigrants and their further oversight and assis-

tance. Any who move into the colonies enjoy in addition the
benefits of the homestead law. In Brazil, every immigrant
admitted who is a farmer of good repute, and desires to
settle ^pon the soil, is entitled to free lodging and mainten-
ance for the time necessary in reaching his final destination,
and to free transportation by ship and railway to the station
or port of destination. His baggage, agricultural implements,
and all tools necessary for his calling are admitted duty free.

4
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The expenses bcurred are divided between the federal govern-
ment and the different 8tate» in accordance with agreements
for the purpose.

Special provision for maintenance is necessary only when
the immigrants settle in closed colonies, as is the case in

South America. Argentina, by the Land Law of February 3,

1903, has had public lands surveyed and investigation made
as to their adaptability for different branches of production
and for the founding of colonies. The lands are sold or
leased on especially favourable terms, and even in part given
free to first settlers; agricultural holdings, however, must
not exceed 100 hectares, and those destined to cattle raising

are limited to 2,500 hectares, while a single person or com-
pany may not possess more than two agricultural allotments
nor more than one grazing tract. The Brazilian immigration
law provides for the formation of colonial groups by the
federal government or by the various states, by private
corporations, and by individuals. In the colonies of the
federal government the allotments may not exceed twenty-
five hectares in the vicinity of a railway or of a river steam-
ship line, and elsewhere are limited to fifty. The town lots

which form the future municipality are fixed at a maximum
of 3,000 square metres. The ir-migrants who acquire such
lots are encouraged in various ways, are furnished gratis

with implements and seed, receive means of subsistence at
reduced cost, free medical attention during one year, &c.
The several states and private corporations and individuals
founding colonies receive contributions and bounties from
the federal government. In Canada, the railways have been
the most zealous promoters, of the agricultural settlement of

the country. The Canadian Pacific Railway still has 7,000,000
acres for development. It advertised in December 1912
that bona fide prospective farmers (not land speculators)
might in the future pay the purchase price in twenty years
instead of ten as previously, with interest at six per cent.

In addition, settlers are to receive $2,000 improvement credit
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on their new property, with twenty years' time for repay-
ment, and are to be provided with livestock at cost price.
Under some circumstances return passage is also provided

for immigrants. Thus Brazil pays the return passage of
immigrants or members of their famiUes engaged in agri-
culture who have been brought in on government account,
and have maintained themselves at least two years in Brazil,
if on account of special causes, such as death, incurable
disease, accident, or the like, they are no longer able to
earn a livelihood (Arts. 127-31). In addition, travel bonuses
for visiting their homes arc paid to immigrants who have
been settled as farmers in Brazil for not less than three or
more than six years, and whose conduct has given no cause
for complaint during the time (Art. 132).
Propaganda of PriraU EnterprUes. The encouragement of

immigration is to the interest not only of certain oversea
countries, but equally to that of the steamship companies,
to which the transportation of emigrants has proved the
most lucrative source of income, and also to the great railways
which are under pressure to settle the regions traversed by
their lines. These enterprises do not content themselves with
soliciting persons who have decided to change their residence,
but in addition employ a whole army of agents to stimulate
emigration and give it the desired direction. These ' drum-
mers ' work up an interest in the people, in their homes
and on the railways, and employ the most despicable methods
since they usually receive a specified sum ' per head ' for
the emigrants they secure. Steamship companies have often
entered into contracts to furnish to oversea countries a
specified number of emigrants ; these contracts they can
fulfil only by themselves granting bonuses. Since the coun-
tries of Western Europe have instituted strict surveillance
over such commercialized proceedings, the operations of the
private enterprises have been largely transferred to the
Mediterranean region.
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PART THREE

THE EFFECTS OF ECONOMIC PROTECTIONISM

A .



r-i

^j



II

THE EFFECTS OF COMMODITY PROTECTION

1. Effects of the Negative Measures

The Effect of Protective Duties on Prices. An estimation
of the effect of protective duties on the prices of commodities
is among the most difficult as well as the most important
tasks of economic policy. The task is difficult for the reason
that the problem of price determination, which is in itself
one of the most disputed issues in economic science, is here
to be considered under the influence of an artificial disturbing
force, whose consequences make themselves felt in all the
ramifications of national and world economy. The task is

important as well, for the price changes of the commodities
form the most immediate and most obvious effect by which
producers and consumers orient themselves in the attempt
to determine the future of economic policy.
The first factor to be considered is the nature of this

artificial disturbing force, which again involves, first the role
of the protective duty, and further the character of the
customs administration. A moderate duty will often exert
no influence at all on prices, as the foreign producer may
possibly offset it either by further reducing costs or by con-
tenting himself with less profit, in order to retain his former
market. The assertion that in this case the protective effect
IS lost,* is, however, incorrect, as the protection does not
inhere m the price advance. The domestic producer receives
protection if the cost is increased or the profit reduced for
his foreign competitor. It may well happen, however, that
the mevitable formalities of customs admmistration may
notably heighten the protective effect. When in the year

• A. de Lavison, La ProUclion par ks prime* (Paris, 1900), p. 89.
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1887 France levied duties of one or two fra (s on Italian
silks, the silk producers of Eastern Asia prel erred to send
their silks to Milan instead of Lyons, in order to avoid the
customs formalities, to which, in spite of exemption from the
duty, their produci would have been subjected. With an
increase in the rate of the duty, the probability of a resulting
change in domestic prices will increase, since the previous
relation between supply and demand wiU be the more dis-
turbed through the elimination of foreign competition. The
higher the duty and the stricter the administration, the
greater will be the premium on smuggling and the deception
of officials. The price of smuggled goods will, to be sure,
rise with an increase in the duty, as the trouble and danger
connected with smuggling must be paid for, but the rise wUl
not be equal to that in the price of goods on which duty has
been regularly paid. Tlie extent to which smuggling may
be carried on even to-day is shown by an example from
Greece. In the year 1909 the Greek Minister of Finance
recommended a reduction in the sugar duty on the ground
of the necessity of increasing the customs receipts, as it was
estimated that up to that time about a third of the domestic
demand had been satisfied with smuggled sugar.

Furthermore, in connexion with any measure, the adjusted
condition of affairs must be distinguished from the permanent
or normal. Supply and demand stand in a certain relation
of equilibrium, which is suddenly disturbed by the artificial
interference. The disturbance is especially violent when an
extensive increase in duty is not promptly put into force by
means of an embargo law or an embargo decree, but passes
through the ordinary channels of introduction into the legis-
lative assemblies. In this case all importers of the affected
goods quickly bring in large stocks to be disposed of gradually
after the increase takes effect. Thus a considerable interval
must pass before supply and demand will again reach an
equilibrium. The domestic price will perhaps finally be raised
by the whole amount of the duty, but conditions in the
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period of transition depend largely upon the size of the
accumulated stoc' and the length of time they may be
held by the individual importer in view of the general con-
dition of business and his command of capital. But even
in case the increase in duty is immediately put into force,
the relations between the proiluction costs at home and those
abroad experience a disturbance to which the relations of
supply and demand must adapt themselves.
The immediate effect on prices which is produced by a duty

is exerted first on the supply, then through the supply upon
the demand for the same goods ; in case the commodity is
used for technical purposes and not for personal consumption,
the effect is transferred to the supply of the product in whose
manufacture it is used, through this again to the demand for
the latter, &c. In the effect oa the supply a question arises
as to the relation between the amount of the domestic demand
supplied at home and the part supplied from abroad. If the
domestic supply of a commodity is drawu wholly or in large
part from abroad for +he reason that domestic production
is impossible or is ex; ible only within narrow limits, the
duty is really not protective, but is a fiscal measure, aiming
at an increase in the revenues of the state. In this case the
entire amount of the duty will generally appear in the price
of the commodity, and hence will be borne by the domestic
consumers. In particular will this be the case when tht
foreign country from which the supply is drawn possesses
a natural monopoly in the commodity and when a reduction
in its use is not to be feared. Only when the business is

a very profitable one, and when the monopolistic production
is threatened with a collapse in the existing demand, will it
be inclined to assume part of the new burden of duty. The
general case is that of competition between both producing
and consuming countries. No disturbance in the competitive
conditions will result from the imposition of a duty applicable
alike to all foreign producing countries, even when the pro-
duction costs of the various countries are different. The
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conti J assumption made by Fontana-Russo ' is based on
fallacious reasoning. If one country produces a unit of a given
commodity at a cost of ten, and another coimtry at a cost
of twenty, a duty of five imposed in the market country will,

according to his view, increase the total costs of the imported
commodity to fifteen and twenty-five respectively, resulting

in a change in the relative cost from one-half to two-fifths.

But, as a matter of fact, the profit per unit of product is not
changed by the fact that I compare it at one time with
a higher and at another with a lower cost, as it is only the
standard of measurement and not the object measured which
changes. No interference in the competitive relations is

produced until in the common market country one production
country is favoured in comparison with another by a lower
duty (preferential duty), or put at a disadvantage by a higher
or discriminative duty. In this case the issue will hinge on
whether the portion of the supply drawn from the country
discriminated against is necessary to supply the domestic
needs, or whether it may be dispensed with. If the latter

is possible, the increased duty will hardly come out in the
prices. In the case of a discrimination probably temporary,
such as a tariff war, the producers of the unfavourably
affected country will assume the burden of the higher duty
in order to retain their customers. But purchasing countries

also compete among themselves. Hence, if one of them
undertakes to raise its duties, the producing countries will

be thrown into sharper competition in the others, a circum-
stance which will tend to mitigate the effect of the increased
duty on prices. The converse case is possible, but naturally

of less frequent occurrence, in which one purchasing country,
by lowering its duties, diverts foreign competition from the
others ; in these latter countries, in such a case, the effect

of the duty on prices may be intensified. In this manner is

to be explained the fact so often observed in recent decades,

' Luigi Fontana-Russo, Grundzuge der Uandtlapolitik, German transla-
tion (Leipsic. 1911), p. 381.
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that the commercial poUcy measures of a state recoU upon
r^ions apparently not concerned in it.

By far the most important as weU as most frequent case,
however, is that in which importation of the affected com-
modity from abroad may be dispensed with, or in which the
country is to be rendered independent of such importation.
Here the unmediat-^ effect of the duty is merely to secure
the home market to inland production, and the price wiU now
be adjusted by domestic competition. K the production is
susceptible of extension, and if sufficient capital and labour
for extending it are in fact at hand, the price may sink to
the level of the worid market price, so that the domestic
consumer is not affected by the duty. If foreign competition,
none the less, attempts to force an entrance, it must itself bear
a part or aU of the duty, as the consumer v,m not be inclined
to pay higher prices for the foreign goods than for the domestic
other conditions being equal. To be sure, the spur to inten-
sified competition through economies in production costs and
pnce reduction wiU not be so great in the case of closed
domestic markets as when the worid at large also competes.
In consequence, a price reduction to the level obtaining on
the worid market wiU be unusual, the duty wiU appear to
a certam extent in the price, and on importation of the foreign
commodity the burden of the duty will be divided between
the foreign producer and the domestic consumer. A main-
tenance of the domestic price at the level of the worid market
plus the duty and plus freight wiU in the case of freely ex-
pansible production be possible in case the producers combine
to secure a monopoly, and not othenvise ; the industrial com-
bmation is thus a means for the complete utilization of tariff
protection. A fuU exploitation of the duty will also take
place when the domestic production is for any reason not
expansible at will. In manufacturing, this may happen in
case the commodity produced is protected by a patent, or in
case the only factories in the country are branch establish-
ments of some large foreign enterprise whose unlimited capital

." .1

I

I

li.

