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FOREWORD.

TH E study of State and Municipal enterprise, 
the results of which are here offered to all 
those who are interested in the tendencies 

and developments of economic life to-day, was 
undertaken by the International Co-operative 
Alliance with three particular objects : first, to 
ascertain the value of the various experiments 
which have been made, some of them over a 
period of years, in collective enterprise under the 
control of the community, in relation to the 
results of similar enterprises in the hands of 
private traders ; second, to enable some estimate 
to be made of their effect upon the co-operative 
organisation of commerce and industry and a 
comparison of their merits with the results 
achieved by the non-profit making system of 
economics which Co-operation represents; and 
third, to assist in the determination of what we 
may call, for want of a better term, a line of 
demarcation between those economic undertakings 
which lend themselves more particularly to the 
methods of voluntary association and those which 
demand the larger resources and wider responsi­
bility of the public authorities.

The information obtained in the course of the 
enquiry has proved to be of considerable interest, 
not only to the immediate purpose of the enquiry, 
but also in its bearing upon the solution of a 
number of economic problems, and reveals some 
of the stronger currents in the present fluid state 
of the world economic system.
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The co-operative organisation of production and 
distribution is obviously one of the chief and 
practical methods of solving many of the problems 
which confront the world to-day, when the old 
economic order is passing away and giving place 
to new. The co-operative system promises, if 
given fair and full play, to transform the present 
chaotic state into an orderly system of production 
for use, and to supplant the present higgling of 
the market by an associated planned economy 
which will produce the necessary equilibrium 
between supply and demand, production and 
consumption. There are, however, obviously 
large spheres, particularly in production, trans­
port, and local supply services such as electricity 
and gas, where the voluntary system of co­
operation could scarcely be applied. The technical 
and financial concentration of many modern 
industries turns them, to all intents and purposes, 
into private monopolies organised on a national 
or international basis, and makes their transfer 
under the control of national authorities a com­
paratively easy process. This is also true of a 
number of local services which are already being 
operated by the municipalities as public utilities. 
The future development, therefore, of a collective 
economy may be conceived as the organisation of 
numerous distributive services and of production 
in most branches of agriculture on a co-operative 
basis, while leaving the big industries, transport 
and local supply services, to the Municipal and 
State authorities.

During the last three decades the State and 
local authorities have extended their experiments 
beyond the sphere which we have indicated as 
being most suitable to their responsibilities and 
resources, to trading in various commodities, thus, 
in some fields, controlling production and distri­
bution. It is into those enterprises that the
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researches of the International Co-operative 
Alliance have been particularly directed, and the 
section of this work which deals with Municipal 
Trading represents a piece of original research 
which we are confident has not hitherto been 
published. The chapters on State Trading are 
no less important, but deal with activities about 
which many studies have already been made. 
They will, however, be found to present a freshness 
of critical treatment, which entitles them to full 
consideration and an angle of view that is not 
conventional.

The Alliance has been fortunate in having the 
collaboration of two highly trained research 
workers and economists in the persons of Miss 
Doreen Warriner, Ph.D., and Dr. E. Shenkman, 
who have been responsible for the whole enquiry 
and have prepared detailed and documented 
reports which they have afterwards concentrated 
in this volume.

Chapters I and III are the work of Dr. Warriner, 
while Dr. Shenkman has made the special study 
of Municipal Trade contained in Chapter II.

We have also to express our grateful acknow­
ledgments to the London School of Economics ; 
the British Board of Trade and the Ministry of 
Agriculture ; the International Bureau of Local 
Authorities, Brussels; the Deutsche Stadtetag, 
Berlin ; the municipalities of Vienna and Berlin ; 
and the Swiss Peasants’ Union.

H. J . Ma y ,

General Secretary, 
International Co-operative Alliance.

London,
April, 1933.





INTRODUCTION.
THE DIFFERENT TYPES OF STATE  

TRADING.

IN recent years the State has been taking up 
activities which it hardly touched at all before 
the war. Previously, the State undertook to pro­

vide services in which competition between sellers 
would be disastrous, if not impossible—railways, 
road construction, water, gas, electricity or tele­
phones. But since the war many governmental 
authorities have undertaken trading in com­
modities where no conditions of natural monopoly 
affect the supply, such as wheat, milk, butter, 
meat and coal, and it is with these experiments 
that this booklet is concerned.

These enterprises, of course, only cover a small 
part of the whole field of State economic activity. 
With the problems of State control and ownership 
in general we are not here concerned. The many 
ways in which the State can control economic 
activities—by tariffs, wage regulation, immigra­
tion restriction, exchange control, or actual owner­
ship of land and mines—have long been the sub­
ject of numerous investigations and discussions, 
which we cannot take into account j our object 
has been to examine the enterprises in which the 
State’s activity is limited to trading—to trans­
actions of commodity buying and selling. In 
making this examination we have been obliged to 
confine our study to examples of State trading in 
countries where economic enterprise is to a greater



or lesser degree free, and where conclusions as to 
the results of the trading enterprise can be 
observed from its effects on prices and production. 
Where every economic enterprise is under State 
control it is difficult to estimate the commercial 
success of any single one ; every economic activity, 
production, consumption, trade, and credit-giving, 
is controlled, and in consequence the necessary 
standards for judging economic processes, the 
movements of prices of goods and services, 
are to a gredt extent hidden. Therefore we 
have been obliged to leave out of account 
the trading enterprises in the systems of 
State control applied in the Union of Soviet 
Socialist Republics and in the Fascist State ; we 
have only considered the State’s success in taking 
over an economic enterprise where it has not, at 
the same time, taken over complete control of the 
economic system, and where, in consequence, the 
effects of trading by the State can be clearly seen 
and compared with the effects of individualistic 
enterprise.

At first sight it might seem as if the various 
State trading enterprises in existence—crop pur­
chase, corn monopolies, municipal milk and fuel 
supply, match and spirit monopolies—have nothing 
in common, and that we have to consider only a 
collection of miscellaneous undertakings engaged 
in doing different things in different circumstances. 
It is true that there is no single economic process 
in action, but rather three. The enterprises can 
be divided into groups according to their economic 
purpose.

x.— R e v e n u e  M o n o p o l ie s .

The enterprises in this group have been intro­
duced by the State with the purpose of increasing 
its revenue by maximising the net profit from the 
sale of a commodity. This device for increasing the
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revenues of the State has been in use since very- 
ancient times, and we have here discussed only its 
newer applications and more recent developments. 
Its success must be judged by the extent to which 
the unitary control by the State is able to introduce 
economies in production and distribution.

These monopolies must be sharply distinguished 
from those in the other two groups, in which the 
object of State action is not necessarily to make 
a profit on its capital, but to give assistance to 
certain classes of its subjects.

2 .— M u n i c i p a l  E n t e r p r is e s  T r a d i n g  in  M e a t , 

M i l s , a n d  C o a l .

Here the primary object of governmental action 
has been to protect the consumer. Most of these 
enterprises originated in the war or post-war 
period, in times of high prices and food shortage, 
in which private enterprise could not function 
normally, so that State intervention was neces­
sitated. In recent years there has been no great 
increase in the number of these enterprises. In 
this group the success of State trading must be 
judged, not by the level of profit on its trading 
capital, but by the extent to which the municipal 
undertaking serves consumers’ interests better 
than the private trade or a Consumers’ Co-operative 
Society.

3 . — S t a t e  E n t e r p r is e s  (M o n o p o l is t ic  o r  N o n - 

M o n o p o l is t ic  A g e n c ie s ) T r a d i n g  i n

A g r i c u l t u r a l  P r o d u c t s .

In this group the object of governmental action 
is to assist agricultural producers. Many States, 
both importers and exporters of agricultural
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products, have devoted large sums to trading in 
agricultural produce with the object of raising or 
stabilising prices. Most of these enterprises have 
originated in the last few years, in which the 
situation— rapidly falling prices and a tendency to 
over-production of many food products—has been 
the reverse of that of the post-war years. Some, 
like the German crop purchases, have been enforced 
as emergency measures, attempting to stave off the 
fall in prices. Others, however, like the Swiss corn 
monopoly, are the outcome of a well-considered 
belief in the importance of prosperous agriculture, 
and may be considered as attempts at economic 
planning, to use a much-abused term. Some have 
been enforced as continuations and completions of 
existing voluntary Co-operative Marketing Organi­
sations.

No general conclusions as to the effects of all 
three groups can be drawn, since each type of 
enterprise is undertaken for a different purpose. 
From the following pages it is evident that the 
enterprises have met with very varying degrees of 
success. State trading does not appear to be a 
universal solution for economic problems or a 
happy ending to all conflicts of economic interests. 
The individualist, looking for proof of the dis­
advantages of State management, can find here 
some examples to prove his case ; the collectivist, 
looking for proof of the benefits of State manage­
ment, can find other examples to prove that the 
State has been able to introduce economies in 
production and distribution, to rationalise 
supply and prevent an increase in prices, or 
to give legitimate assistance to producers or 
consumers. The question of the limits of State 
action can never be concluded by an appeal 
to facts, because both the believer in laisser 
faire and his opponent found their convic­
tions on fundamentally opposed economic and
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political theories, on opinions and experience based 
on entirely different social and economic con­
ditions. In any single country it may be possible 
—as it was, in fact, possible in Great Britain in 
the nineteenth century—to define clearly what the 
State should and should not do, but to transfer 
such a definition to other conditions may give 
rise to false and dangerous conclusions. For 
example, the German witness before the Mac­
millan Committee, who said that “  In Germany 
there is too much bureaucracy in enterprise, 
and too much enterprise in bureaucracy,”  was 
applying to Germany a standard of judgment 
essentially British (and a standard of judgment 
which events proved to be wrong in German 
conditions). In this short study we have 
brought together as many different examples of 
State trading as possible, and have attempted to 
see the effects of each measure in its own setting, 
and to ask whether in that setting State trading 
has justified itself, not to make any general 
comparison of the merits of State and private 
enterprise under all and any conditions.

For the Co-operative Movement as a whole, the 
question of whether the principles of Co-operation 
are furthered by these experiments is becoming 
increasingly important. In many of them, the 
Co-operative Societies, both Consumers’ and Agri­
cultural, have participated directly, for instance, 
in the administration of the Norwegian and Swiss 
import monopolies, in the Viennese meat supply 
company, and the Yugoslavian wheat export 
company. Even where there is no direct partici­
pation, the Consumers’ Societies are almost always 
closely affected by the State enterprises which 
deal in the same commodities as they do them­
selves.
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As data about these undertakings are not easily 
accessible, the information which follows has been 
collected from published works and from first­
hand study of existing undertakings, in the belief 
that it will assist in forming opinion on the results 
of State management, and in giving direction to 
future schemes of collective enterprise.



CHAPTER I.

REVENUE MONOPOLIES.

i .—THE REVENUE MONOPOLY COMPARED 
WITH DIRECT TAXATION.