\l

•Sit



308 ECONOMIC PROTECTIONISM

I

;

resources give it monopolistic power. In agriculture the

natural limitation of the soil frequently results in restricting

the expansibility of production.

But a duty may also affect the demand, through a change

in the supply, and the producer must take account in adjust-

ing the supply—which is to say from the very beginning

—

of the changeable character of the demand. Th determining

factor here is the elasticity of consumption, which usually falls

off with a rise in the price, but does not inevitably or uni-

formly decrease. If the demand is fixed, or but slightly

elastic, as a result of the fact that the commodity must be

used without reference to the price, then the duty may more

easily be shifted to the consumer, and so come out in the

price. This is particularly true when a part of the domestic

demand must be supplied from abroad. This category of

inelastic demand includes not merely important food pro-

ducts such as wheat, meat, and the like, but also articles

which are mere luxuries, whose consumption has become

conventionally obligatory for certain classes of the popula-

tion. Such are fashionable hats, new fabrics, champagne of

famous brands, &c. In case a rise in the price will reduce

consumption, the next question relates to the size of the con-

suming class which would fall away. Stratification in this

connexion is very fluctuating, as it is based on the grouping

of income relations. It is possible that a moderate increase

in the price may leave consumption undiminished, while

a somewhat greater one would result in a disproportionate

falling off. For the individual enterprise, however, the deci-

sive factor is not the profit attributable to a particular unit

of the commodity, but the total profit, found by multiply-

ing this gain per unit by the commodity turnover. Hence,

a reduction of the profit per unit may under some circum-

stances be the lesser evil as compared with the reduction in

the turnover, for 10,000 commodity units at a reduced profit

of seven per unit still yield more (70,000) than 5,000 units at

the full rate of ten (50,000). Especially great is the danger
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of a sudden and complete collapse in the demand, in case
consumption can be diverted to some substitution product.
Customs policy seeks with all the means at hand to prevent
such diversion ; cheaper goods, which might be substituted
for higher priced articles, usually have the same duty imposed
upon them. ITius the same duty is levied on oleo-margarine
and cooking fat as on butter, on vegetable tallow as on animal
tallow. &c. In all cases of this kind it will be more advan-
tageous for the domestic producers to give up a part of the
possible increase in price, and for foreign producers engaged
in the import trade—unless they can secure other markets

—

to reduce their profits and assume a part of the burden of
the duty. Thus the duty will be only in part transferred to
the selling price of the goods.

The effect of the protective policy is not, however, limited
to the prices of the dutiable goods alone. As a result of the
increasing uniformity of income conditions, consumption
goods stand in an intimate mutual relation ; a change in the
price of one commodity influences the consumption of others,
as the distribution of the fixed income must be changed.
Thus, for example, in the period of the recent culmination
in business conditions a striking shift was to be observed in
the consumptive relations. The shift was produced by the
mcrease m the price of necessities which resulted from
the intensified protection of agriculture ; the employees of
the state and of private enterprisers who draw a fixed income
ind who to-day form the most important element in the
population of the larger cities, could not reduce the size of
their dwellings, nor lessen their consumption of the means
of life, and so were forced to limit their expenditures for
clothing. In contrast with the prosperous conditions in other
industries, the textile and leather manufactures suffered from
a severe depression. Such a shifting of the effects further
takes place in commodities for technical consumption, where
the increase in price brought about by a protective duty
must be transferred to the commodity. The attempt made
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by France in the year1872 to introduce duties on raw materialii

was finally wrecked by the impossibility of carrying through
the increases which became necessary in the duties on the
corresponding numuft ctured goods. Since, in the case of

exportation, consumption cannot be burdened in any way
by inland protective measures, nothing is left but to neutralize

by duty drawbacks or manufacture in bond the price-raising

effect of the raw material duty on the manufactured product

made therefrom. But this exemption from duty of foreign

raw materials for the purpose of encouraging exportation,

encounters so many difficulties in practical application that

frequently either the relief from the burden is incomplete

or else a bounty results.

A quantitative determination of the effect of protective

duties on the prices of goods is bound to be extremely difficult,

as the duty is only one of many factors in the determination

of price. Hence an investigation must be made as to whether
at the same time other influences have made themselves felt

on the side of either demand or supply. Such probable in-

fluences would be improvements in the transportation situa-

tion, changes in the freight rates, speculation in securities,

changes in income relations, shifts in consumption, and the
like. Thus it comes to pass that in spite of the uniformity

of protective relations within the customs domain, prices

are very different on different markets, and develop along

different 1-nes. This is especially noticeable in the en ^o of the
bulky agricultural products. The price of wheat is higher

in Berlin than in Mannheim, and has risen much more
rapidly in recent years ; it is one thing in Vienna and another

in Buda-Pest, is much lower in Odessa than in markets in

the interior of Russia, &c.

Nevertheless, the general level of prices may be driven

by a protective policy to extraordinary heights when the

economic conditions permit of its working out its full effect.

An example is offered by the rise in the cost of living in the

Brazilian state of Sao Paulo. The Brazilian protective duties
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are extraordinarily high, amounting on a large number of

articles to eighty per cent ad valorem. In the state of S5o
Paulo the nccesHity of drawing the needed suppUes of the

means of life from abroad has been considerably reduced

:

yet the rapid industriaUzation of the country has led to such

an increase in the population that the rents on dwellings and
business sites have been known to rise seventy per cent in

a few months. As a result, domestic production was in

a position to take full advantage of the duty and freight

protection. The most important articles of consumption
reached exorbitant prices.' Wages also are correspondingly

high. Agricultural labourers receive on the average three

milreis (four marks) per day, industrial labourers four to

eight milreis (5.30 to 10.60 marks), mechanics ten, litho-

graphers twelve, and stone-cutters fifteen milreis (twenty

marks) per day.

In the previous inquiry only the formation of the domestic

price and its relation to the world market price have been

considered. But this world market price must be very

different when determined by the interaction of markets

affected by tariff protection from what it would be under

entirely free competition of all producing regions. Particularly

in the first moment of introduction or increase in protection

the commodities destined for the world market experience

a reaction which operates to depress the price ; hence the

assumption, hitherto frequently made, is fully justified, that

while the duty produces a difference between the domestic

price and the world market price, it does, however, at the

same time reduce the latter. But whether and to what

extent this reduction will actually appear in a given case

is another question, whose solution depends on how pro-

duction adapts itself to the change. If much fixed capital

is invested in the business, a diminution in the amount pro-

duced is difficult or impossible, and the result may even be

* Berichtederk.u.k.6sterr.-ung.Konaulatdtntei;JahTgaagl912. Ilandels-

bcricht des k. u. k. Konsulatcg in Sio Puolo, p. 3.
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a very dioaiitrouR criMs. Thus the criMH in wine culture in

itouthem France wafl mainly due to the fact that the European

market diiitricts had rapidly extended their agrarian pro-

tection to viticulture. In the Beld of industrial production

at least a gradual diminution of output will occasionally be

possible. It may happen, too, that by an enormous concen-

tration of enterprises production cost^ may be so reduced

that an extension in consumption in tlic markets remaining

open may replace those lost.

The Effect of Protective Duties on Production Coats. But
unless the investigation of the effects of tariff protection is

to be very incomplete, it must not be limited to the effect

on prices. The decisive factor for productive enterprise is

not the price of the commodity, but the profit, which depends

on the difference between the price of the goods and the cost

of production. If an import duty, while ii< fact raising the

price, at the same time increased production costs in the

same or higher degree, the branch of production affected

could derive no advantage from it. It is therefore necessary

to determine the influence of protective duties on productive

costs also. Two issues are here involved : (1) the relation

between domestic and 'oreign production costs, and (2) the

relation between domestic production and domestic needs.

These two relations, again, must be regarded not merely in

a static sense, according to their condition at any moment of

time, but also dynamically, in their developmental tendencies.

The costs of production vary from one plant to another

in the same country, but free competition will tend to con-

centrate productive capacity in the plants with the lowest

costs. Hence it will be more accurate to speak of a standard

than of an average cost of production in a country. Its

relation to production costs in other countries is subject to

constant variations. Thus in the case of agricultural pro-

ducts every harvest brings a shift, since with an equal total

outlay for seed, labour, use of tools and machinery, &c., the
yield of every year is different, and the share in the cost to
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be imputed to each unit of the ,;roduct must vary accordingly.
PaBwng variations will not, however, change the productive
relations, as the adherents of the classical school assume.
When the s'andard production cost in America rises above
that in Italy, there will follow no increase in grain culture
in Italy, which would have to disappear when the production
costs in America settled back.' Capital and labour will turn
exclusively to those branches of production which offer per-
manent possibilities of employment. Such possibilities arc
afforded by commodity protection, as the domestic market
is thereby secured to home production against foreign com-
petition. The question now arises as to how production costs
will be affected when this security is afforded.
The answer to the question depends on the situation of

domestic production with regard to supplying the Iiomc
demand. If it is inadequate to this purpose, attraction will
be exerted on capital and labour to enter the protected
branch of production, though this can of course take place
only on condition that the country controls sufficient capital
and labour, whether by actual possession or through its

ability to secure them abroad. Again, only movable capital
can be obtained from abroad, and not the immovable capital
of land. Hence, when a branch of production requires much
land, and new virgin soil is not to be had in a country, pro-
tection cannot result in an increase in the land capital, but
only in a more intensive utilization of that already at hand.
As a result, it has been observed in Europe that duties on
grain have not increased the profits of agriculture ; they
have indeed raised the prices obtained for grain, but they
have increased production costs to an equal or greater extent
through the resulting rise in value of land. The higher prices
of grain have been simply capitalized into higher land values.*

' Luigi Fontana-Hu88o, anindziige der Ilandelspolitik (German transla-
tion, Leipsic, 1911), p, 155.

" Unino llcinricli Itoncador, U'csc/i und Hirkung der Asranolle (Jcnu
lUIl), pp. 02 fT.
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If movable capital in in question, as in the case of manu-

facture*, protection will bring about an increaiie in capital,

an intensification of competition within the country, antl

hence a decrease in production costs. This downward ten-

dency cannot be prevented except by deficiency in the capital

and labour called forth. The duty therefor furnishes only

one of the conditions for the development of an industr)',

namely, the assurance of a definite market, but never the

industry itself, as many south European countries have had

to loam from indiscriminate increases in their duty rates.