A ST A T E  revenue monopoly must be judged 
from a definitely capitalistic standpoint. 
It is instituted, not for social or political 

reasons (though such reasons may exist as a side 
issue), but for the purpose of raising the income 
of the State; it is simply a profit-making enter­
prise, an alternative to other types of taxation. 
From the consumers’ standpoint the critical 
question is not whether a State monopoly imposes 
a burden on consumption ; that it inevitably does 
and intends to do. The consumer must ask 
whether the burden is heavier or lighter than it 
would be if the industry was left free, and a tax 
imposed on the product. If the State monopolises 
production where otherwise no monopoly would 
exist, the monopoly management must be com­
pared with the efficiency of capitalistic firms 
working under conditions of free competition ; if 
this alternative to a State monopoly is not free 
competition but a private monopoly, then State
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management must be compared with private 
management.

A  monopoly of the market, whether public or 
private, may benefit the consumer or injure 
him. If the absence of competition enables 
production and distribution to be concentrated 
in large units, the costs of production will be 
reduced and the State will earn a higher income 
without raising prices. On the other hand, 
the monopoly, by safeguarding the market, may 
prevent the adjustment of costs ; it may conserve 
obsolete methods of production, duplication of 
plant, multiplication of small works, and an 
excessive number of officials, so that the income 
derived by the State from the monopoly is low, 
at the same time as the price to the consumer is 
high. In the following examination of the existing 
monopolies we must consider how these two 
tendencies have worked, by comparing the merits 
and defects of existing monopolies.

Taxes on consumption, that is, excise and 
customs duties, and returns from monopoly, 
form one of the chief resources of the modem 
State. The proportion of the revenue derived 
from this source varies between 30 per cent and 
60 per cent of the total tax receipts in different 
States. In countries where the average income 
per head is low, the tax on consumption plays a 
more important part than taxes on income, 
business turnover, or property. The countries of 
Eastern Europe are obliged to rely for the greater 
part of their revenues on income from monopolies 
and customs duties. But in recent years the 
importance of consumption taxes has decreased ; 
the great increase in expenditure since the pre-war
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time has been met by increasing the taxes on 
incomes and property, as the following table 
shows:—

P e r c e n t a g e  of T o t a l  R e v e n u e  D e r i v e d  fro m  

T a x e s  on I n co m e  a n d  C o n su m p t io n .*

Property and 
Income Taxes.f

Consumption
Taxes.f

Germany ........ .. . .19 13 63 35-0
1928 68-1 31-9

Great Britain . .. . .19 13 53-8 46-0
1928 60-3 39-6

France ............. • 19 13 46-6 5 1-2
1928 69-4 24-7

Italy ................ . . . .19 13 43-4 54-3
1928 58-9 40-3

Belgium........... .. . .19 13 38-2 61-8
1928 73-9 26-1

Sweden............. .. . .19 13 31 ' 1 68-5
1928 37-7 61-2

Spain ............... ...,19 x3 52-4 44-3
1928 53-8 42-8

f  Including turnover taxes.
^Including excise and customs duties and monopoly profits.

The greater part of the receipts from consump­
tion taxes are derived from customs and excise 
duties ; in countries at a higher stage of economic 
development, returns from monopoly are only a 
subordinate source of revenue, while in Great 
Britain and the Netherlands no State monopoly 
exists.

*(This and the following table are taken from H. Gross, Die Ent­
wicklung der europaischen Finanzmonopcle in  der Nachkriegszeit, Welt- 
wirtschaftsarchiv, Jan. 1931.)
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The following table shows the relative import­
ance of the income from monopolies and con­
sumption taxes in the total revenue :—

Income from 
Monopolies as a 

Percentage of Total 
Consumption Taxes.

Consumption Taxes 
as a Percentage of 

Total Revenue.

Great Britain ............... 39-6
Netherlands .............. . — 37-o
France ......................... 32-3 24-7
Belgium ....................... — 26-1
Germany ..................... 6-7 3i'9
Spain ........................... 25-0 42-8
Italy ............................. — 40-3
Austria.......................... 39'3 45-8
Poland ......................... 59'5 64-6
Sweden......................... i7 '5 61-2
Norway ....................... 12 -3 62-0
Czechoslovakia ............ 34-8 47-i
Bulgaria ...................... 5 ’3 66-o
Roumania..................... 32-8 75-9
Yugoslavia .................. 40-0 75-4
Lithuania..................... 38-4 69-9
Estonia ........................ 26-3 60-9
Latvia .......................... 29'4 88-3
Turkey ........................- 51-0 76-3

In recent years, however, many new monopolies 
have been introduced and many of the old ones 
have been reconstructed. As before the war, the 
monopolies have been confined to what may be 
described as mass consumption luxuries—tobacco, 
matches, alcohol. The demand for the first two, 
matches and tobacco, is to a large extent inter­
dependent ; about 60 per cent of the total match 
sales are purchased by smokers. Monopolies have 
also been introduced for the production of salt 
(in Italy, Austria, Yugoslavia, Greece, Turkey, 
Roumania, Poland, and Lithuania) ; petroleum
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(Turkey, Spain, and more recently Newfoundland); 
and quinine (Italy, Greece); but these do not 
compare in importance with the tobacco, matches, 
and spirit monopolies.

2.—RECENT DEVELOPMENTS.
(i) T o b a c c o  M o n o p o l ie s .

The production and sale of tobacco was mono­
polised in many European countries before the 
w a r: France, Italy, Austria, Spain, Portugal, 
Serbia, Roumania, and Turkey. Since the war 
monopolies have been introduced in Sweden, 
Poland, Danzig, Czechoslovakia, Greece, and Est­
onia. Other States have kept to the system of 
taxation of consumption : Great Britain, Ger­
many, Switzerland, Norway, Finland, and the 
Baltic States.

To examine the effects of a monopoly we may 
take tobacco production in Austria and in Germany 
for comparison, as conditions are fairly similar. 
In Germany production is carried on by a large 
number of independent competing firms; in 
Austria tobacco production is in the hands of a 
long-established State monopoly.
Reduction of Costs.

If we set side by side the tobacco industry in 
the two countries, we see that the Austrian 
monopoly is strikingly more efficient than the 
German system of private manufacture and trade. 
We must compare the two by taking the average 
cost of production per hundred kg.* of tobacco 
goods (i.e., cigars, cigarettes, and pipe tobacco) : 
In 1926 in Austria the cost was 550 marksf, in 
Germany in the same year 755 marks. J How can 
this great discrepancy be explained ?

*100 kilogram =220 lbs.
t 20 Marks =£1 (gold).
J  These and the following figures are taken from Dr. Herbert Gross, 

Tabakmonopol unci freie Tabakwiftschaft, Jena, 1930.
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The greater part of it is due to lower wage 
costs per unit. The wage cost per hundred kg, of 
tobacco goods was m  marks for Germany and 
86 marks for Austria. This figure does not 
indicate a lower wage level in Austria than in 
Germany. The average nominal yearly wage per 
worker in the Austrian tobacco industry is 1,326 
marks and in the German industry 1,137  marks. 
The contrast is partly due to the low wages paid 
in the small cigar factories in South Germany, as 
wages in cigarette factories, which are concen­
trated in large towns, are not lower than the general 
level. The Austrian wages, on the other hand, are 
better than the average ; the wages of men workers 
compare favourably with the best paid by private 
industry. The wages of women workers are 
considerably higher. If the real wages, that is 
to say, the purchasing power of the nominal 
wage, were compared, the difference in favour of 
Austria would be still greater.

It is the reduction of overhead costs which 
brings down the cost of production. The whole 
Austrian production is covered by 5 factories 
with a yearly average output of 9 million 
kg. In Germany, on the other hand, in 1926, 
there were 329 factories with an average output 
each of 850,000 kg. Sixteen of these, covering 
60 per cent of the total production, are larger than 
the Austrian factories, but it must be remembered 
that the multiplication of small firms means an 
increase in costs per unit.

Comparative Retail Trade Costs.
The most striking achievement of the Austrian 

monopoly as compared with the German industry 
is its reduction of the retail trade costs. In 
Austria the retail trade costs per 100 kg. of tobacco 
goods amount to 176 marks, while in Germany
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they are as high as 525 marks, a difference of 
359 marks per 100 kg. This is due to the fact 
that the Austrian trade works with a smaller trade 
rebate (10 per cent) than the German, which 
works with an average rebate of 27 per cent. 
The Austrian retail traders work with a much 
larger average turnover per head (11,580 marks) 
than the German, which work with a turnover of 
4,465 marks. The retail trade in Austria is 
concentrated in larger selling units than in Ger­
many ; in Austria a larger number of traders in 
tobacco goods trade in tobacco goods only, 
whereas in Germany nine-tenths of the traders 
sell other goods as well.

In Germany the high rebate is accounted for by 
the fact that the industry is in a state of over­
production. As cigarettes are a proprietary 
article, competition between the firms can only 
be competition in turnover. Numerous small 
firms tried to compete with the larger by giving 
bigger and bigger rebates to the retail trade. This 
state of affairs lasted till early in 1929, when a 
cartel of manufacturers was formed and continued 
to maintain a high level of rebates. This exces­
sively high amount has brought about a vast 
increase in the number of retail traders in Germany.

Costs of distribution are much lower for the 
Austrian than for the German trade, because in 
Austria the tobacco shops are located on the 
cheapest sites and are sometimes no more than a 
wooden stall, while in Germany they are expen­
sively equipped shops paying high rents. The 
competitive struggle in Germany has also multi­
plied the cost of advertisement, which in Austria 
is unnecessary.

Profits.
Comparison of the Austrian industry with the 

German shows that the monopoly brings in a
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larger income than the privately managed indus­
try. The average tax return in Austria in 1926 
was 1,040 marks per hundred kg. of tobacco goods, 
compared with 678 marks in Germany. At the 
same time the Austrian monopoly can show lower 
production costs, lower retail costs, and yet sell 
at a lower price and pay a better wage than 
private concerns.

The Austrian monopoly’s rate of return, though 
higher than the German, is not excessively high, 
as is shown by comparison with the retail prices 
and profits in other Central European countries :—

P r ic e s , Co st s a n d  T a x  R e t u r n  in  R e ic h s m a r k s  p e r  
100  K ilo g r a m s

Austria,
1928.

Poland,
1928-29.

Czecho­
slovakia,
1926-27.

Hun­
gary,

1926-27.

Yugo­
slavia,

1926-27.

Retail Price..........
Production and

1.854 1,904 1,240 876-8 1,256

Trade Costs ...... 779 736 350 425-5 394
Tax Return ....... . 1.075 I , l6 8 890 451-3 862

Thus in Austria the profits amounted to 57 • 6 
per cent of the retail price, in Czechoslovakia 
72 per cent, Hungary 51*8 per cent, Poland 61 *i 
per cent, and Yugoslavia 57 per cent.

While it cannot be asserted that all other 
tobacco monopolies have been equally successful, 
yet there are good grounds for believing that 
State management in this branch can introduce 
economies.

The Swedish tobacco monopoly has been able 
to effect a reduction of costs and an increase in 
profits, as is seen from the following table showing 
the relations of costs and prices shortly after its
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foundation in 1916, compared with the position 
in 1928 :—

1916. 
Swedish 
Kronor* 

per 100 kg. 
tobacco.

Per
cent.

1928. 
Swedish 
Kronor 
per kg. 

tobacco.

Per
cent.

Retail Price ................... 758 1,441
Production Costs............ 273 36-5 383 26 *3
Distribution Costs ....... . 174 23-0 228 15 -7
Fiscal Return................. 311 40-5 830 58-0

*1 Swedish Krona =  approximately one shilling.

Dangers of Bureaucracy.
Before the war manufacture and sale of com­

modities by the State was believed to be of 
necessity inefficient, because it involved bureau­
cratic control. It is often argued that if the 
management of a commercial undertaking is 
submitted to a government department, it must 
be slow and hidebound ; lacking the incentive of 
profit, no proper control can be exercised from 
above : the administration becomes a collection 
of sinecures, the workers are subsidised at the 
expense of the State.

What truth there was in this accusation related 
to the French tobacco and match monopolies. 
These undertakings were certainly examples of 
the bad results of State trading, particularly the 
tobacco monopoly. Its administration was cum­
brous in the extreme. In the first place, the head 
of the monopoly was the Minister of Finance, who 
had neither enough time nor enough knowledge 
to exercise adequate supervision, even if he was 
fortunate enough to remain in office more than 
a few months, f In the second place, the manage-

tSee A. Lamarque, Le Monopole des Tabacs, 1927, p. 34. 

. . .23 . . .



ment of production and the management of 
distribution was in the hands of quite different 
authorities, with no connection between them. 
These authorities were hampered by bureaucratic 
regulations. They were unable to dismiss a 
subordinate without the decision of the Minister; 
they were unable to buy tobacco under the most 
favourable conditions, and owing to lack of 
working capital were obliged to let opportunities 
slip. '

Both the administration and the factories were 
over-staffed and over-paid. Labour was recruited 
chiefly among the relations of the workers already 
employed, so that the employees of the monopoly 
enjoyed a privileged position.*

Since 1926 these defects have been remedied. 
In that year the monopoly was separated from the 
Ministry of Finance and given an independent 
existence as the Caisse Autonome de Gestion des 
Bons de la Defense Nationale. The previously 
divided managements for production and trade 
were united. The principle of commercial freedom 
was introduced, so that the management could 
purchase at the most favourable times. The 
profits of the monopoly are now allotted to the 
service of the war debts. Since the reform of the 
organisation, the profits of the French monopoly 
have increased, while consumption has remained 
approximately on the same level:—

Year. Consumption of 
Tobacco per Head. 

(Kg.)

Returns in marks 
per 100 kg. 

converted to 
19 13  values.

1926 .......................... . 1.233 572
I927 ............................. 1,323 733
1928 ............................. 1,298 819

*ibid, p . 54 .
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(ii) M a t c h  M o n o p o l ie s .

Almost all the State monopolies of matches in 
Europe (most of which were founded before the 
war) were rented during the years 1928 to 1930 in 
exchange for loans to the Swedish Match Trust, 
which came to be known by the name of its 
holding company, Kreuger and Toll, now in 
process of liquidation. It is difficult to draw any 
conclusion as to the efficiency of the State mono­
polies which were drawn into its sphere, since all 
its operations were carried out in complete secrecy. 
This concern enjoyed enormous prestige for a 
period of eight years, during which time it com­
pletely succeeded in bluffing the public into 
accepting it as a financial power, to such an 
extent that when a London newspaper offered a 
prize for the best list of investments, the winning 
entry placed the Swedish Match Trust first as a 
concern with widely distributed securities and 
a secure basis in the possession of State mono­
polies.

At the time of the collapse of the trust in 
April, 1932, it controlled three-quarters of the 
world's match production. Its growth in the past 
ten years had been extremely rapid, since the 
Swedish match industry itself only consolidated in 
the year 1917, and cannot be attributed simply 
to natural resources at the disposal of the Swedish 
industry. Sweden, although rich in timber, does 
not grow the type of tree necessary for match 
manufacture in sufficient quantities for its pro­
duction, and imports part of its supplies from 
Eastern Europe. Nor was the power of the trust 
due to the advantage of skilled labour, except to 
a small extent. In its early years the Kreuger 
Match Trust owed its extension to the policy of not 
distributing profits as dividends, but investing its 
profits in the concern and in other companies ;
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and to the policy of investing in dollar securities 
during the inflation period when other European 
concerns of a similar character were destroyed by 
investing in fluctuating currencies. It began as 
an industrial amalgamation, but in its later years 
it was not concerned only with match production ; 
by 1931 more than half of its total capital was 
invested in other companies ; it had become an 
investment trust and an international financier—  
on a completely fraudulent basis.

Kreuger’s first attempt at using match mono­
polies as a basis for taking up foreign loans was 
made in Poland in 1925. Financial pressure 
compelled the government to institute a monopoly 
and rent it to the International Match Corporation 
for seven years in return for a loan of *$6  million 
at 7 per cent; the monopoly was prolonged for 
a further 20 years in November, 1930, in return 
for a loan of $32 million. Under this contract the 
government retained half of the yearly profits 
of the monopoly and received a yearly rent of 
5 million zlotys, f  Subsequently, loans were made 
on similar terms to Hungary, Yugoslavia, Turkey, 
Greece, Lithuania, Estonia, Roumania, Latvia, 
Danzig, Portugal, Algiers, and the South American 
States. So complete was the trust’s domination 
of the.market that the only entirely independent 
monopolies remaining in existence were those in 
Russia, Bulgaria, Spain, and E g y p t; in France 
a special compromise was made between the trust 
and the monopoly.

Where the trust did not succeed in renting a 
monopoly, or where no monopoly existed, it 
penetrated the market with cheap matches and 
gradually got all the factories under its control. 
The only countries where the Swedish Match

*£t =  $4 - 82 (gold).
t£'i =43 zloty (par of exchange).
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Trust did not dominate production were Austria 
and Czechoslovakia—where production is con­
trolled by the Solo A.-G., which repeatedly 
refused offers from the Swedish Trust— and Hol­
land and Denmark. Elsewhere all the larger 
factories were in the possession of the trust.

France.—Attempts were made by the Swedish 
Match Trust to get control of the French State 
monopoly without success. The French monopoly 
was founded in the year 1872, when about 
600 small undertakings were closed down 
and production concentrated on larger works in 
order to increase the yield of the tax. These 
continued till 1890, when the monopoly company 
was dissolved and carried on by the State as a 
production monopoly with five large undertakings ; 
the wholesale and retail trade was left to free 
competition. This monopoly was not able to 
cover the whole French demand and matches 
were imported from Sweden and Belgium.

The French monopoly has been condemned by 
several authorities as inefficient.* The output per 
worker is low ; cost of production is high. As an 
example of its ineffectiveness may be mentioned 
that for years the monopoly sold boxes of matches 
purporting to contain 60 matches which never 
contained so many as 60 ; at length, after protests, 
the monopoly changed the label on the box to 
50 matches, although the boxes still contain 55 or 
more.

The ineffectiveness of the monopoly may be 
judged by the fact that it earned more from the 
sale of imported matches than by the whole 
production of its own matches. A  commission 
reported in 1925 that the State would receive more

*See Dr. Erich Schaff, Internationale Verfiechtungen in  der Zund- 
hoIz industrie (Hessische Beitr&ge zur Staafa und Wirtschaftskunde, 
Volume II. Leipzig), 1929, pp. 84-86.
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revenue from a tax on matches and the abandon­
ment of the monopoly. In consequence of this 
decision M. Poincare wished to rent the monopoly 
to the Swedish trust, but under the pressure of 
political parties, particularly the political organisa­
tion of the workers in State concerns, this project 
had to be abandoned, and the monopoly was 
re-introduced. The French Socialist parties op­
posed the renting of the monopoly on the ground 
that the worker would receive lower wages.

Poincare made a farther attempt to rent the 
monopoly to the Swedish trust in 1926, but the idea 
was given up in favour of a plan for co-operation 
between the State and the Swedish Match Co. 
This second proposal was refused, but a similar 
one was accepted in 1927. The government took 
from the trust a loan of 75 million dollars at 
5 per cent, in order to pay off an American loan 
taken in 1920 at 8 per cent. Thus the transaction 
brought the French treasury a yearly profit of 
2\  million dollars. No provisions were made under 
this contract for the dissolution of the French 
monopoly, but it is believed that the Swedish 
trust secured some concessions on timber con­
tracts and match imports for the French market. 
Apart from this, it is not known what advantages 
the Swedish trust obtained.

Inflations with Consumers’ Co-operative Societies.
The trust’s expansion directly affected con­

sumers’ co-operative societies which owned match 
factories in different countries, particularly Ger­
many and Finland.

Germany.— In 1930 a State monopoly was 
instituted with the object of holding the balance 
between the German firms and the Swedish, which 
gave the co-operative factories a special position. 
In the years before the war the German Govern­
ment attempted to regulate the production by
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allotting quotas to the different factories, but this 
measure did not succeed. Most of the factories 
in the years before the war belonged to a syndicate, 
which, owing to competition from outsiders, 
never succeeded in regulating prices. After the 
war, at the close of the inflation period, the 
industry found itself in a state of over-production 
and violent competition, and in 1926 was demand­
ing the introduction of a State monopoly, just at 
the time when the Swedish Match Trust was 
penetrating the German market. The German 
industry, financially weakened by the internal 
competitive struggle, was unable to resist the com­
petition of the trust’s factories. The trust was 
able to buy the weaker factories, close them down, 
and concentrate production on the most efficient 
works, and in the course of a year or two 70 per 
cent of the German demand was covered by 
factories in the trust’s control. The German 
industry then asked the Government for protec­
tion, which resulted in the Match Industry 
Restriction Law of 1928. Under this law a 
company was formed, the Deutsche Zundholz- 
Verkaufs Aktiengesellschaft, which was to have the 
monopoly of the export and sale of matches for 
the whole of Germany. This company divides 
the total orders, giving 65 per cent to the Swedish 
and 35 per cent to the German factories (thus 
giving the German works an artificially favourable 
position). At the same time a further law was 
passed prohibiting the foundation of new factories 
and the expansion of the production of the already 
existing factories by more than 33 per cent.

The match factories of the Consumers’ Co-opera- 
tive Societies, which covered 7-10  per cent of the 
German consumption, were exempted from the 
provisions of the law to some extent. The 
Grosseinkaufs-Gesellschaft deutscher Consumvereine
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(C.W.S. of German Consumers' Societies), Ham­
burg, is entitled to supply matches to its affiliated 
Consumers' Societies, but this supply is limited to
23,000 standard cases per year, a standard case 
in the sense of the law containing 600,000 matches. 
Should the development of the Society justify it, 
the supply may be increased (or reduced), but this 
additional supply must not exceed 230 standard 
cases in any calendar year after the passing of this 
Act. This provision may, however, be changed 
and the total supply of matches of the Wholesale 
Society to its affiliated Societies fixed at 12 per 
cent of the total sales of the whole country during 
the previous year, its own supplies being included 
in the total for the country.