A lower duty on iron manufactures has been more effective

in Germany and the United States than has a higher one in

Spain and Russia.

If the domestic production is sufficient for the needs of

the country, the competition between establishments will

operate in the direction of graduoUy excluding the smaller

plants working under higher production costs. With on

increase in the size of an enterprise the production costs

decrease, but the risk increases; an ever-increasing proportion

of the entrepreneur's capital must be converted into invest-

ment capital, which in the case of ^u^^pension of operations

must be almost entirely lost. A factory is suitable for but

one use. The building may, in itae unusual case in which it

is located in a city, be adapted t( some other kind of manu-

facturing or for utilization for dweiing purposes, while the

machineryused has in general *mlythe value of jimk. The risk

may be lessened by various forms ci concentration—fusion,

combination,community of interest, trade agreement (Kartell)

or trust—in connexion, frequently, with a manipulation of

foreign markets. The main iaderest centres in stability, i. e.

in securing regular employment of the plant, as any reduc-

tion, even, means that machines must lie idle with labour

losses, &c., and so raises production costs. But the domestic

demand, again, is far from being a constant quantity ; it

changes with the purcha^ig power of the population and

with the degree of activity in elaborating industries producing

I
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artideH for export. If a «harp decrpafte in demand takcH
place, foreign marketH must be sought, ro that for many
branched of production, a», for example, for the whole mining
industry, exportation forms a sort of safety-valve.
The case in which an industry produces a surplus beyond

domestic requirements may not, however, merely acciden-
tally supervene, but may also be brought about deliberately
and systematically. This is especially true of those smaller
special articles, of which almost every country produces
certain varieties for the world market, such as toys in Ger-
many, fezes in Austria, watches and clocks in Switzerland,
laces in Belgium, Ac. Such specifically exporting industries
will not merely not desire protection, but will even repudiate
it, in order not to offer foreign countries an incentive to
imitation. On the other hand, there are export industries
which rest primarily on the home market, and hence will
require protection, but which will yet struggle for foreign
markets, because by an increase in the size of establishments
and a specialization of their products, production costs may
be further reduced, and in this way consumption stimulated
even in the home country. Exportation itself is a means of
promoting domestic consumption, a principle of which the
beet-sugar industry affords a conspicuous example. Without
increasing its export capacity, this industry would not have
found it possible, in the short period since it was established,
to reduce production costs, and with them prices (exclusive
of consumption taxes) to about one-fifth the original figures.

Agriculture now buys its implements and machinery cheaper
by half than it did thirty or forty years ago, because the
market has beer c xtended. Tariff protection and commercial
treaties are therefore not contradictory policies ; both aim
to secure a market, protective duties an internal and com-
mercial treaties an external one.

The Effect of Export Duties. The fiscal object of export
duties, which aim at the shifting of the tax to the foreign
buyer, will be attained only in case the country has an
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absolute or at least a relative monopoly in the goods in

question. The monopoly may consist in a special quality

of product, or of a favourable commercial location, which

gives the country a dominant position in the particular

markets. But the export duty will promote at the same time

all efforts of such markets to free themselves from the mono-

poly, and the latter must become less and less secure in view

of the active spirit of invention and of enterprise character-

istic of the present time.

The commercial policy effect of the duty is still more diffi-

cult of achievement ; the aim here is to secure advantage

to domestic industries in providing themselves with raw

materials. We have isolated examples in the case of timber

and mineral ores. Even when the supply is rendered less

easy to obtain by the competing foreign manufactures

—

which is possible only in the case of monopoly—^the advantage

achieved is often too small to remove other obstacles in the

way of the development of the domestic industry. In Spain

export duties on iron ore failed to accelerate the development

of the iron industry, for the reason that coal and also the

general conditions necessary for modem large-scale manu-
facturing are wanting in the country. The export duty on

wood in the Canadian provinces of Quebec and Ontario has,

on the other hand, led to a rapid growth in the domestic

manufacture of wood-pulp, the American paper mills being

forced by the difficulty in procuring raw wood to purchase

their half-manufactures. Of the Canadian output, of which

four-fifths consist of planing mill products and one-fifth of

cellulose (chiefly sulphite ceUulose), about seventy per cent

is exported. In the year 1911, 847,939 cords of unmanu-
factured wood were exported, as opposed to 672,288 cords in

an improved condition sent out by the fifty-four factories of

the country (twenty-eight in Quebec and fourteen in Ontario).

Three-fourths of the exports are taken by the United States,

where, moreover, Germany and Sweden also compete to an

increasing extent. It will be seen that the economic pro-
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tective policy can employ export duties only in rather special

cases.

The Effect of Freight-rate Protection. Discriminating rates

for imports on the railways to the disadvantage of foreign

goods operate in the same way as import duties to the amount
of the difference between the transportation charges on the

foreign commodity from the frontier to the consumption
point, and the charge on the domestic product from the
place where it is produced to the consumption point. The
effect will diminish with the rise in the value of the goods,

as the basis for computation for import duties and for rail-

way freights is essentially different. Duties, to be sure, are

to-day usually levied according to the quantity of the goods
imported, principidly according to their weight, but this

only on grounds of technical administration, the amount of

the duty fixed in the customs tariff being really based on the

value of the goods. The relation between the value of the
goods and the duty is translated into a relation between
quantity and duty merely for purposes of collection. The
basis of present-day railway rates is, on the other hand, a car-

space system depending on bulk and weight. It looks to the

highest utiUzation of the means of transportation, and hence
the charge is fixed according to the amount of car capacity

taken up. A ton of iron is treated in general in the same way
as a ton of needles. Alongside this system, indeed, particu-

larly in the case of special and exceptional rates, remnants

still subsist of the older system of classification by value,

adjusting the transportation charge according to the worth

of the goods. This adjustment, however, is made in a very

rude fashion, as goods economically more or less similar are

grouped into a few classes which have rates applied to them
whose graduation is far behind the complicated classification

of the customs tariff. The unit rates on freight shipments

in Austria vary between 0.16 and 1.22 heller per 100 kilo-

grams per kilometre, whilt the duty rates in the Austro-

Hungarian tariff on cotton goods alone—all treated alike in
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the railway schedule—are graduated from 65 to 800 kronen

per 100 kilograms. As a result, freight-rate protection

is chiefly applied to bulky commodities of small value and

handled in large quantities, such as grain, timber, coal, and

the Uke, and for the same reason it has been manipulated in

a one-sided way in the interest of agrarian protection.

The Effect of Administrative Protection and of ProUcHon by

Concerted Popular Action. The indirect protective measures

connected with the political administration, such as the

manipulation of veterinary and food products regulations,

exclusion of foreign countries from public contracts, &c., as

well asthe protectiveinstrument afforded by concerted private

action, the boycott, and national propagandas, have shown

themselves efi&cient but very imperfect weapons. They afford

no gradation of protection such as is demanded by modern

economic life, but work prohibitively, and so grant to domestic

producers a dangerous monopoUstic position. Further-

more, they usually represent hostile acts directed against

a specific foreign state, which they consequently incite to

retaUation. For these reasons their appUcation is usually

restricted to cases in which the regular protective instrument

of customs duties fails through pecuUarities of the political

constitution forbidding the erection of a customs line, or

through theoretical prejudices against the use of tariff pro-

tection or the Uke.

2. Effects of the Positive Measubes

The Effect of Export Bounties. The immediate effect of

bounties on exports is a differentiation of the domestic and

foreign prices of the commodity affected. The domestic price

will be higher than that on the world market by about the

amount of the export bounty, though allowance must be

made for transportation costs. The producer will sell his

goods abroad so long as the domestic consumer does not bear

the whole burden of the bounty, as by this means he secures

ii".
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the bounty in addition to the foreign price. Transportation

costs are. to be sure, deducted, and in the case of goods of

great weight in proportion to their value, such as grain and

iron, it may happen that the freight to the frontier may

offset the effect of the export bounty either entirely or for

certain parts of the country. An indispensable accompam-

ment of the bounty is of course an import duty on the com-

modity affected at least equal to the amount of the bounty,

since the latter tends to raise the selling price of the domestic

goods only and not of the foreign product. Under complete

free trade goods exported under a bounty would immediately

return into the country in order to profit by the higher

prices. Thus the branches of production which have been

provided with export bounties have also been protected with

prohibitive import duties, and this in spite of an efficiency

which would otherwise have made tariff protection seem qmte

superfluous to them. An example is afforded by the sugar

industry. Governmental export bounties have, however, the

further effect that in spite of the persistent difference between

domestic price and foreign price, they none the less bring

about a price reduction at home. That is, they reduce the

amount of production cost imputed to each umt of the com-

modity, and intensify competition on the worid market by

favouring selectively the most effective estabhshments, and

by making possible greater speciaUzation through the e^rten-

sion of the market The domestic price naturaUy faUs along

with that obtaining on the world market, as only the differ-

ence between the two is constant. The sugar industry agam

affords an example; in spite of the bounty, the domestic

price is finaUy lower than it was before the bounty

was introduced. But the consequence, ultimately unavoid-

able, is that in the worid market a contest between the

nations ensues, not merely for low production costs, but

also for high export bounties, as no country will consent to

be left behind in the governmental encouragement of its

industries.
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In regard to the effect of export bounties, a lively discussion

was carried on even in the classic literature of political

economy. Adam Smith maintained that an export bounty
on grain must result in a sharp increase in price, since it

would stimulate exportation, while an increase in the pro-

duction of grain in the country he regarded as impossible.

Yet the farmer would derive no advantage from this increase

in the price, for wages would rise accordingly. The worth
of a given quantity of wheat Smith regarded as equal to

the quantity of labour which it would support in the person

of the labourer. The prices of grain had, in fact, been very
low in England for a long time, in spite of the bounty ; but
this he attributed to the increase in the value of silver. In
manufactures, on the other hand, an e' tension of production

is easily possible, and hence a rise in price would not be the

necessary consequence of a bounty ; yet the bounty would be
injurious in this case also, as such exportatior would be
carried on only at a loss, and besides, capital would be arti-

ficially diverted from its most advantageous employment.
Ilicardo disputed the assertion with regard to grain bounties.

He viewed an extensici of grain production as possible

through the cultivation of new ' nd and improved cultivation

of the old ; hence the infii r e of the bounty on prices

would not be permanent. Mo -over, grain forms only a part

of the means of subsistence of the labourer, and therefore

the farmer might also profit in part by the bounty. In

fact, grain production is neither inextensible nor extensible

at will. In countries with tariff protection, however, the

price-moderating effect will be restricted to the world market
price, while within the customs domain, as already explained,

the price must be higher than that on the world market by
the amount of the duty.

A great difficulty lies in the indeterminate fiscal effects of

the governmental export bounty. Alleviation has repeatedly

been sought, especially in the field of the sugar and shipping

l)ounties, through arbitrary limitation on the sum to be paid
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out during a year. The result of adopting this policy must
be that claims to bounties cannot be decided until after the

expiration of the year, when, in case the determined sum has

been exceeded, a reduction in the rate must be made. But
to exert a real stimulating effect the bounty must not be
uncertain, but must be susceptible to accurate computation
in connexion with each business transaction. It may even
exert a contrary effect in a case where favourable conditions

would justify an extension of the industry, but where pro-

ducers may be led to divert investments to other fields in

order not to exceed the allotted sum for the year in question.

In the case of governmental export bounties, as in that of

production bounties, the recipient is not always the only

person favoured. It Is possible to speak of a shifting of

bounties after the analogy of the shifting of taxes. This

shifting arises from the fact that the state grants favourable

conditions to other domestic interest-groups, as, for example,

when it prescribes the purchase of raw materials within

a country, the payment of higher wages, granting of shorter

hours of work, or the hke. With each such increase in

costs a portion of the bounty is passed on to other hands.

Illuminating examples of this character might be drawn
from the field of the shipping bounties. The fundamental idea

was to encourage the shipyards by building-bounties, based

on the tonnage capacity of the ships constructed, and the

navigation company by service bounties based on the com-
mercial performance in the course of a year. But when now
the bounty to the shipping companies comes to be granted

only on ships purchased within the country, the shipyards

receive a second bounty, namely, that part of the service

bounty represented by the difference in price between vessels

purchased at home and abroad. If the ship operators also

receive the service bounty wholly or in part on foreign-built

ships, no shifting of the bounty in favour of the foreign

shipyards takes place, as the latter are not in a position to

utihze any artificial condition brought about by the law, and

41
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hence cannot change their prices. A protective effect may

follow from this shifting, even in the case of produrtion

bounties. The French law of April 2, 1898, renewed the

production bounty on silk-spinning mills which had been

introduced in the law of January 13, 1892, but provided

different rates according to whether domestic or foreign

cocoons were used, the rates being respectively 400 francs

and 340 francs per basin.* By such a differentiation, the

demand for the domestic product is increased, and its price

raised so that only the bounty of 340 francs is retained by

the spinnery, the difference of sixty francs going to the

domestic silk-grower, upon whom it acts as a protection

against foreign competition.

The effects on the various interest-groups at home and

abroad are most clearly seen in the case of private export

bounties, which at the present time have achieved a greater

significance than state bounties. The interest-groups to be

considered are the producers and their organizations, the

elaborating industries, the working-men, and the organs of

pubhc economic policy.

The producers aim at continuous employment without over-

loading the domestic market. Export bounties are a means

adapted to this end, since they distribute among all producers,

and so Ughten, the loss arising from the difference in price

at home and abroad. The combine will take care that the

possibiUty of exportation shall not lead to any expansion in

production at home, exportation being regarded in such cases

strictly as an emergency expedient for co-ordinating domestic

production and domestic demand. Only governmental export

bounties which aim at exportation itself will lead to such an

expansion.

Quite different is the situation of the elaborating industries.

If the export bounties are paid inside the combine alone, then

the foreign competitors in these industries receive their raw

materials oc part manufactures cheaper than do the home

» A. de Lavison, La ProUction par le* primes, Paris, 1900, p. 117.

>«-•
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pruducen. Thu8 the German shipbuilding industry entered

complaint in the year 190S because of the favouring of Dutch
competition by the German KarteUe; as a result of this

favouritism, the shipbuilders had found it cheaper to pur-

chase their raw materials in the markets of Holland rather

than directly in Germany. The Remscheider steel tool-

makers pointed to the same disadvantage which they were

under in comparison with competition from Sheffield. Eng-
lish competitors obtained German spirits deUvered cheaper

than German firms. The state sugar bounties had a similar

effect, and manufactures using sugar, such as the production

of cakes, marmalades, candies, and chocolate, developed much
more rapidly in England than on the Continent. In the

German trust investigation (KartelUnqwte), it was even

asserted that manufacturing industries had been compelled

to build establishments in foreign countries in order to take

advantage of the marketing of raw materials abroad at low

prices by the German producers' organizations. In view of the

variable character of direct export bounties, howevei, such an

effect is to be observed on a considerable scale only in the

case of cut-price exportations supported by high duties.

If export bounties are paid to the elaborating industries,

that is, to the domestic customers of the product controlled

by the combine, discrimination against them in comparison

with foreign competition will be avoided, but other evils will

arisefrom such a course. In the first place, the export bounty

never amounts to the difference between domestic price and
foreign price. For example, in November 1900 the wire-

rod association sold wire-rod in Germany at 185 marks per

ton and abroad at 115 marks. It granted an export bounty

of fifteen marks to domestic buyers who used the material

in manufacturing for exportation, thus making the price

170 instead of 185 marks, but the foreign manufacturer still

received the commodity fifty-five marks cheaper. Further-

more, there is a dangerous relation of dependence among the

various branches of production ; this is shown by the fact

¥ 2
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that the combine grants the export bounty as a favour and

not as a right, and hence often in connexion with burdensome

conditions. Discriminations with no justification in fact

between individual establishments are frequently met with.

The plants are commonly compelled to procure their entire

supply from the combine, and even to order it directly,

a condition which is especially oppressive when the combine

itself dehvers only fixed minimum quantities, as in the case

of the Rhenish-WestphaUan Coal Syndicate, which does not

fill orders for less than a minimum supply of 5,000 tons per

year. Further pressure is often brought to bear to compel

the organization of the purchasing industries, though this is

more difficult to accomplish, in proportion as the product

is advanced on the road from raw material to finished

article. The right of examining accounts reserved by the

Dusseldorf clearing house seems to have been only a moral

safeguard, as no use has in fact been made of it.

The effect on the national economy in general, as also and

more particularly that on the working-class, is a much dis-

puted point. On the one hand, the cheap sales abroad

are looked upon as a squandering of the national wealth.

This conclusion follows directly from the classical theory of

international trade, and has beer drawn in particular by

Brentano.*

The foreign country where importation takes place under the stimulus

of export bounties and reduced freight charges or exports in other

countries, receives more in foreign goods, labour products and

capital utilization than it gives in return ; conversely, the country

from which the exportation takes place gives up more value than

it receives from abroad. Export bounties therefore involve a reduc-

tion in the yield of the national productive forces, of the compensation

of the nation's labour and of the profits of its capital, together with a

lessened increase in the national wealth. They represent a systematic

squandering o. the national labour and of the national capital. They

signify a loss for the national economy, increasing the wealth of a few

at the expense of the welfare of a vastly greater number.

> L. Breutano, ' tjber Ausfuhrpramien,' Palria, Jahrbuch der Hilfe ( 1904).

p. 86.
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This view stands or falls with the assumption that the value
of a commodity is a summation of production costs. On
the other hand, if the value is regarded not as inherent in

the commodity but as something added to it from without,

derived from the demand and supply relations of the market,

the question will be raised as to how these value relations

are in fact affected by the payment of bounties. It has

already been pointed out that only the existing difference

between domestic price and foreign price is overcome by
such payments. The domestic value will be higher than if

the goods exported had been sold inland. A depression of

consumption can take place, however, only when a protective

import duty makes possible an unjustified rise in the price.

The injury is then to be attributed to the duty and not to

the export bounty. The foreign value will fall as a result

of the influence of the export bounty, and with it the domestic

value also graduaUy declines, as it is of course compounded
of the foreign value and the export bounty. The supporters

of the export policy of the combines emphasize the fact that

as a result of cut-price sales abroad the total labour force

remains employed and is fully paid ; hence such foreign sales

unfavourably affect the entrepreneur's profit alone, and not

the income of the working people or employees. This con-

tention holds good only with respect to the branch of pro-

duction which follows the exporting policy. For other

branches of production a stabilization of conditions of em-

ployment achieved by export bounties is in itself no dis-

advantage, as such continuity represents the general interest

of the national economy, and an injurious effect does not

become possible unless the domestic price is artificially raised

above the necessary level, which again can only be the result

of a protective duty.

On the world market, competition will be considerably

intensified by the export bounties, and this again will furnish

a strong incentive toward technical improvement on the part

of the industries of all countries. But export bounties incite

j.i

i!



986 ECONOMIC PROTECTIONISM

IV

not merely to imitation but alao to defensive Actioa. They

are always regarded a« an interference by a foreign atate in

the economic development of a country, and lead to retalia-

tory measures until finally, as has been seen in the case of

the sugar bounties, no possible course is left but their general

abolition by mutual agreement.

The Effect of Meaiuree for the Encouragement of Shipping.

It is still more difficult to pass judgement on ship subsidiet^

and shipping bounties, as in this case considerations affecting

the means of transportation themselves are added to the

numerous complications of the international commodity

market. As the measures of encouragement must be under-

taken in the way of legislation, and so be fixed for a period

of years, their provisions cannot remain permanently in

harmony with the advancing economic and technical situa-

tion, and hence may lead to restriction instead of stimulating

expansion. When, for example, the sum appropriated for

a particular year is exhausted, the shipping enterprises will

endeavour .to postpone new investments to another year,

and in this way may leave a momentary favourable con-

juncture entirely or in part unutilized. In any case, such

bounties represent an interference in business development

which is very likely to be taken advantage of in the service

of individual interests. It has not infrequently happened on

the passage of bounty laws that the first few years witnessed

a greatly increased activity by which ship-builders and

operators sought to exploit the advantages offered, followed

in later years by an all the more critical period of stagnation.

The phenomenon of bounty shifting between ship-builders

and operators has been discussed in connexion with export

bounties.

In the distribution of subsidies and bounties, legislative

and administrative organs have really fallen into a dangerous

dilemma in an age like the present, saturated with social and

poUtical strivings. If they support the large enterprises, they

lay themselves open to the reproach of wishing to accentuate
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the already existing overdominance of the economically

strong. As a result, they have usually fallen into the error

of discriminating in favour of antiquated tjrpes, such as shipn

of small tonnage capacity, and especially saiUng-vessek. The

operation of sailing-vessels enjoys the reputation of being

* the best school for the seamen ', but from an economic

point of view they must be regarded as having outUved their

usefulness for ocean service. The fact is readily overlooked

that the protection of the weak is justified only on the

grounds of maintaining human Uvea, and not when the ques-

tion relates to the support of competitively inefficient

business enterprises. The development of French bounty

legislation in particular offers aggravated instances of this

procedure. Italy also, in spite of great expenditures, has

not been particularly successful in this field. In the decade

from 1900 to 1909 the xhare of ItaUan shipping in the water

traffic of the country increased from 4,100,000 tons to

5,000,000 tons, or by twenty-four per cent, whi' the port^

under foreign flags increaseid from 7,800,000 to 14,400, iiOO

tons, or eighty-six per cent.