The Grosseinkaufs- und Produktions-Aktien- 
gesellschaft deutscher Konsumvereine (Wholesale 
and Productive Joint Stock Company of German 
Consumers’ Societies), Cologne, is entitled to 
supply matches to its affiliated Societies, but the 
supply is limited to 3,700 standard cases per year. 
This supply may be increased (or reduced) in 
proportion to the development of its turnover, but 
the additional supply must not exceed 37 standard 
cases per year. This supply may also be regulated 
on a different basis and fixed at 2 per cent of the 
total sale of matches throughout the country, its 
own sales being included in the total sales.

This law can hardly be considered as advan­
tageous as a complete monopolisation would have 
been. It guarantees the survival of the small 
works, putting an end to the competitive struggle, 
without combining the works into more efficient 
units.

Finland.— In Finland two co-operative match 
factories (belonging to Suomen Osuuskauppojen 
Keskuskunta and Osimstukkukauppa) had a hard 
struggle with the trust; by the beginning
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of the year 1927 it controlled two-thirds of the 
Finnish production. An agreement was finally 
made, according to which the co-operative fac­
tories acquired a great influence over the fixing 
of prices on the national market; the internal 
price could not be raised without the consent of 
the co-operative factories, while, on the other 
hand, export had to be undertaken in co-operation 
with the factories dominated by the trust.

Now that the trust is in process of liquidation, 
it is probable that the factories which have been 
absorbed by it will return to their independent 
existence. The obligations of the States to pay 
interest on their loans will presumably remain in 
force, or the monopolies may return to State 
ownership.

Can it be said that the Swedish Match Trust 
improved the organisation of the match industry ? 
It is probable that if its factories were compared 
with independent ones, they would appear the 
most efficient, since in the early days of its 
expansion the trust relied on profits from the match 
industiy. But not necessarily all the factories 
which it ruined or absorbed were less efficient: it 
was financial power, not technical efficiency, which 
defeated its competitors. The trust was able to 
flood the markets with cheap matches with which 
independent factories were unable to compete, 
even if they were equally efficient. ‘ Finance 
capital ’ may entirely upset the working of free 
competition, since it represents economic power 
which is not based on superior economic efficiency.

The Kreuger Trust seems to have been a mere 
concentration of ownership and does not appear to 
have introduced any reorganisation among the 
factories. The final reports of the accountants
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investigating the accounts of the trust show that 
they were manipulated from its earliest days. In 
the years 1929 and 1930 the trust paid a dividend 
of 30 per cent on its share and debenture capital, 
and declared that its actual earnings were 72 per 
cent in 1929, 56 per cent in 1930, and 40 per cent 
in 1931. The auditors’ report shows that 
the actual earnings of the five companies during 
recent years was i |  per cent of the average 
capital invested. From 1918 to 1932 Kreuger 
obtained £ 115  million from the public, and his 
available funds, including bankers’ advances and 
real profits, amounted to £ 158 million. Of this 
sum he appropriated £24% million for his own 
use ; £36% million was distributed in dividends ; 
and only £97 million was actually invested. As the 
trust never had an economic basis, a comparison of 
its factories with the State-managed factories can 
have no bearing on the question of the efficiency 
of State management.

(iii) A l c o h o l ic  S p i r i t s .

Most of the existing spirit monopolies are fairly 
recent institutions. Before the war alcohol mono­
polies only existed in Switzerland, Serbia, and 
Russia. Since the war monopolies or semi­
monopolies have been instituted in Germany, 
France, Norway, Sweden, Latvia, Estonia, 
Poland, and Turkey. In most countries the 
State monopoly of spirits only extends to sales, 
and does not undertake production. In Germany, 
Sweden, and Czechoslovakia the Government has 
instituted a selling company which takes over the 
spirit from the distilleries at a fixed price and resells 
it at two different price levels according to the pur­
pose for which it is consumed. In some countries 
the selling organisation is half private and half 
official; this method is found in force in Hungary, 
Roumania, Denmark, and Czechoslovakia.
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In Austria and Czechoslovakia the present 
organisations were set up because the private trade 
and the State monopolies showed themselves 
unsuccessful. Before the war, spirit production in 
Austria and Hungary had been regulated by 
private cartels formed in three districts in the 
year 19 11. The cartels raised the price of spirits 
considerably, and thus stimulated investment in 
the industry and the construction of new factories. 
Profits were brought down, and in order to 
increase the revenue of the State it was proposed 
to form a monopoly, with the result that still more 
new factories were built with the hope of being 
purchased by the State. In the old Monarchy a 
monopoly was never introduced, but a law was 
passed fixing the selling price of spirit. After the 
independence of Czechoslovakia was proclaimed, 
the official selling organisation was transformed 
into a monopoly. In Austria no monopoly 
was introduced; one was contemplated, but 
rejected owing to the fact that a large quantity 
of spirit is produced from fruit and that this 
production is carried on by thousands of small 
scattered enterprises. In 1926 a law was passed 
which gave the Spiritusstelle the exclusive right of 
importing and exporting, buying from the pro­
ducers and fixing prices. In Czechoslovakia the 
official organisation was transformed into an 
independent company, the Society for the Sale of 
Spirit, which was given the sole right of selling 
spirit for the home market and for abi'oad, with 
the exception of spirit for productive purposes. It 
is obliged to control home consumption of spirit 
of all kinds and to pay a tax of 8 crowns (is.) per 
hectolitre of spirit. The total sales of spirit are 
divided among members of the Society in agree­
ment with the refiners and according to a fixed
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scale. Thus the Society is indirectly responsible 
for the financial results of the distilleries.

The Position of Agricultural Co-operatives.

In Central Europe the greater part of the spirit 
output is distilled from potatoes in agricultural 
distilleries. Most of these are organised on a 
co-operative basis. In Czechoslovakia the agri­
cultural distilleries cover about three-quarters of the 
total supply; and about half of their production is in 
the hands of agricultural co-operative distilleries, 
which include all the larger enterprises. In Austria 
the co-operative distilleries are fewer in number 
and smaller in size, though they appear to be 
increasing in number, since 18 co-operative distil­
leries were producing in 1928, as compared with 
only one in 1926.

The special legislation in Czechoslovakia safe­
guards the position of the co-operatives in that it 
affords to the agricultural distilleries a secure 
market which, under conditions of free competition, 
they would probably lose to the industrial distil­
leries.

Results of the Double Price Level.

All spirit monopolies have adopted the principle 
of fixing two price levels for the sale of spirit, 
according to whether it is to be used for drinking 
or for non-drinking purposes. The price of drinking 
spirits is heavily taxed, as it is considered desirable 
to restrict consumption and to increase the 
revenue of the State as far as possible without 
reducing consumption of spirit for other purposes.

In consequence, spirit monopolies in recent years 
have found it difficult to dispose of increasing 
output, as their own policy has checked the con­
sumption of spirit. In Germany the spirit 
monopoly in 1930 was obliged to keep stocks
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amounting to three-quarters of the previous year’s 
sales. Production in the years 1925-30 increased, 
but the total sales declined, so that the stocks 
under the control of the spirit monopoly increased 
to 11 million hectolitres.* Formerly the taxable 
sales (that is, sales for drinking purposes) were 
more important than non-taxable sales ; now the 
reverse is the case. The plan of making good these 
losses by increased taxation of drinking spirit has 
shown itself a failure. The German spirit 
monopoly, previously a profitable undertaking, 
is now only artificially maintained by the 
Treasury. The consumption of spirit, which 
30 years ago amounted to 2 million hectolitres, 
about 3 • 7 litres per head of population, has 
now fallen to half a million hectolitres per year, 
about o • 78 litres per head. The chief cause of this 
is the high price of drinking spirits, and this in 
its turn is caused by the high price at which the 
monopoly administration takes over from the 
agricultural distilleries. For the year beginning 
October, 1931, this price was fixed at 49-35 
marksf per hectolitre, that is, about twice the 
world market price.

Compulsory Consumption.

In order to increase the sales of the spirit 
monopoly, the governments in many countries 
have enforced measures making it compulsory to 
mix spirit with petrol. A  law was passed to this 
effect in Germany in 1930, and in Czechoslovakia 
in 1931. By this means it is expected that the 
sales of the monopoly will be considerably in­
creased. In Berlin and in Prague the price of the 
new mixture of petrol and alcohol has been the

* 1 hectolitre =  100 litres; i litre =  approx. i quart.
f 1 Mark =  is. (Gold)..
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subject of endless discussions between the socialist 
and agrarian interests.

In spite of the defects of management, it is not 
proposed in any of these countries to abolish the 
monopoly. Under a regime of free competition, 
the industry would still find itself threatened by 
over-production, and would probably resort to 
some form of cartel regulation to reduce produc­
tive capacity. It may be argued that the agrarian 
interests benefit from the possession of a monopoly, 
but this could be best guarded against by enforcing 
a more moderate price policy and not by abandon­
ing the monopolistic form. Abolition of the fixed 
price regime would severely affect the agricultural 
distilleries which provide employment on the land, 
particularly in the poorer agricultural districts.

3.—THE GEN ERAL RESULTS OF STATE  
MANAGEMENT.

From this examination of the different State 
revenue monopolies, it seems that many of the 
accusations levelled against the manufacture and 
sale of commodities by the State must be with­
drawn. Taking the principal criticisms of State 
management one by one, it appears that scarcely 
any of them can be generally applied.

First, it is commonly said that a State revenue 
monopoly is less productive than a tax on con­
sumption. While this may be true in some cases, 
comparison of the Austrian and German tobacco 
production shows that a monopoly can be more 
productive than a tax, at the same price level.

The second criticism is that a State monopoly 
may abuse its monopolistic position by raising 
prices. This the monopolies of tobacco and
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matches have not done ; but the spirit monopolies 
undoubtedly have, with the result that stocks 
have increased and the monopolies’ own financial 
position has weakened to an extent which would 
ruin a private undertaking. On the other hand, 
it must be borne in mind that limitation of 
consumption in this special case is not in itself 
injurious.

The third argument against the State monopoly, 
that its costs are too high, is also refuted by the 
figures which we have given showing the reduction 
of costs since the operation of the Austrian tobacco 
monopoly, and the comparison of costs of the 
Austrian and German tobacco production. Both 
the Austrian and Swedish monopolies have 
rationalised production and distribution of the 
product.

It is certainly true that costs of production and 
distribution under the old French tobacco and 
match monopolies were extremely high, but, as we 
have seen, these monopolies were a by-word for 
inefficiency ; they have now been reorganised on a 
commercial basis, and the chief abuses connected 
with the system have been abolished. It is pos­
sible, no doubt, that the operation of State 
monopolies may be corrupt and inefficient, par­
ticularly in those European and South American 
States where political morality is low, since it is 
impossible that the monopoly management should 
rise above the level of the administration in 
general. But there is no reason to suppose that in 
the modem State the monopoly management 
would be attended by abuses of this kind ; where 
the standard of political morality is high, as in 
Switzerland and the Scandinavian countries, State 
management can face any criticisms of this kind.