A further disadvantage is that under the influence of inter-

national competition the expenditures of the different coun-

tries on their merchant marines mount higher and higher,

while at the same time they become of less and less effect an

the measures counterbalance each other. In the case of

bounties the money sums necessary cannot be accurately

estimated in advance, so that difficulties arise in the framing

of budgets. For this reason the principle of limiting the

amounts has been introduced into the Italian, French, and

Austrian legislation. But in this way the end is in part

defeated, as the enterprises must reckon with the possibihty

that the amount granted may be exceeded and the bounties

correspondingly reduced. FinaUy, there is an unmistakable

tendency on the part of shipping bounties to become trans-

formed into export bounties on commodities, as the emphasis

is constantly shifted from the transportation medium to the

J
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goocb czportMl. In the bomu on fnishts (FrwMniMftitM)

Gooiemidated in the cmc of certain good* in « recent Itdian

biU. and in the Austrian subady agreement with the Aurtro-

Amoicana, only a poor diigui'e remained ci the original

character of the payments. This policy, however, must aiord

opportunity to the country to which the subeidiied exporta-

tion takes place to throw difficulties in the form of curtomH

regulations in the way of the policies.

On accoimt of these grave disadvantages, statesmen have

frequently turned their backs on the whole policy of shifting

bounties, and declared that a real encouragement of the

merchant marine is possible only by an indirect procedure,

that is by means of manipulation of regulations in the field

of commercial policy and domestic trade policy. Ships are

in any case transportation media, and must profit by every

change which stimulates the commerce on which they Uve.

The building of good roads leading to port towns, the estab-

lishment of combined raUway and ship transportation tariffs,

the seeking out of new market regions, and in general every

measure promoting exportation, as well as the encourage-

ment of indirect commerce by the provirion of free zones in

port towns—such measures must necessarily bring prosperity

to the national shipping. Ship-building may be aided by

exemption from duty on all materials used, by making em

light as possible the precautionary conditions of such exemp-

tion, by assistance in securing orders, and by the best possible

distribution of orders over moderately long periods of time.

Still, the reciprocal reactions between commerce and means

of transportation must not be overlooked. If men had always

waited to provide new transportation media until the growing

traffic had placed beyond any doubt the question of their

proving profitable, we should to-day possess but a fraction

of our present world-commerce. For it must not be forgotten

that here, as in the case of production, a better-developed

foreign competition is constantly on the alert, if granted

freedom of access, to nip in the bud any manifestation of
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activity, however weU justified, on the part of the national

spirit of enterprise. Hence, it will not in the near future be
poHRible to dinpense with subttidies and bounties, as after all

they make possible and stimulate the creation of new trans-

portation media, which in turn are an important instrument

of national economic policy.

i
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THE EFFECTS OF CAPITAL PROTECTION

1. Effects of the Negative Measures

The Effect of Discouraging the Importation of Capital.

Means of combating foreign capital are applied only in case

it is used to establish the influence of the foreign enterpriser

and owner of capital. But the countries economically un-

developed, and poUtically only partially independent, will be

forced to take their choice between admitting foreign influence

along with foreign capital and dispensing with foreign capital

altogether. In the latter case, however, the c 'try would

be deprived of that productive factor which in the course

of modem development has become most important. If the

country increases in strength to the point where it possesses

the necessary technical and mercantile power to carry on its

own affairs, attention must first be given to freeing from

foreign influence the enterprises most intimately connected

with the public economic interest. In this connexion the

governmental initiative will be useful and necessary, provided

that foreign capital is not frightened away, or that it can be

replaced by domestic. That foresight is in order in such

a situation has been abundantly shown by the experience

of China, where, after the vehement nationaUzation move-

ment, the Government was forced to adopt the expedient

of mixed enterprises conducted by foreigners and Chinese

together. The purely private economic enterprises will

succumb of themselves to the nationalization process when

the time comes. No encouragement in this direction

through economic protective measures has proved itself

desirable.
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The Effect of the Discouragement of Capital Exportation.

The means of combating the exportation of capital have

proved of but little value. Capital does not possess the

substantial character of the other factor of production, labour

power, and moreover is transferred in the form of commodi-
ties whose exportation appears desirable, and hence flows

irresistibly to the place where it yields the highest return.

But the yield will be higher the farther the region where the

capital is used is below the cultural level of the place where
it is produced. The force of public opinion can operate only

on the agencies for transmitting the capital, that is to say,

the banks, whose business operations are subject to public

control, and very little on the real owners of the capital, who
ultimately control it but whose relations of ownership are not

generally known. In any case the political motive will never

be so powerful that it will not be outweighed in the mind
of the capitaUst by the material advantages of a loan. As to

influencing the technical institutions for capital transmission,

this becomes less and less possible as time goes on, for the

reason that the institutions under the control of the State

steadily lose their dominant position in relation to the capital

market. The bank of issue possesses a monopoly solely in

the issuance of notes, while in the discounting of exchange

and making of loans it must compete with private banks.

The stock exchange is indeed indispensable for speculation,

but it has long since ceased to be so for the marketing of

new securities among the people. Issuance without recourse

to the exchange, by public advertising or even by means of

private circulars to bank customers, has taken on its present

lai^e proportions chiefly for the very reason that exchange

trading has been so hedged about with restrictions. The
number of securities not quoted on the exchange—^the

' exotic ' paper—constantly increases. Moreover, domestic

capitalists may share in foreign issues and leave the securities

purchased in a foreign place of deposit, and then any possi-

bility of poUtical influence is excluded.
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2. Effects of the Positive Measuees

The Effect of the Encouragement of Capital Imporlaiion.

Special devices for enticing the inflow of foreign capital must

faU, as they wiU be without effect if the economic and poUtical

conditions of the country do not promise a higher yield on

capital, and will be superfluous if such a yield is to be counted

upon. That, nevertheless, they are met with is explained by

the fact that particular points or regions of the country seek

to direct the flow of capital in a specific direction. One aty

offers attractions to those foreigners who as bondholders

intend to Uve on the interest of their capital, and another

offers advantages for the location of new factories. These

local extensions of inducements may, however, not be hmited

in their effects to the distribution of a capital immigration

independently taking place from foreign countries, but may

also, especiaUy in the case of the attraction of bondholders,

actually bring about such an immigration of capital. The

colonizing of persons living on an income is, however, un-

favourable to the development of large-scale industry, and

will be free from danger to the national economy only on

condition thai the development of other parts of the country

into out-and-out industrial districts is not interfered with.

The Effect of the Encouragement of CapUal Exportation.

The exportation of capital needs to be encouraged only in

those cases in which other and greater advantages are to be

achieved by it, especially when by the strengthening of

poUtical influence in a foreign country a road may be opened

to an increased exportation of commodities through the

participation in public contracts and the Uke. The indis-

pensable pre-supposition in this case is, however, that suffi-

cient and cheaper capital is at the disposal of the home

national economy, so that the question shaU ultimately relate

solely to an influencing of the direction taken by a capital

outflow and not to the artificial production of such a move-

ment. The consideration just named places narrow limits on

this field of economic policy.
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THE EFFECTS OF LABOUR PROTECTION

1. Effects of the Negative Measures

The Effect of the Restriction of Emigration. In modem
civilized countries emigration cannot be effectively prevented

;

aside from the question of safeguarding personal liberty, the
density of modem traffic renders impossible the maintenance
of any strict control. Such a control would be most hkely

to succeed in a country occupying an insular position, as water
transportation, in view of its sharp concentration in indi-

vidual vehicles and in commercial centres, is more easily

supervised than railway traffic. If with a view to higher

interests—especially the obligation to miUtary service—^the

State is forced to forbid emigration in certain cases, its pro-

hibition will be much more effectively enforced by means of

penalties which it can threaten in the case of retum, for

nearly every emigrant cherishes a secret hope of sometime
seeing his home again.

The Effect of the Restriction of Immigration. In the first

place, it must be settled that the interest of the national

economy in need of protection is a purely economic one.

Ethnical grounds of restriction, arising from the different

characteristics of races and nations, we may pass over, as

they usually serve merely as disguises. The physical and
moral dangers depicted with much satisfaction have not in

themselves been strong enough to have led nations to oppose
foreign immigration. But for the ruinous competition arising

in the labour market, even the hated Chinese would be
patiently endured, as has been shown in the American States

of Oregon and Washington, as well as in the Hawaiian
Islands, where, by the influx of the yellow race, the whites

III
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have been elevated to a sort of labour aristocracy. The

interest requiring protection is exclusively that of maintain-

ing the existing equilibrium between wages and the cost of

living for the working-class. When, as has been repeatedly

proved by statistics, the Chinese in California is content, on

account of his restricted needs, with half or a third of the

wages which the native labourer receives, the national

economy is threatened with the danger of retrogression.

The private enterpriser will find it immediately profitable

to substitute cheap labour power for dear, but from the

national economic standpoint it is not desirable to have

a relation once estabUshed between the two productive fac-

tors, labour and capital, so distorted that machine power is

displaced by human power instead of the reverse. Moreover,

the factor which is decisive of the extent of the domestic

market open to production is neither land area nor density

of population but domestic consumption, and this must un-

doubtedly be diminished when foreigners with a low standard

of life displace the home labour force, and even with the

reduced wages accumulate savings which they send out of

the country.

When an interest requiring protection is not present, the

restriction of immigration must be injurious, as the soil and

all other capital in a country can only be made fruitful by

human labour. An economic domain which lacks the labour

force necessary to develop its resources will be forced to

look about for immigrants, except in so far as the state of

technical knowledge permits a substitution of machinery for

human labour. Conditions in many States will not be uni-

form, and conflicts of interest will result such as are seen in

the contemporary protective policy. For example, immi-

gration restriction in the United States encounters the

determined opposition of the tobacco- and cotton-growing

Southern States. Moreover, the exclusion policy itself

cannot be uniform and permanent, but must be directed

according to the need against specific classes of immigrants.
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and laid aside when the economic grounds no longer require
its enforcement. Australia restricts by drastic measures the
influx of population at a lower cultural level than its own,
but shows a strong increase of immigration from England.
It has also taken other measures against the Chinese, and
against the Polynesians or Kanakas. Finally, we can observe
in the legislation of different countries a distinct periodic
rise and fall in the stringency of the protective provision^.

The effect of all protective measures is further prejudiced
by the fact that evasion can never be entirely prevented.
Even in the case of immigration restriction, smuggling
flourishes. Thus, it is known that on the Mexican border
whole towns live by smuggling yeUow labour into the neigh-
bouring States of the Union, that Canada is the headquarters
for a smuggling trade into the United States, not of goods
alone but of immigrants as well, &c. But the difficulty of

enforcement is no argument against a regulation otherwise
justifiable. Economic policy can never compute its effects

with mathematical accuracy, and so, as in this case, must
be guided by the results of experience.