Another common criticism of State management 
is that it restricts the consumer’s choice by
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reducing the number of brands of a commodity. 
This is undoubtedly true of the Austrian tobacco 
monopoly, and is, in fact, one of the chief ways 
in which it has been enabled to reduce costs. 
Three chief brands take up 83 per cent of the total 
sales ; only one or two brands are sold at the 
same price. In Germany, on the other hand, more 
than 50 different brands of cigarettes can be 
obtained at the same price level. But the con­
sumer does not really suffer, owing to the fewer 
number of brands, for the Austrian monopoly 
has the great advantage of being able to sell 
a uniform quality of cigarettes. The competitive 
struggle in Germany drove different firms to 
introduce new brands repeatedly, and, when their 
good quality had secured a market, to sell an 
inferior cigarette under the same name ; thus the 
consumer could never rely on the quality of any 
but the most expensive brands. The quality of 
the Austrian brands is unequalled at the price.

The most serious accusation against the State 
monopoly is that it may become the prey of special 
interests. This has certainly happened. In France 
the labour unions were able to resist any reduc­
tion of employment or wages in the factories. In 
Czechoslovakia and Germany agrarian interests 
have been able to resist reduction in the price of 
spirit. But it may be doubted whether such 
influence as this is very injurious. It is not a 
concealed and corrupt method of gaining economic 
advantages such as the tariff promotes. Its effects 
and its extent are quite clear, and, if exaggerated, 
there is the remedy of legislation available.



CHAPTER II.

MUNICIPAL TRADING IN 
COMMODITIES.

THIS study is limited to those countries in 
which municipal trading in commodities is 
conducted on a large scale. It is necessary 

to take into consideration that there is very little 
statistical or other information relating to muni­
cipal trading in commodities. Most of the under­
takings engaged in this branch of trading do not 
publish their balance sheets in the ordinary way, 
and there is hardly anything available in the 
existing literature of economics bearing upon the 
special questions.

For the purposes of the enquiry commodities 
have been chosen which have a special interest 
from the point of view of Consumers’ Co-operative 
Societies, i.e., milk, meat, coal, and the restaurant 
business. It would be quite impossible to examine 
the activities of every municipal undertaking 
trading in these commodities, and we have, there­
fore, chosen for study a few undertakings in 
Germany, Austria, Hungary, and New Zealand 
which are generally regarded as model institutions.

In order to investigate various aspects which 
cannot be disclosed by any balance sheet, a 
personal investigation was undertaken and first­
hand information obtained from the authorities 
managing the various municipal undertakings in 
Brussels, Vienna, Niirnberg, Frankfurt-am-Main, 
and Berlin.
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i.—THE LEG A L POSITION OF
MUNICIPALITIES.

In many countries the scope of economic 
activities of municipalities is definitely restricted 
by law. In Great Britain any extension of these 
activities must, in each individual case, receive 
special legislative sanction. In Germany the 
regulation of the 17th October, 1927, relating to 
the municipalities, requires that any new muni­
cipal trading organisation must receive the 
approval of the State Supervisory Board. These 
regulations do not affect the existing under­
takings, and, as was explained to us in the offices 
of the Deutsche Stadtetag in Berlin, they are 
not felt as a serious restraint by the municipal 
authorities, as since 1927 there has not been a 
noticeable tendency to extend municipal activities 
in the economic sphere ; on the contrary, a certain 
shrinkage of these activities has made itself felt. 
Amongst the individual German States, the 
constitution of Bavaria extends to the munici­
palities the right to take up any form of trading 
they choose, but, of course, the above-mentioned 
federal regulations relating to Germany as a 
whole restrict to a certain extent the provisions 
of the Bavarian constitution. In Thuringia any 
kind of economic activity which extends beyond 
the boundaries of the municipality must have the 
approval of the State authorities. In Austria, the 
country which has made the most extensive 
experiments in the field of municipal trading, the 
scope of municipal activities can be defined by 
the authorities of the federated States. Vienna 
is, according to the Austrian constitution, not 
only the capital of the country, but also one of 
the federated States, and is quite free to undertake 
any form of municipal trading so long as it does 
not infringe the general provisions of the federal
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law, which set certain limits to the establishment 
of monopolistic undertakings. For all practical 
intents and purposes the policy of the Vienna 
municipality is limited only by the available 
financial resources and by considerations of a 
social and political character. In South-Eastern 
Europe, and also in Poland and the Baltic 
border States, the law definitely establishes the 
functions of the municipalities in the economic 
sphere. In New Zealand, where municipalities 
have shown extraordinary enterprise in the domain 
of trading, any extension of economic services on 
the part of the municipality must have the 
approval of the Dominion Parliament.

The right of the highest authority in the State 
to intervene in, to limit or even to prohibit the 
economic activities of the municipality is important 
from two points of view. On the one hand, the 
State can use its power in the interests of private 
commercial circles, which may regard with dis­
favour the development of trading enterprises 
which would come into direct competition with 
themselves ; and, on the other hand, the State 
can use its supervisory functions most beneficially 
for the majority of the population in cases when 
the municipality attempts to create a monopoly 
out of certain services rendered to the population, 
and to make competition legally or practically 
impossible. The municipalities in Germany, 
Czechoslovakia, and Austria, and in many other 
countries, have the right to establish monopolies, 
but they must receive the approval either of the 
State or the federal authorities.

The development of municipal trading in com­
modities in various countries is, to a large extent, 
the result of the decision of many enterprising 
municipalities to organise and develop various 
local services. This tendency, noticeable in pre-war
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times, was strengthened during the war, when 
local authorities were made responsible by law 
for supplying the population with many com­
modities. The organisation of municipal establish­
ments to provide bread, milk, coal, clothes and 
various other goods in Berlin, Frankfurt, Budapest, 
Vienna, Warsaw, Moscow, and in many other 
towns, must be largely attributed to the needs 
of war time. After the termination of the war a 
very strong movement in various countries, 
supported by socialist and progressive parties, 
advocated the retaining of the municipal trading 
undertakings which had already been set up. But 
this extension of municipal enterprises, though it 
could be largely attributed to an arbitrary inter­
vention on the part of the State, and though it was 
facilitated by the breakdown of private industry 
and commerce, has aroused much criticism. The 
fact that the municipalities were in many instances 
quite unprepared to undertake the new functions 
imposed upon them was used as an argument 
against municipal trading. Many influential 
writers and organised political parties, more parti­
cularly on the Continent, have taken the view that, 
although private enterprise was unable to carry out 
many of its most important functions in time of 
national crisis, it is better suited to carry them out 
in times of peace. This criticism, coupled with a 
weakening of the influence of the organised 
socialist movement in the years following the 
post-war period, has induced many municipalities 
on the continent of Europe to give up enterprises 
which they had started during the war. In Great 
Britain, the municipalities, being controlled by 
political parties who are definitely against any 
form of interference with private trade, have 
always cut short any attempt to indulge in 
trading.



2.—MOTIVES FOR COMMODITY TRADING.

Municipal Trading, in the sense in which the 
term is generally used in the literature of applied 
economics, can be divided into two spheres, 
firstly, the supply of water, gas, electricity, and 
the ownership of various forms of communication 
—undertakings which are all included in English- 
speaking countries under the name of public 
utilities—and, secondly, municipal trading in 
various commodities.

There is, at present, very little difference of 
opinion with regard to the municipalisation of 
those services within the boundaries of the city 
which can be classed as public utilities. In many 
countries they are already organised as public 
utilities and are practically in the hands of the 
municipalities ; in other countries there are even 
in operation special laws which secure for the 
municipality a monopoly in the carrying out of 
these services. The reason why so little objection 
can be raised against transferring their ownership 
to the hands of the municipal authorities is that 
the supply of electricity, water, gas, &c., tends 
to be naturally monopolised. It would never 
pay in an average-sized town to have two under­
takings supplying water, gas, &c., because of the 
large amount of capital involved and the high 
overhead costs. The provision of such services 
must inevitably become a business of very large 
and powerful organisation, which cannot but 
occupy an arbitrary position in fixing the rates 
and other charges. From the point of view of the 
consumer it is undoubtedly preferable to entrust 
such monopolistic powers, not to a privately 
owned and practically uncontrollable undertaking, 
but to the municipality; in democratically 
governed municipalities such transference is abso­
lutely necessary.
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In regard to municipal trading in commodities 
the position is not so clear. The first and funda­
mental reason which speaks in favour of munici- 
palisation of public activities—the tendency of 
these services to become unrestricted monopolies— 
does not apply to commodity trading, though 
it might become a monopoly in the control of the 
municipality. There is no danger that milk, meat, 
bread, or coal supplies may become monopolised 
by one big private undertaking, for there is always 
the possibility of small companies springing up 
and competing recklessly with the combines, so 
long, of course, as the latter do not enjoy an 
exceptionally favourable position in regard to 
taxation or credit. On the other hand, while 
the consumer can take over the control of the 
supply of water, gas, electricity, &c., only through 
a democratically elected municipality, in the case 
of commodity trading society has developed 
a system of Consumers’ Co-operatives which 
embody all the advantages of public and controlled 
undertakings without the many disadvantages 
which turn municipal and State undertakings into 
bureaucratic organisations, and which avoid the 
difficulties involved in interlocking the finances 
of all undertakings owned by the municipality 
with the general municipal budget.

The intervention of the municipal authorities 
in the domain of commodity trading may have 
four different motives

(a) considerations of sanitary control;

(b) the desire to build up model undertakings
and stimulate improvement in trading 
methods ;

(c) the necessity of exercising an effective
control over the market and influencing 
the price policy of various undertakings
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supplying the population with com­
modities of primary necessity ;

(d) the inefficiency of private trade and the 
slow development of co-operative 
trading.

State and municipal health authorities, in 
controlling and inspecting the meat and milk 
supply from the hygienic point of view, sometimes 
reach the conclusion that their activities should 
not be confined to inspection, but should be 
extended to trading, as their only way of exercising 
effective control over these commodities, upon 
the quality of which depends to a very large 
extent the health of the children and the adult 
population of the town. Even in such countries 
as Great Britain, where private trade has shown 
great organising ability, and where the town 
councils are strongly opposed to any interference 
with private trade, the idea of municipalising 
milk supplies is now attracting much attention.

In Germany the milk supply is in the hands 
of the municipal authorities in many big towns. 
The same can be said of Australia and the United 
States. Recently, Berlin, Glasgow, and Vienna 
have been discussing the question of munici 
palising the milk supply. Where pasteurisation 
of milk is legally enforced, as in some German 
cities and in Canada, public control is a necessity. 
Not only does the installation of machines require 
a large capital investment, but also the process 
of pasteurisation means that there is only one 
quality of milk sold, and, therefore, a fixed price 
is paid to the producer by the dairy and a fixed 
price is paid by the consumer. Thus the margin 
for distribution costs is fixed, and this supply of 
milk becomes a “  service ” rather than a trading 
activity.