The adherents of the free-trade theory reject labour pro-
tection as well as protective duties. Every artificial obstacle
which adds to the inevitable enormous natural barriers to
the transfer of human labour force, forms in their eyes
a manifest injury to the world economy, and especially to
the working-classes.' It merely contributes to divert labour
from its natural directions of application, and to cause it to
be used in countries where it is less productive. But in fact
there are no such natural directions; wage-levels, which
exert the attractive force on the immigrant, are in no case
a gift of nature, but a hard-won boon of the nation's civiliza-

tion. The individual State must not inquire what is good
for the world, but exclusively what is good for itself. It may
be objected that the working-class cannot permanently main-

• Giuseppe Prato, 11 protezionitmo operaio

;

ttranUro (Turin, 1910), pp. 187 ff.

Vuclutume del Uworo

4%
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tain a wage standard notably higher than that of surrounding

countries, for if it did capital would emigrate, and the

opportunities of labour be reduced. A tendency to such an

equalization undoubtedly exists, but the process works itself

out only in slow and gradual changes. Chinese labour is

cheap, yet all new cotton-spinneries are not on that account

built in China, for in that country, as a result of defective

political institutions, many other conditions indispensable for

industrial growth are wanting. The accession of cheap labour

power leads to the further result that the lower and less pro-

ductive occupations are turned over to the new-comers, and

the native working force can turn to the higher and more

remunerative callings. The latter may find their cost of living

actually reduced, since many articles, such as clothing, can

be manufactured more cheaply than before. The possibility

of such a differentiation of labour will, however, serve as

a check upon protective measures for discouraging immigra-

tion, or will permit of so limited an advantage being gained

through the policy by the national economy that the dis-

advantages will predominate.

As protective measures are not directed against foreign

immigration in general, but only against certain of its effects,

such measures may be rendered superfluous by international

treaties preventing these effects. Just as protective duties

may become unnecessary in case the industrial organizations

of competing countries reach an understanding as to their

respective market territory, so also opposition to immigration

may cease if by mutual agreement the immigrants are

directed to points where they do not disadvantageously affect

the domestic labour market. In 1909, the President of the

American Federation of Labour, Samuel Gompers, proposed

to the Italian labour organizations that each Italian immi-

grant should be enrolled in the American Federation, which

would then undertake the direction of the immigrant stream.

Italian economists were opposed to the plan on the ground

that the American organization would merely seek to protect

m
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its own interests. It goes without saying that this would
have been the case, but it is this interest which now gets
safeguarded, the only difference being that it is done by one-
sided protective measures instead of by mutual agreement.

International agreements between governments, interested
organizations, and transportation enterprises afford the sole

possibility of taking from protective measures their odious
character and avoiding reprisals on the part of affected
foreign countries. The anti-Ch ese legislation of the United
States of America led in the year 1905 to the boycotting of
American goods in China, but when a conflict of the same
character arose with Japan in 1907 a modua vivendi was
reached. Japan itself prohibited the shipping companies
from transporting immigrants, and stopped the issuance of
passports to labourers.

2. Effects of the Positive Measures

The Effect of the Encouragement of Emigration. The en-

couragement of emigration, whether on political, religious,

or economic grounds, always involves an economic loss, as was
copiously demonstrated even in the Middle Ages by the ex-
pulsion of the Jews from Spain, and by the struggles between
Protestants and Catholics. It is usually the efficient and
enterprising elements which are driven out, involving; a double
loss to the country, which misses both their valuable pro-

duction ability and the incentive of their example to the
rest of the population. Pressure on the domestic labour
market cannot be artificially relieved in this way unless at

the same time measures for excluding immigration are carried

through. In any case, the process is dangerous, as labour
power is a productive factor, and by unduly enhancing its

price production itself may be handicapped. The repatriation

of undesirable immigrants is to be judged by the same stan-

dards as the restriction of immigration.

The Effect of Encouraging Immigration. The encourage-

ment of immigration has taken its place alongside of pro-
15W.H ~

.^
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tective duties as the most important measure of economic

protective policy for the development of humanity. In this

way America, Australia, and Africa have been settled, and

opened up to economic activity ; thus were overcome the

natural barriers which separated two important elements in

production, natural resources and labour power. The

material sacrifices made by the oversea countries to this

end have been insignificant in comparison with the results

achieved. In the execution, it is true, the self-interest of

administrative organs has reduced the efficiency of many

measures of encouragement, and even transformed them st

times into their opposites, but such technical shortcomings

do not affect the principle itself.

Unpleasant results follow in the emigrant lands, especially

in cases where private enterprises overrun the country with

an army of agents for soliciting the people. The productivity

of the coxmtry may be seriously set back while still higher

interests are affected, if the immigrants are solicited for r^ons

where fever and other diseases claim many victims before the

land can be made productive.



IV

THE EFFECTS OF ECONOMIC PROTECTIONISM IN
GENERAL

Increase in the Productive Power of the National Economy.
The protective policy is a means of consolidating and unify-
ing a country in an economic sense, and enabling jt to ward
off dangers from without, and to develop in accordance with
its own laws. If the classical free-trade ideal of the develop-
ment of the international division of labour on the basis of
varied natural productive conditions were correct, the pro-
tective policy would necessarily represent an obstacle to the
growth of world-trade. If, on the contrary, as we have
attempted to show, the natural conditions of production are
at the present time progressively less and less important,
and artificial conditions more and more decisive ; if cotton is

not manufactured in the place where it grows, or iron ore
in the place where it is mined, but rather in the place where
the market for the products in question exists, then the
economic protective poUcy, as belonging to these artificial
conditions of production, must be regarded as a means of
developing the productive power of a country. If the
natural conditions of production were decisive, Italy would
be forced to restrict itself to the cultivation of wine, tropical
fruits, and the like, while, as a matter of fact, it has mani-
fested a notable growth m prosperity only since the time
when by the aid of foreign coal, cotton, wool, &c., it secured
for itself large-scale manufacturing industries.

The relation of exchange between agricultural and indus-
trial countries which was so attractive to the classical theory,
is, we mean to say, no permanent condition given by nature,
but merely a stage in the general process of industrialization.

Z 2
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in which materials derived from nature undergo the applica*

tion of an ever-increasing o'"antity of labour and capital

before they are finally used in the satisfaction of human

wants. Manufactured goods displace raw material, and

manufacturet) of higher value those of lower. Even in techni-

cal consumption, that is, in the use of goods for the purposes

of further elaboration, the place of natural substances is

constantly taken oy artificial. Examples are—coal-tar dyes,

artificial indigo, synthetic camphor, cryolite, Norwegian salt-

petre, celluloid, galalite, artificial silk, kc. By this change

the supply is rendered independent of the frequently scanty

deposits of the natural materials ; the quantity which can

be produced is unlimited, and so can be adjusted to <tny

demand ; the quality is pure and uniform, while in nature

numerous foreign substances cause difiiculty, and finally

a considerable cheapening of the raw material supply is

usually possible. The process of industrialization is affecting

agriculture also. In the industrial region of Western Europe

a transition is taking place from grain culture to truck

farming ; there is a steady improvement in the breeds of

live-stock, and a remarkable development of dairying,

poultry-raising, and the like.* The causes are to be found

in the increasing scarcity of land and of labour, which has

reused rents and wages to such an extent that the sole con-

dition of profitable culture is the employment of larger and

larger amounts of capital. But the investment of capital

can be advantageous only on condition that production can

be specialized, and the possibility of specialization again

depends on the extent of the market. The problem to be

solved in each individual case is accordingly that of realizing

the maximum marketable product from a minimum of land

area and with a minimum expenditure of human labour.

Industrialization makes possible an improvement in the scale

of living, as capital can be multiplied more rapidly than

1 For a fuller diacuasion see Josef Grunzel, Sieg dea JnduMtrialitmu*,

Leipsic, 191 1.
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popitlation, and can be made productive in a much higher

degree than the natural Hoil and human labour force. It al8\^»

assures a greater stability of economic conditions, as it

renders production less dependent upon natural vicissitudes

such as changes of weather, elemental catastrophes, Ac.

Finally, its use promotes culture in the highest degree,

substituting as it does for coarse physical labour the lighter

but more effective mental effort and providing leisure for

physical and mental recreation.

Protective duties and their substitutes are a means of

industrialization, as they assure and stabilize the domestic

market in the interest of industries actual or potential, and
so provide the necessary conditions for their development.

It is only when they are held to be always and everywhere

necessary that the value of protective duties is overestimated.

They can only secure the market, not create it ; and, in ad-

dition, they cannot conjure forth the two productive factors,

labour and capital. They can, moreover, after having done
good service in one period, become positively injurious in

case at a later time the home market becomes too narrow

for the industry in question.

Growth of World-Economy. Judgements passed on economic

protectionism have usually suffered from the erroneous con-

ception that the policy is equivalent to exclusion from the

world-economic sphere. In reality, it leads to a greater

multiplication of world-economic relations, inasmuch as it

enables and compels the individual economic domain to

participate more energetically in such activity. Industrial-

ization necessarily outgrov.-s the domestic market, as a point

will be reached beyond whicu the specialization of production

and concentration of establishments cannot be carried further

without extending the market to foreign fields. Besides, even

under limitation of the domestic market, exportation will

become indispensable when large productive establishments

require to be cortinuously occupied and the risk of a decrease

in consumption at home is to be avoided. In addition, an
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increue in the demand more rapid than the growth of popu*

lation can be achieved by no other means than by rcAning

the demand, which again itrengtheni the endeavour toward
•pecialisation. In the place of the international division of

labour betwem agrkulture and manufactures, assumed by
classical economics, a division of labour within the sphere

of manufacturing appears. If now the development of the

productive capacity of a country leads to industrialization,

and if industrialisation increases the participation of the

country m world-economic dealings, it follows that the pro-

tective policy, as an important aid to industrialisation, must
under proper manipulation lead to an extension of world-

economic relations.

The foreign-trade statistics of the most important nations

pursuing a protective policy show that when first introduced

it may indeed reduce importation momentarily, but that

an increase all the more rapid subsequently results if other

influences do not intervene to produce a disturbing effect.

If we compute the imports in billions of marks by annual
averages for five-year periods for the time since 1850, which

includes approximately thirty years of free trade (1850-^)
and thirty years of protection (1880-1910), the changes may
be represented by the curves below :

—

i^
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IMPORTS OF LEADING COUNTRIES
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Increase and Eiqualization of the Mutual De-pendence of

Nations. Tbe growth of world-economic relations means an

increase in tne dependence of each country on those foreign

nations which purchase from or furnish to it commodities,

capital, or labour power. This dependence, however, is in

itself no economic disadvantage, as is demonstrated each

day of our lives. Very few civilized persons would to-day

be in a position to provide for their own needs if thrown upon

their individual resources. Even the different social strata

of the population cannot to-day be so sharply opposed to

each other as was the case in the Middle Ages. The only

question is whether the dependence resulting from economic

relations grows more undesirable in character ; the answer

depends not merely on how much is obtained from foreign

nations or how much must be marketed abroad, but also on

the number of countries among which this dependence for

supplies or for markets is divided.