The participation of municipalities in trading 
in meat is limited in most cases to the ownership 
and organisation of meat markets and abattoirs 
and other institutions where the slaughter of 
animals is carried out. The considerations in 
favour of the municipalisation of the meat
supply do not differ from those put forward
with regard to milk. The functions of super­
vising the slaughter pf animals and inspecting 
the quality of meat have brought the muni­
cipalities face to face with the whole problem 
of meat trading and made them actively 
interested in the organisation and distribution of 
this commodity. In addition to this, meat is 
regarded as an article of primary necessity which 
constitutes a very important item of diet and 
absorbs a substantial portion of the budget of the 
poorer sections of the population. Consequently, 
it is regarded as an important social obligation to 
exclude profiteering from the trade. During the 
last ten years a tendency has been noticeable 
among municipalities in Central Europe to increase 
their interest in the meat trade, especially the 
trade in frozen meat. Amongst European muni­
cipalities Vienna has shown the greatest interest 
in meat trading, and the mixed company with 
its subsidiaries which has been set up for this 
purpose now plays an important role in the 
total supply of the population. In Denmark and 
partly Australia the meat supply is mostly in the 
hands of Co-operative Societies; in Canada, 
U.S.A., and Great Britain it remains mostly in 
the hands of private trade organised in big com­
bines on an international scale.

The efforts of a few municipalities to set up 
restaurants have usually been stimulated by the 
inefficient way in which these businesses are 
conducted by private trade, and the inability, for
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a number of reasons, of Co-operative Societies 
to perform these services.

Typical examples of municipalities engaging in 
trading in order to influence the development of 
prices and to counteract the profiteering of 
private trade can be found in the municipalisation 
of the coal supply by the Berlin municipality, and 
the organisation by the municipality of Warsaw 
and other Polish towns of shops selling various 
commodities at prices slightly below those ruling 
in private shops. It is interesting to note that, in 
order to prevent speculation and other abuses, the 
amount of goods sold to each customer is usually 
limited.

3.—THE MILK SUPPLY IN NURNBERG 
AND WELLINGTON, N.Z.

For our study of municipal trading in milk, we 
have chosen two countries, Germany and New 
Zealand, where this branch of economic activity 
has already left its experimental stage and appears 
as a permanent feature of the economic organisa­
tion of the country. According to our investigation 
in the year 1931, 30 big German cities, each with a 
population exceeding 50,000 (excluding Berlin, 
where the milk supply is entirely in private hands), 
possessed 48 milk depots, 9 of wMch are owned 
and managed exclusively by the municipalities, 
while 20 depots represent mixed undertakings in 
which the municipalities are participating with 
private trade or Co-operative Societies. In these 
depots, municipal milk is distributed in bulk and 
in some is also pasteurised. The municipalities per­
form mainly the function of wholesale distributors, 
leaving the retail business in the hands of private 
traders. Only in a few instances do they take 
over the whole distribution. The technical process 
of pasteurising, testing, and certifying milk
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according to a certain standardised system is 
concentrated in the hands of municipal or semi­
municipal milk distributive centres.

Amongst the cities where, apart from private 
traders, there are milk depots exclusively 
owned by municipalities are Koln, Frankfurt 
a.M., Essen, Aachen, Karlsruhe, Trier, and Hilder- 
sheim. In Mannheim and Niimberg and many 
other towns there ,are mixed undertakings. In 
Stuttgart, the Milchhof (the largest municipal 
undertaking after Niimberg) is a mixed under­
taking ; one-third of the capital is controlled by 
agricultural co-operatives, one-third by the muni­
cipality, and one-third by the private trade.

The following table gives a list of mixed under­
takings and shows the share of municipalities in 
the capital of the companies and their average 
daily turnover in litres* in the years 1926-1930.

Town.

Share of the 
Municipalities in 

the Capital of 
the Company,

Daily Turnover 
of the Company 

in Litres.

Niimberg .....................
0//o
60 183,086

Diisseldorf ................... 50 50,000
Stuttgart ..................... 33 120,000
Dortmund ................. . 33 49,000
Duisberg ...................... 67 51,000
Mannheim ................... 83 80,000
Barmen ................... . 50 20,000
Bochum....................... 50 35,000
Krefeld......................... 45 28,000
Miilheim ...................... 75 15,000
Saarbriicken ................ 26 30,000
Oberhaufen ................. 5o 25,000
Offenbach-am-Main..... 40 17,000
Heidelberg .......... ........ 33 18,000
Ulm .............................. 20 ' 13,000
Jena ............................. 67 5,500
Kaiserslautern .............. 92 9.250

*  1 litre  =  approx. i  quart. 4-5 litre s  =  i  gallon.
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In order to get an inside knowledge of the work 
of the municipal system of milk pasteurisation 
and distribution, we have made a special study 
of the Bavarian Milk Supply Company of Niimberg 
(Bayerische Milchversorgungsgesellschaft) and the 
Milchzentrale in Mannheim. The Bavarian Milk 
Supply Company was chosen because it is the 
biggest undertaking of this kind in Germany, 
its daily turnover in raw milk, which amounted in 
1930 to 176,786 litres, largely exceeding that of 
any other company, as is shown in the above 
table.

The aims of the company were officially outlined 
as follows :—

(a) To supply milk and milk products to the
population at reasonable prices. For 
that purpose an adequate organisation 
must be created for collecting, sterilising, 
and pasteurising the milk, and manu­
facturing various milk products out of 
the surplus. Thus, not only are the 
interests of the consumer be provided 
for in the best possible way, but the 
marketing possibilities of agriculture 
are increased considerably.

(b) To support all efforts to better the quality
of the milk and to create a commodity 
which is absolutely unimpeachable 
from the hygienic point of view. For 
this purpose the company has created 
a wide net of collecting centres supplied 
with refrigerators and other similar 
equipment, and sends specially trained 
members of the staff to instruct the 
producers in the best ways of securing 
the highest quality of milk and of taking 
the necessary hygienic and sanitary 
precautions.
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The company assumed its present name in 
the spring of 1930 when its capital was increased 
from 700,000 marks to 1 million marks, but it has 
existed since October, 1915, when the munici­
pality of Niirnberg decided to engage in milk 
trading on a large scale and set up for that purpose 
a special company with limited liability, having a 
capital of 180,000 marks, eight-ninths of which 
belonged to the Municipal Council and one-ninth 
to the Bayerische Vereinsbank, Numberg. The first 
and immediate purpose of setting up this special 
company was the insufficient milk supply of the 
town and its surroundings, and the bad quality 
of milk, which was regarded as responsible for 
various epidemics which broke out from time to 
time, and for the very high infant death rate in 
Niirnberg.

During the 15 years since its establishment, the 
company had amalgamated with similar under­
takings in the neighbouring towns and developed 
into a big undertaking supplying milk to the 
greater part of Northern Bavaria, and milk pro­
ducts, cheese, chocolate, and even butter to other 
parts of Germany.

The capital of the company is nominally one 
million marks, 600,000 being contributed by the 
municipalities of Niirnberg, Fiirth and Regens­
burg, 250,000 by an agricultural group consisting 
of four associations of dairy producers, and
150,000 by two associations trading in milk. But, 
according to information given to us at the head 
office of the company in Niirnberg, actually all the 
investments of the company-—comprising the 
central milk depots, laboratories, butter, chocolate, 
cheese and other by-product producing factories, 
provided with their own water supply and electric 
current—largely exceed the nominal capital.
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The quantity of fresh milk collected and used 
by the company for the production of sterilised 
and pasteurised milk and of various dairy products 
amounted to 5 • 3 million litres in the first year of 
its activity, but increased to 24-3 million litres in 
1920 and to 66-8 million litres in 1930. The 
following table, taken from the reports of the 
company, shows its development during the first 
15 years of its existence :—

Year.

Quantity of 
Milk Delivered 

to the Company.
Average Daily 

Delivery.

Total 
Value of 

MUk 
Delivered 

during 
the Year.

Average 
price per 

Litre paid 
fay the 

Company. 
(Franco 
Niimberg)

(Thous.
Litres)

(Thous.
Galls.)

(Thous.
Litres)

(Thous.
Galls.)

(Thous.
Marks)

(Pfennigs)

19 16 ... 5,374 1,18 2 15 3 1,048 I9-50
1920 ... 24,272 5,339 66 14 1,773 7 -16
19 25 ... 43,6i5 9,594 I3:9 26 10,676 24-48
1928 ... 58,273 12,819 159 35 12,879 22-10
1929 ... 64,528 14,195 177 39 14,086 21-83
1930- 66,826 15,267 183 4i 15,129 2 1 - 80

The milk is usually delivered direct by agricul­
tural producers’ Co-operative Societies and 
farmers on the basis of special arrangements fixing 
certain prices and quantities. Any quantity in 
excess of that fixed by the arrangement is accepted 
by the company at a lower price. The number of 
communities of agricultural producers supplying 
milk to the company in the northern part of 
Bavaria amounted in 1930 to 553 communes with 
11,386 milk producers and 40,191 cows. The 
difficult economic position of northern Bavaria (in 
Niimberg alone, with a population of 460,000, there 
are about 88,000 registered unemployed who, 
including their dependents, represent at least a
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half of the population) has considerably diminished 
its purchasing power and inevitably affected the 
turnover of the company. Its turnover has 
declined, however, only by 5 per cent, while in 
other towns the fall reached much more con­
siderable dimensions, amounting very often to 
20-25 Per cent. The company tried to make 
good this fall in turnover in sterilised and pas­
teurised milk by an increase in sales of various 
dairy products and many by-products. In 1930, 
the total production of butter reached 1 • 2 
million lbs., and of hard cheese 1 -3  million lbs.

The company supplies its produce to 715  
traders, 56 large institutions, 98 schools, 39 
factories, 172 boarding houses and 79 restaurants 
set up specially for trading in milk (Milchhallen). 
It has 22 storing arrangements of its own in 14  
towns, and manages, together with the association 
of milk traders of northern Bavaria, 10 milk 
restaurants in Niimberg and other cities.

The company has shown very great enterprising 
ability. During the last two years it has totally 
re-equipped its works, constructed a fine building 
and equipped it with the most modern methods of 
manufacturing various dairy products. At the 
same time it has carried out, with considerable 
success, an extensive propaganda campaign for 
increased drinking of milk in schools, restaurants, 
and factories. An analysis of the balance sheet 
shows that the expansion of the activities of the 
company was made possible by liberal financing 
extended to it by the interested municipalities 
through municipal banks. The construction of 
the new building and the complete technical re­
equipment of the works of the company involved 
many million marks, which were borrowed with 
the help of municipalities on very favourable terms. 
These credit facilities put the company in a



privileged position in comparison with other 
institutions, which would have to borrow the 
money either from Germany or abroad on most 
stringent conditions under which the company 
would hardly be able to pay its way. In an 
interview, one of the chief officials told us that if 
they had to pay for the money borrowed at the 
same rate of interest paid by any first-class 
private undertaking, they would be unable to 
carry on. The sums necessary to pay interest 
alone would absorb the net income of the company, 
and in this case the amount charged to cover 
trade and overhead expenses would hardly suffice. 
At present the company adds to the price per 
litre paid to the producer approximately 9 pfen­
nigs* to cover all costs of production and distri­
bution. It constitutes a final price, averaging 
between 24 and 31 pfennigs per litre according to 
the quality of the milk. The additional 9 pfennigs 
are distributed in the following way : 5 pfennigs 
are paid to private traders who perform the 
function of retail distributors ; 3 pfennigs go to 
cover the overhead and administrative expenses 
of the company ; and 1 pfennig goes to a price 
equalisation fund.