In the first place, world-commerce shows a tendency, in

the multiplication of trade connexions, to mitigate any rela-

tion of too close dependence of one country upon another.

Great Britain has the closest commercial relations with the

United States of America ; but the share of the latter in the

total trade of England, imports and exports, has sunk from
20-8 per cent in the year 1880, to which figure it had risen

under the influence of the sudden increase of grain importa-

tion, to 15 per cent in the year 1910. The most important

source of imports for Belgium was formerly Holland, which

in the year 1860 still furnished more than 20 per cent of the

imports ; in the year 1910, however, its share was less than

9 per cent, and was surpassed by the shares of several other

countries. In the exports of Belgium, France formerly stood

at the head with 38-4 per cent in 1861 ; at present the shares

of France, Germany, England, and Holland are not far from

equal. France also had at one time the largest share of the

foreign trade of Spain, amounting to more than 40 per cent

;

but now its part is surpassed by that of Great Britain, and
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even the latter country has not more than 20 per cent.
Another fanuliar example is the progressive emancipation of
the Balkan countries from Austria-Hungary. While in the
decade of the 'seventies fully half the foreign trade of Rou-
mania was carried on with the Dual Monarchy, its share at
present is hardly a fourth. In Servia, for the period of
1884-92, imports from Austria-Hungary averaged 86 8 per
cent, and exports to the same country 66 3 per cent of the
total for the kingdom ; in the year 1909 the proportions
had sunk to 24-4 per cent and 31 -4 per cent respectively.
A tabulation of the more important commercial nations of
the worid with the figures for the largest shares of individual
foreign nations in their imports and exports will further show
that these national quotas are smaller the more advanced
is the country in its economic development. Such a tabulation
is given below for the year 1910 (in some cases 1909).

Distribution of Imports and Exports of Leading Nations

Country.

Great Britain

Germany

France

Most important Import
Countries and their

Shares ( %) in Country's

Total.

Per Cent.

United States of
America .

France
Russia
British India

Germany .

Russia

United States of
America .

Great Britain

Austria-Hungar>-

Krance
Great Britain

(icrmany

I'nited States i\

America .

Belgium

«77
7-0

6-4

<)i

M-8

I.V3

80

8i

57

I JO

8-5

Most important Export
Countries and their

Shares (%) iw Country's

Total.

United States

America
Germany
British India

France

Great Britain

Au8tria-Hungar>-

United States

America
France
Russia
Great Britain

Belgium
Cicrmany

United States

Anii'rii'a

Per Cent.

of

. II-6

• iO'3

8-8

of

of

11 o

8-4

7-.}

7-s

?()-4

lOl
1 2 '9

r-.i
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Molt important Import MoH important Export

Countries and their Countriet and their

Country. Share* (%) in Country'

a

Shaxet (%) in Countrjfn

Total. Total.

Per Cent. Per Cent.

Belgium France • i5* Germany 261

Germany . 134 France 183

Great Britain 12-4 Great Britain 13-4

Humtia Germany . . 463 Gemuuiy 284
Great Britain 161 Great Britain 22-9

Roumania Germany . • 338 Belgium 26'I

Austria-Hungary 233 Austria-Hungary . 247
Great Britain . 15-7 Netherlands 10 -7

Bulgaria Austria-IIungtuy 290 Turkey 30 -(I

Germany . i6-o Belgium I9-b

Tutkey . .14-8 Germany IO-4

Serv'ia Germany . .41-0 Germany i8-8

Aus 1 ;a-Hungar>- 101 Austria-Hungary . 15-^

Grcivi Britain 13-5 Belgium 138

Greece Great Britain . Z2.-9 Great Britain 25 «

Russia . 19-6 Austria-Hungary 101

Austria-Hungar>' 12-6 Germany lOO

United States of

America Great Britain 174 Great Britain 29'6

Germany . 10-7 Germany 14-0

France . 78 France 6-2

Japau British India . 22 4 China . 197

Great Britain . 204 Germany 9-8

China . 14-8 Great Britain 3-6

Germany . . 94
Switzerland Germany . . 334 Germany . 232

France . . 191 Great Britain l6'6

Italy . . 11-5 France II-O

Italy Germany . . 155 Germany . 141

Great Britain 151 United States f

America . 12-7

France . . loi France . IO-5

Austria-Hungary 9'5 Switzerland . 104
Great Britain 101

Aubtria-Uungary Germany . • 39'°

United States of

Germany 432

America . . 8-4 Great Britain IO-2

Great Britain . 79 Italy .
. 0-6

Spain Great Britain 205 Great Britain - 7 .1

France 18S France - ^7-1

Germany 11 b

United States of

America . . 11 i

,'iik
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Cimntry.

Portugal

Sweden

Norway

Oeimuu-k

Argentina

Brazil

MotI important Import
Countries and thrii

Sharei (%) in Country s

Total.

Per Cent.

Great Britain

Germany
' United Stotes

America .

Germany .

Great Britain

Germany .

Great Britain

Sweden
Germany
Great Britain

(ireat Britain

Germany
United States

America .

Great Britain

Germany
United StatCK

America
France

of

Mo»t important Export
Countriei and their

Stiares (%) in Country »

Total.

Per Cent.
Great Britain . 2^-5
Spain . . ij.y

of

lu-O

34 4

245
30-9

!3-9

III

419
^o-3

31 '

'74

138

l-i-4

10-4

Brazil .

Great Britain

I

Gc-Tiany
Great Britain

Germany
Swe«len

Great Britain

Germany
Great Britain

Germany

France
Belgium
United States

America
Great Britain

Germany

of

210
zb-i

-57
101

2 2-4

-17
12 I

lO-I

9-8

10 i

15-6

In a similar way it can be shown with reference to the
articles which enter into the world-trade that their production
becomes distributed over more and more regions, or else that,
in case the monopolistic position of a single country cannot
be broken, substitution products or artificial substances are
brought into use. The form of production most universally
carried on is that of breadstuffs and meat, the most im-
portant articles for human nourishment. In the coal and
iron industries, the dominant position of England, far sur-
passing all other countries down to the middle of the nine-
teenth century, has been seriously undermined. In the most
important textile material, cotton, a ccriain oppressive de-
pendence upon the United States of America still subsists,
but in Russian Asia and in the African colonies experiments
full of promise in the direction of emancipation have been
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undertaken. In the next most important raw material, wool,

a sharp competition has arisen between non-European

countries, greatly reducing prices on European markets in

the second half of the last centurv. In rubber, we have

seen in recent years an extension mto Eastern Asia of the

production which had formerly been concentrated in Brazil.

Similar examples might be multiplied at length.

Intensijication of ConfiicU of Interest. Economic protection-

ism, in promoting the interests of one country, may readily

come into conflict with the efforts of another coimtry directed

toward a different goal. The immediate consequence is that

the threatened country adopts reprisal tactics, and to this

end similarly draws its weapons from the arsenal of the

protective policy. Duties placed too high by foreign coun-

tries will be answered with increases in duties at home, and

eventually even with special retaliatory duties ; high freight

rates for unports on the railways of a foreign country will

be rendered ineffective by low rates on exports in the home-

land, and occasionally hostile measures may be taken in

quite other fields for forcing the opponent into submission.

Under some circumstances the opposition may grow into

a struggle in economic policy, and finally into a purely

political conflict. The closer are the world-economic con-

nexions, and the more complicated the protective measures

become, the better is the opportunity for such an issue.

Most conflicts have arisen from the protection of com

modifies. Thus the protective tariff programme sketched in

a communication of December 15, 1878, from the German

Imperial Chancellor to the Bundesrat, added to the repeated

failure of treaty negotiations, considerably cooled the rela-

tions between Germany and Austria. But the necessity of

political harmony between the two States led Bismarck to

propose the famous reciprocal arrangementh, in order that

political friendship should not have to keep company witli

economic hostility.

Heated political controversies have, however, arisen on
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economic grounds between Austria-Hungary and the Balkan
States, because the former maintained stringent veterinary
police exclusions while the latter countries were struggling
energetically to promote industrialization. The ill-feeling

engendered by the tariff war with Roumania of 188&-9G was
removed by the movement of Roumania toward the Triple
Alliance. But with Servia, after the breaking oft of treaty
negotiations in the year 1906, relations took so disastrous
a turn that every new political event, as the annexation of
Bosnia in 1908 and the Balkan War of 1912-13, threatened
to cause the outbreak of war between the two countries.
On the other hand, political occurrences have frequently

led to an intensification of tariff protection. The inauguration
of the tariff war between Italy and France was due in large
part to the resentment aroused by the entrance of Italy into
the Triple Alliance. Similarly, the co-operation of the Triple-
Alliance powers in the conclusion of the December Treaties
of 1891 was designed to afford for the political alliance a strong
basis of co-operation in the field of commercial policy.
With regard to the protection of capital, there have thus

far been misunderstandings but no open conflicts. Evidence
of sBch conflicts was afforded, however, by the hostile attitude
of Germany to Russian loans, and of France to loans of the
Triple Alliance countries.

On the other hand, protection against immigration has
led to friction between the United States of America and
Japan, and has embittered relations between America and
China. Even the measures taken against seasonal migration
in Germany, France, and Switzerland have not been without
political reaction on the countries affected, Austria and Italy.

Strengthening of ItUermtioml Community of Interest. While
it is no doubt true that in the future development of the world-
economy conflicts of interest will never be wanting, and that
as they are frequently reconciled they will invariably re-
appear, yet there is no mistaking the fact that at the same
time the complex of communities of interest in the world-

v^..
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economic sphere must grow at a still more rapid rate. The
latter will probably never develop so far as to eliminate all

conflicts of interest, but time must bring a constant increase

in the responsibility of every country, and arouse it to the

danger of destroying an existing community of interest.

Ever more frequently will the way of compromise be sought

and found.

This course of development is clearly foreshadowed in the

rapidly growing number of international agreements in the

field of economic policy. With regard to commodity pro-

tection in particular, the numerous commercial treaties have
aimed at a compromise between the clashing interests.

Many countries, it is true, such as the United States of

America, Russia, and the countries of the Iberian and Balkan
peninsulas, have frequently set up as their ideal a completely

autonomous commercial policy, but they have always been
forced to fall back on the treaty policy. The international

agreements affecting means of communication, the mails,

telegraph service, railways, and navigation, immediately

serve only the technical ends of trade, and hence do not as

yet take into account such protective measures as special

freight rates and ship subsidies. The same applies to inter-

national treaties for the protection of industrial property

and those relating to weights and measures, &c. On the

other hand, the international corporation agreements extend

into the field of protective policy as they are able to replace

protective duties levied by the State.

The protection of capital has not yet been brought uinler

international control, but the necessity of protective measures

relating to migratory movements of population is becoming
more and more manifest. Moreover, as already mentioned,

the immigration laws of the United States of America and
of the Australian Federation have opened the way to such

action.

Condition. The protective policy promotes the economic
ilevelopment of a country as it makes |)ossiblc an ind\istrial-

m
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ization which is not the result of natural conditions but of
the productive energy of its civUization. It increases the
activity of a country in world-trade for the reason that an
industrialized nation cannot rest content with domestic
markets, but requires exportation in order to secure that
mmimizmg of risk which is so valuable in every field of
modem economic life. The more active participation in
world-economic relations increases mdeed the dependency of
each country upon its neighbours, but at the same time it
lessens the danger of this dependency by distributing both
purchases and sales among many economic domains. It is
true that conflicts of interest arise from the clashing of the
protective policy measures of different countries, but in view
of a steadUy growing community of interest, these show
themselves on the road to settlement by international aeree-
ment. ^
The protective policy embodies a permanent principle

which varies only in its application, and one which in general
must be so manipulated that national-economy and worid-
economy development must be brought into the closest
harmony. National-economy and world-economy do not
stand in a relation of hostile opposition, but rather condition
each other. In an economic sense also the truth holds good
that he most benefits the world who best serves his own
people.
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GENERAL APPENDIX

PUBLICATIONS OF THE DIVISION OF ECONOMICS
AND HISTORY

The Conference which met at Berne in 1911, under the auspices
of the Division of Economics and History of the Carnegie Endowment
for International Peace, appointed three Commissions to draft the
questions and problems to be dealt with by competent authorities

in all countries. The first Commission was entrusted with The
Economic and Historical Caiuet and Effects of War ; the second with
Armaments in Time ofPeace ; the third with The Unifying Influences

in International Life. Subsequently the suggestions of the three

Commissions were considered and approved by the entire Conference.
The questions are to be discussed scientificftUy, and as far as possible

without prejudice either for or against war ; and their discussion

may have such important consequences that the questions are pre-

sented below in extenso.

Report of the First Commission

THE ECON'OMIC AND HISTORICAL CAUSES AND EFFECTS OF WA«

The Conference recommends the following researches

:

1. Historical presentation of the causes of war in modern times,

tracing especially the influence exercised by the stri\ing lor greater

political power, by the growth of the national idea, by the political

aspirations of races and by economic interests.

8. Conflicts of economic interests in the present age :

(o) The influence of the growth of population and of the industrial

development upon the expansion of States.

(6) The protectionist policy ; its origin and basis ; its method
of appUcation and its influence upon the relations between coun-
tries; bounties (open and disguised, public and private); most-
favoured-na ion treatment ; the attitude towards foreign goods
and foreign capital ; the boycott ; discouragement of foreign

immigration.
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(c) Interaationalloans ; the policy of guarantees ; the relations

of the creditor to the debtor States ; the use of loans for gaining

influence over other States.

(<f) Rivalry aknong States with respect to cafHtalist investments

in foreign countries

:

1. The endeavour to obtain a privileged position in banking

enterprises, in the opening and development of mines, in the

letting of public contracts, in the execution of public works, in

the building of railways (Siberian, Manchurian, Persian Bagdad

Railway, Adriatic Railway, &c.) ; in short, the organization of

larger capitalistic enterprises in foreign countries.

3. The hindering of foreign countries by convention from

executing productive enterprises on their own soil, e.g. from

buiiding railways in their own countries.

8. The anti-militarist movement, considered in its religious and

poUtical manifestations. (Only opposition to all military organization

is here to be considered.)

4. The position of organized labour and the socialists in the various

States on the questions of war and armaments.

8. Is it possible to determine a special interest of individual classes

making for or against war, for or against standing armies ?

6. The influence of women and woman suffrage upon war and

armaments.

7. The extension of obligatory niiUtary service in the different

States, in times both of war and of peace.

(a) The conditions of military service ; the system of enlistment

and of general obligatorj service, the actual position of aliens.

(b) The ratio of the persons obliged to render military service

to the entire population.

(c) The influence of the present system of military obligation

and the organization of armies upon warfare and upon ita duration.

8. The economic effects of the right of capture and ita influence

upon the development of navies.

9. War loans provided by neutral countries ; their extent and

influence on recent warfare.

10. The effects of war :

(a) Financial cost of war. The methods of meeting it : Taxa-

tion ; International Loans ; External Loans.

(6) Losses and gains from the point of view of public and private

economic interests ; checks to production and the destruction of

productive forces ; reduction of opportunities for business enter-
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prises ; interruption of foreign trade ar.d of the imports of food

;

the destruction of property; shrinkage of values of property,

including securities ; financial burden caused by new taxes, debts

and war indemnities ; effects upon private credit and upon

savings banks ; advantages to those industries '^.'hich furnish

milituy materials; advantages and disadvantages to neutral

countries.

(c) The effects of war upon the supply of the world with food

and raw materiab, with special reference to those States which

are in large degree dependent upon other countries for such

supplies, e.g. Great Britain and Germany ; by diversion of capital

from those countries which produce food and raw materials

(especially the stoppage of railway building and of new investments

in agriculture and other industries).

(d) The condition of the victorious State : manner of levy and

use of contributions and war indemnities ; influence upon industry

and social life.

(e) The manner in which the energy of nations is stimulated or

depressed by war.

11. Loss of human life in war and as a result of war : influence

upon population (birth-rate, relation between the sexes, ratio of the

various ages, sanitary conditions).

12. The influence of war and of the possibility of war upon the

protective policy, upon banking conditions (especially upon banks

of issue), and upon monetary systems.

18. The influence of annexation upon the economic Ufe of the

annexing States,and upon the State whose territory has been annexed.

14. The annexation of half-civilized or unciviliased peoples, con-

sidered especially from the point of view of the economic interests,

which act as motive powers ; the methods through which private

enterprises take root in such regions and through which they bring

influence to bear upon their own governments ; the effefts of such

annexations upon the development of trade with the annexing State

and with other countries, as well as upon the economic and social

life of the natives.

15. The progressive exemption of commercial and industrial

activities from losses and interferences through war.

16. Influence of the open-door policy upon war and peace.
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Report of the Second Commisidon

ARMAMENTS IN TIME OF PEACE. MILITARY AND NATAL BSTABU8H-

MENTS. THE THEORY, PRACnCE, AND HISTORY OP MODERN
ARMAMENTS.

1. Deflnition. .\rmament8 might be described as ' the preparations

made by a State either for defence or for attack '. These would

inchide the provision of food, flnancial preparations, and also semi*

mititary railways, canals, docks, Ac.

3. Causes of armaments. Motives for increasing or commencing
them, distinguishing the great from the small powers.

8. Rivalry and competition in armaments. Motives and conse-

quences of rivalry, with the possibilities of limitation.

4. Modern history of armaments, with special fullness from 1873.

To be noted as important landmarks :

(a) The introduction of conscription into Germany, France,

Austria, Italy, Japan, &c.

(fc) Modern inventions affecting war.

(c) The question of privateering and private property at sea.

(d) Duration of military service.

(e) The traffic in arms.

5. Military budgets from 1872 (distinguishing ordinary from extra-

ordinary expenditures).

6. The burden of armaments in recent times.

(a) The proportion of miUtary to civil expenditure.
'• {b) Military expenditure per capita.

(c) Military e:.penditurc from loans in time of peace, i.e. a com-

l>arisou of expenditure from taxes with expenditure from borrowed

money.

(d) Comparative burdens of individual taxpayers in different

countries and the extent to which the differences are due to

armaments.

(e) Military pensions.

(/) It is desirable to ascertain where possible the ratio between

the total income of each nation and the total expenditure on
armament at various times.

7. The effects of war preparations upon the economic and social

life of a nation :

(«) On the sustenance of theentire population of a countryat war.
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(b) On railway policy.

(c) On public administration and on wcial legislation.

8. The economic effects of withdrawing young men from industrial

pursuits, into the army and navy :

(a) Compulsory.

(6) Of non-compulsory service (specially in the case of mercenary
troops).

(Allowance being made for the industrial value of military
education and training.)

9. The influence of changes in the occupations of a people upon the
composition and efficiency of armies, and the influence of the ••liiiiig*-«s

in the composition of armies on the economic life.

10. Loans for armaments (participation of domestic and foreign

capital).

11. The industries oi war, i.e. the various manufactures and other
industries which arc promoted and encouraged by military and naval
establishments, distinguishing between

:

(a) Government undertakings (arsenals, dockyards, &c.).

(6) Private undertakings, including the history and working of

the great armament firms, which sell to foreign customers as well

as to their own governments.

12. War materials (munitions of war). Their recent development
and their cost. This includes arms, ammunition, armour-plate, war-
ships, guns of all kinds, military airships, &c. So far as possible the
effect of recent inventions upon offensive and defensive war should be
indicated.

Report of the Third Commission

THE UNIFYING INFLUENCES IN INTERNATIONAL UKE

1. The Conference is of the opinion that the economic life of
individual countries has definitely ceased to be self-contained ; and
that, notwithstanding the barriers raised by fiscal duties, it is becom-
ing in ever-increasing measure a part of an economic life in which the
whole world participates.

2. It desires that this change be studied with the object of ascer-
taining to what extent the economic life of individual nations has
ceased to be self-contained, and the causes which are bringing about
the greater interdependence of nations.

8. Special attention should be paid to the following factors :

(a) How far the growth of population is responsible for the
ehunges that have occurred and are in progress.
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(b) The extent to which the iniufflcicncy of the natural retouroM

of individual countries for tbeir own requirements has contri-

buted to it.

(c) Whether the increasing economic unity of the world is

the cause or the result of the rising in the standard of living, and

how far the increasing welfare of nations has been caused by the

growing unity.

{d) In what measure the need of individual countries to obtain

materials of production from other lands and to And new markets

for their own products is responsible fur the growth of international

dependence.

4. Thr Conference desires that investigations be made into :

(a) The volume of the world's production of all the nuiny articles

of food, of the varioua raw materials, and of the principal manu-

factures.

(6) The productions of individual countries, and the extent to

which they are retained for home consumption or are exported.

(c) The consumption of individual countries, and the extent to

which the various articles are supplied from home productions or

are imported.

5. The Conference wishes to ascertain to what extent the economy

of production by large units, instead of by small units, has contributed

to the international dependence of nations.

6. The development of this world-embracing economy has taken

place in great measure in consequence of the investment of capital

by rich countries in less developed lands. Through this there have

arisen close relations and a great increase of wealth, not only for the

lending and the borrowing countries, but for all nations. The Con-

ference is of the opinion that researches should be made into the

extent of the interdependence of the nations in the matter of capital.

7. The Conference desires to institute inquiries into the inter-

dependence of the financial centres of the world.

8. The Conference desires to make the unifying effects of inter-

national trade, the building of railways, the progress of shipping,

the improvement and extension of all means of communication and

the progress of inventions, the subjects of careful investigation.

9. The Conference is in favour of making a comprehensive study

of the various international unions and associations, in which the

social and economic interests of all classes of society are now either

organized or in process of organi.»tion, through official or private

action.
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