To form an opinion upon the financial and 
commercial results of the company, it is interesting 
to compare them with the method of working and 
results of a similar undertaking in the City of 
Wellington, New Zealand. The causes which 
brought the New Zealand Company into being 
are similar to those which were responsible for the 
appearance of the German Company. The milk 
and cream supply of the City of Wellington were 
in a most unsatisfactory condition, and the 
minutes of the Public Health Committee of the 
Town Council show that the question was discussed

*100 pfennigs =  i  mark =  i shilling. 
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on many occasions between ig io  and 1918, when 
an expert was appointed to report on the situation 
in the milk trade. He revealed a most deplorable 
state of affairs as to the methods of handling milk, 
maintaining premises and plant, and the general 
lack of facilities for cooling and keeping milk. This 
report was followed b y the Wellington City Milk 
Supply A ct of 1919, under which an undertaking 
of a monopoly type was founded (the Wellington 
City Milk Supply Department) and special facilities 
for pasteurising and cooling milk were arranged. 
A  country dairy factory (the Rahui factory at 
Otaki) was set up to overcome the difficulty of 
fluctuating supply and demand and also to provide 
for the supply of cream to the city, which had been 
unsatisfactory under the old system.

The constitution of the Milk Supply Department 
was established b y the law of 31st August, 1926. 
According to this law a special board was appointed 
to supervise the activities of the Department. 
The board fixes prices and the general policy of 
the Department, which is administered inde­
pendently from the municipality. The Rahui 
factory has since been enlarged and re-equipped 
with modem refrigerating, milk cooling, and cream 
pasteurising plant. During recent years the 
turnover of the company has increased consider­
ably, as is shown b y  the following table :—

Year.
Total 

Quantity of 
Market 

Milk Sold.

Total 
Quantity of 

Bottled 
Milk Sold.

Total 
Quantity of 
Cream Sold.

Total
Revenue.

(Thous.
gallons)

(Thous.
gallons)

(Thous.
pints) 4  0X926............... 1,420 1-073 194 199,628

1927................. 1,567 I ,2 l8 196 211,974
1928............... 1,736 1,364 196 223,710
1929................. I,785 1,418 199 235,729
1930................. 1,871 . i ,475 211 241,815
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During the years 1919 to 1922 relations with the 
retailers were regulated as follows : the city  was 
divided into four distributing companies, each to 
operate in a separate block ; 5d. per gallon was 
paid to the company to cover the costs of distri­
bution and 2d. was added to compensate the 
retailers for the goodwill of their businesses. In 
this way, according to the available calculations, 
the consumer paid to the retailers for the loss of 
their businesses approximately £38,000 yearly 
during three years in succession. In 1922 the 
Milk Department took over the whole distributive 
system and installed a complete bottle washing, 
filling, and capping plant.

Originally the capital requirements of the City 
Council Milk Department were met out of a loan 
extended b y the C ity Council of approximately 
£80,000. This money was sufficient for the working 
of the Department, and there was no necessity to 
draw upon the corporation’s general funds, either 
for capital or for other purposes, while the con­
siderable losses which the Department sustained 
during the first years of its existence were made 
good subsequently out of accumulated profits.

The working expenses of the Milk Department 
increased from £64,873 in 1926 to £72,213 in 1930, 
and though the proportion of working expenses 
and capital charges to total revenue decreased 
during the same period from 40-7 per cent to 
34-7 per cent, it is still very high and explains the 
substantial spread between the average costs per 
gallon of first grade milk purchased from the 
Wellington D airy Farmers’ Co-operative Associa­
tion and the average price per gallon of milk sold 
by the Milk Department, as is shown by the 
table on page 56.
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Year.
Average Cost 

per gallon 
of First Grade 

Milk.

Average 
Selling 

Price per 
gallon.

Spread 
between 
Cost and 
Selling 
Price.

Average 
Retail Selling 

Price per 
gallon. 

(Bottled.)

Pence. Pence. Pence. Pence.
1926........ 14-261 26-333 I2 -072 27-333
1927........ I3 -855 25-929 12-074 26-916
1928........ 13-949 24-333 10-384 25-333
1929........ I4 -365 24-333 9-968 25-333
1930........ 13-901 24-333 10-432 25-333

These figures show that the costs of distributing, 
sterilising, and pasteurising milk absorb nearly a 
half of the total retail price.

The facts and figures at our disposal show that 
since the municipalisation of milk b y  the city of 
Wellington the quality of milk now supplied to the 
population is much higher than it was when the 
supply was in the hands of private trade. A t 
present the Government standard under the 
public health regulations fixes a minimum content 
of 3 *25 per cent of butter fat. The average test 
of milk over a period of years has worked out at 
4*2 per cent, not falling below 3-8 per cent during 
the early summer and rising as high as 4-7 per 
cent in the late autumn and early winter. The 
producers are encouraged to maintain high fat 
producing herds, so that the consumer is assured 
of milk rich in butter fat. The basis of purchase 
prices shows that milk prices follow the trend of 
butter fat prices, and there is no inducement for 
producers to add water to their milk.

A t the same time, a study of the balance sheet 
of the Wellington City Corporation Milk Depart­
ment shows that the revenue has increased to an 
extent which does not justify the increase in the 
working expenses, and that the proportion of the 
working expenses and capital charges to revenue
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is still very high, and it is interesting to note 
that, while the total cost per gallon decreased 
from 14*4 pence in 1929 to 13-9 pence in 1930, the 
average price per gallon of milk sold remained 
unchanged at 24-3 pence, and consequently the 
spread between the costs and the selling price 
increased from 9-9 pence to 10-4 pence. The 
stability of retail prices, the increase of the spread 
between retail prices and costs, and the high 
proportion of working expenses to revenue, can be 
explained to a certain extent b y the fact that the 
MUk Department has occupied, for all practical 
intents and purposes, a monopolistic position, and 
any form of competition on the part either of 
Co-operative Societies or private traders has been 
made impossible.

The same feature can be observed in the activi­
ties of the Bavarian Milk Supply Company of 
Niimberg. The total content of butter fat has 
also increased there from 3*3 per cent in 1925 to 
3*43 per cent in 1929. The municipality has 
developed technically a model institution which 
turns out a commodity of very high quality, and 
the improvement in the milk supply has directly 
affected the health conditions of the town. But 
the price policy of the Bavarian Company, from 
the point of view of the consumer, cannot be 
regarded as absolutely unimpeachable. It is 
interesting to compare the milk prices in Niirnberg, 
where the milk supply, up to 80 per cent, is 
monopolised b y  the Bavarian Milk Supply Com­
pany, with the prices in Munich, another Bavarian 
city, where there is no central milk supply organisa­
tion. (In both cases we are taking as a basis 
prices free on rail). In Munich the price came 
down from 23-2 pfennigs per litre in 1925 to 
17-8 pfennigs in 1930. In Niimberg it decreased 
to a much smaller extent and amounted to
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24'5  pfennigs in 1925 and 21-8 pfennigs in 1930. 
To a certain extent the divergence can be explained 
b y the strong influence exercised on the board of 
the Bavarian Milk Supply Company b y  the agri­
cultural organisations which are interested in 
keeping the price on as high a level as is practically 
possible.

The same policy of stabilising the price on a 
relatively high level is pursued b y  another munici­
pal undertaking, the Milchzentrale of the city of 
Mannheim, which was established in 1912. Though 
there is legally no municipal milk monopoly, the 
Milchzentrale has achieved a monopolistic position 
through the provisions of the Milk Law, which 
introduced a system of opening milk shops on the 
basis of special licences or concessions given b y 
the municipality. The m unicipality has exercised 
its authority in such a w ay that at present there 
are in Mannheim approximately 190 milk traders 
in comparison with 471 in 1910, though the 
population has increased in the same period from
194,000 to 265,000. We mention this fact only 
to show how municipal authorities can create a 
monopolistic position for their undertakings. In 
this case the policy of the municipality can be 
explained and supported from the point of view 
of the consumers, because private trade has 
undoubtedly proved, at any rate as far as Mann­
heim is concerned, a most unsatisfactory system of 
milk distribution.

The analysis of municipal activities in the milk 
trade shows that the intervention of public 
authorities undoubtedly ameliorates the conditions 
of milk supply so far as quality, sanitary and 
hygienic conditions are concerned. But as regards 
prices, municipal trading does not introduce any 
alteration. The municipal undertakings have a 
tendency to stabilise prices on a certain level which
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suffices to cover the relatively high overhead and 
administrative expenses. The pursuance of such a 
price policy is facilitated by the fact that in most 
cases the municipal milk trading organisations do 
not fear any kind of competition and, what is most 
remarkable, are able, in spite of their monopolistic 
position, to make ends meet and even to show a 
profit, only because they enjoy cheap credits from 
municipal financial institutions and are not subject 
to the same taxation as private and co-operative 
trading concerns.

4.— TH E VIEN N ESE M EAT SUPPLY.

An important commercial organisation for the 
purpose of supplying meat and manufactured meat 
products to the population has been evolved by 
the Municipality of Vienna. It consists of a special 
organisation which buys and slaughters livestock 
— the Deutsch-osterreichische Wirtschaftsver band- 
fur den Viehverkehr A.G.  (German Austrian 
Association for Cattle Trade, Ltd.), with a capital 
of 1 million sch.,* 50 per cent of which belongs to 
the municipality and 50 per cent to the local 
chambers of agriculture in Lower and Upper 
Austria. In the management and the supervisory 
board of the W irtschaftsverband the Consumers’ 
Co-operative Societies and the Agricultural Pro­
ducers’ Co-operative Societies are strongly 
represented. The company has two subsidiaries 
which it controls jointly with the Co-operative 
Societies. The first is the Wiener Fleischbanke 
G.m.b.H., which is engaged in selling fresh meat 
to the population. Of its capital, recently increased 
to 200,000 sch., 50 per cent belongs to the Deutsch- 
osterr. Wirtschaftsverband fur den Viehverkehr and 
50 per cent to the Austrian Co-operative Wholesale 
Society. The second consists of two amalgamated

* £ * — 34 Austrian Schillings (gold).
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companies, the m ajority of the capital of which 
has been acquired, viz., the Produktiv-Gesellschafl 
der Wiener Fleischselcher, Gen.m.b.H. and the firm 
M.Wotraubeck A.G.

The Deutsch-osterr. Wirtschaftsverband buys live­
stock from the home market and from abroad, 
which it slaughters and sells either directly or 
through its subsidiary companies. Consequently 
the municipality manages not only the markets 
and slaughter houses, but also, through these 
companies, takes a very active part in supplying 
meat to the population. During the year 1931, 
according to the information obtained from the 
M unicipality of Vienna, the company sold 16,474 
head of cattle against 12,920 in the previous year. 
The participation of the company in the total 
trade in cattle of the city  of Vienna amounted to 
14-6 per cent in 1931, but it is necessary to take 
into consideration that, on the home market, it 
played an even more important part, functioning 
practically as an agency of the Federal Govern­
ment in carrying out its agricultural policies. 
Even greater is the participation of the W'irtschafts­
verband in the trade in pigs. The total delivery 
to the central markets of Vienna from abroad 
and from the home markets was 855,643 head. Of 
these the company was responsible for 150,805,
i.e., 23 per cent of the total and approximately 
50 per cent more than in the previous year. The 
total turnover of the central meat markets of 
Vienna in fresh meat amounted in 1931 to approxi­
m ately 9 million kg. and the turnover of the 
company during the same period to 5,726,662 kg. 
Consequently the company was responsible for 
more than 60 per cent of the total supply of fresh 
meat to the town.

So long as the Co-operative Societies are in 
possession of half the total capital of the company



and take an active part in its administration, it 
cannot be regarded purely and sim ply as a muni­
cipal undertaking, but represents a new form of 
mixed company which, undoubtedly, will be 
copied wherever there is a strong Co-operative 
Movement and a democratically-controlled muni­
cipality.

The company has a special agreement with the 
Federal Railways b y which it secures considerable 
rebates on the general freight charges. In order 
that the producer m ay be able to deliver his 
livestock direct without using the services of the 
middleman, the company, in collaboration with the 
Agricultural Chamber of Commerce of Lower 
/Austria, has arranged special facilities for the 
collection and delivery of livestock. Special cattle 
trucks are in circulation in the respective districts, 
and the farmer simply delivers his animals to the 
station, whence they are sent direct to Vienna. 
Both the Niederosterr. Schweine und Kinder 
Uebernahmestelle and the Viehvermittlungsstelle in 
the federated states are making great use of these 
services of the company. The company has also 
extended credit facilities to agricultural producers 
in order to help them to market their produce 
under more or less normal conditions. In 1931, it 
advanced credits against 8,454 head of cattle and 
pigs, compared with 2,360 head in the previous 
year.

In the financial report for the year 1931 the 
Wirtschaftsverband makes the following remarks 
with regard to these sections of the company’s 
activities :

"  Undoubtedly it will contribute considerably 
to the rationalisation of trading in cattle if the 
farmers in the federated states will sell their live­
stock for delivery to the Viennese markets directly
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to the company. As the company possesses 
such an extensive and competitive organisation, 
such transactions could not possibly be unfavour­
able to the interests of the farmers.”

The financial position of the Wirtschaftsverband 
is shown by the summarised balance sheet for 
the year ending 31st December, 1931, given
below :—

A s s e t s .
Schillings.

Cash in Hand ..................................  36,453'59
Debtors ............................................  3,451,787-80
Stocks in Hand................................  798,117-29
Property ........................................... 222,825-42
Investments in other Companies ... 765,828-92
Other Assets ...................................  30,000-00

Total ....................................  5,305,013-02

L i a b i l i t i e s .

Share C ap ita l................................... 1,000,000-00
Various Reserve F un d s.................  875,000-00
Amortisation F u n d ......................... 206,841 • 80
Creditors .......................................... 3,083,676-46
Other Liabilities .............................  96,703 ■ 22
Net Profit ........................................  42,971-54

Total ....................................  5,305,013-02

As already stated, the share capital, which is 
fully paid up, amounts to 1 million schillings, but 
there are 5 different reserve funds which bring 
the total capital controlled b y the Wirtschafts­
verband to approximately 2-1 million schillings. 
Investments in various companies, including the 
subsidiaries mentioned above, amount to 765,828 
schillings.

The gross profit reached in 1931 the sum of 
1,137,022 schillings, of which 1,083,057 schillings 
went to cover various trading, overhead and 
administrative ^expenses, and 11,173 schillings
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to cover am ortisation; 42,791 schillings repre­
sented the net profits, which were distributed as 
dividend at the rate of 2 schillings per 50 schilling 
share, which can be considered as very moderate. 
This municipal undertaking is undoubtedly a 
very happy form of co-operation between the 
various interested bodies. The company itself 
is a form of co-operation between the Muni­
cipality on one hand and the Agricultural 
Co-operative Producers on the other, but through 
its subsidiaries it collaborates closely and in a 
businesslike manner with the Consumers' Co­
operative Societies, thereby escaping the danger 
of becoming a bureaucratic municipal under­
taking.

The Wirtschaftsverband is engaged, as already 
mentioned, in wholesale trading in livestock and 
fresh meat, but it also participates with the 
Austrian C.W.S. in a special retail meat concern, 
viz., the Wiener Fleischbanke-Gesellschaft. This 
company must be regarded as a semi-municipal 
undertaking; the municipality participates 
actively through the Wirtschaftsverband but on 
the other hand the consumers are very strongly 
represented and the general manager is appointed 
by the Co-operative Societies. The Fleischbankc- 
Gesellschaft sells fresh meat to the population of 
Vienna in 63 shops situated all over the town ; it 
also supplies meat to the hospitals, schools, and 
to the Co-operative Societies which trade in meat. 
Its turnover amounted to 4-9 million kg. in 1929, 
but decreased to 4-6 million kg. in 1930. It 
remained approxim ately at the same level in 1931, 
but the first three months of 1932 showed a sharp 
fall in the sales of ham, pork, mutton and lamb, and 
the turnover amounted to only 1 million kg. as 
compared with 1-3 in 1931. This fall reflected,
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to a certain extent, the general shrinking of con­
sumption in Vienna as a result of the economic 
depression, but at the same time there were 
undoubtedly certain business reasons connected 
with the method of working adopted b y the 
Company. Special measures were decided upon 
in 1931 with a view to increasing the number of 
customers, and a special propaganda campaign 
was undertaken b y all branches. The Company 
has been compelled to discharge a number of 
employees on account of the fall in turnover, but 
in spite of this expenses are still very high and 
amounted to approxim ately 22 per cent of the 
total turnover in the first quarter of 1932 as 
against 17 per cent during the same period in 
1931. An increase in turnover and a decrease in 
expenses would, it is expected, place the Company 
on a firmer basis.

The other subsidiary of the Wirtschaftsverband 
comprises two amalgamated undertakings for the 
manufacture of finished meat products, the Produk -  

tivgesellschaft der Wiener Fleisch-Selcher  (Company 
of Viennese Meat Curers) and the firm M . Wot- 
raubeck. The m ajority of their capital belongs to 
the Deutseh-osterr. Wirtschaftsverband fur den 
Viehverkehr. The amalgamated undertaking has 
factories for the production of sausages, soap and 
ice, and also produces various kinds of fat and 
margarine. Its turnover increased considerably 
during 1931, the total number of pigs slaughtered 
reaching 131,351 in comparison with 85,000 during 
the previous year. The total turnover of meat, 
pork, ham, sausages and various by-products, such 
as soap, fat for technical purposes and margarine, 
amounted in 1931 to 1,720 wagon loads, as against 
1,559 ln the preceding year, and the turnover of 
the ice factory to 976 truck loads in comparison 
with 1,046 in 1930.
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During 1931 the amalgamated companies carried 
out a thorough financial and technical reorganisa­
tion. The factories producing sausages, margarine 
and ice were entirely re-equipped and in place of 
steam power up-to-date electrical turbines were 
installed, involving a considerable financial outlay.

The balance sheet of the amalgamated com­
panies shows a very sound position. The gross 
profit amounted in 1931 to 2,411,624 schillings of 
which 2,059,021 schillings was spent on trade and 
overhead expenses ; 165,000 schillings constituted 
the net profit. The company plays an important 
role in supplying the town with an essential com­
modity. It has also acted as an agent of the 
Municipality and the Federal Government in 
their policy of regulating pork prices. On the 
other hand, in close collaboration with the Chamber 
of Commerce of Lower Austria and the Federal 
Ministry of Agriculture and Forestry, it has taken 
the necessary measures to ensure the use of a 
greater proportion of home-grown livestock and 
has re-arranged the whole process of production 
in such a way as to make possible a greater use 
of home-produced meat.

The Deutsch-osterr. Wirtschaftsverband fur den 
Viehverkehr, which constitutes a holding company, 
and its two subsidiaries, occupy an important 
position on the Viennese meat market and are 
undoubtedly in a position to influence the develop­
ment of prices and the general trend of the market 
in any direction desired. These three companies, 
however, represent a combination of interests 
which at first sight appear irreconcilable. There 
are agricultural producers represented b y  the 
Producers' Co-operative Organisations, organised 
consumers represented b y the Austrian Con­
sumers’ Co-operative Movement, and the Muni­
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cipality with its socialist majority. The companies 
themselves are organised as ordinary commercial 
undertakings, but there are the necessary safe­
guards to prevent them from pursuing a purely 
profit making policy, and subordinating their 
activities to a wider conception of the interests 
of the community. Regarding the activities of 
the three companies from the point of view 
outlined above, we must admit that Austria has 
laid the foundations of an economic system which 
might be realised in every other country where the 
necessary economic and political conditions are 
present.

5.— TH E BERLIN FUEL SUPPLY.

For our study of municipal trading in coal we 
have chosen the company set up b y the Munici­
pality of Berlin, the biggest city  on the continent 
of Europe. This company, which is known as 
the Berliner Brennstoff-Gesellschaft (The Berlin 
Fuel Company), was organised in 1917 to supply 
the population with a substitute for coal, but when 
the war was terminated, and the coal shortage 
came to an end, the Municipality decided to retain 
the company and to use it for the regular supply 
of coal to various municipal institutions and to 
the population at large. In 1922 the company 
was reorganised as a purely municipal under­
taking, firstly, to supply municipal institutions 
and other public bodies of various kinds with 
c o a l; secondly, to trade in coal and w o o d ; 
and thirdly, to carry out special measures decided 
upon b y the Municipality w ith the object of 
improving the conditions of living of the poorer 
population of Berlin.

We have been informed b y the Municipality 
of Berlin that special instructions were given to 
the company to make service to the public the
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object of its work, and not to aim at profit making. 
The selling prices must be kept on such a level 
as to enable the company to cover all expenses 
involved. Its statutes, approved by the City 
Council on 24th August, 1922, provide that any 
profit in excess of the requirements of amortisa­
tion of capital and accumulation of the necessary 
reserves should be transferred to the Municipality 
and applied to any purpose which the latter may 
consider to be for the good of the community.

The company is governed by a general manager, 
a supervisory board, and a meeting of holders 
of share capital, which is almost entirely in the 
hands of the Municipality. The general manager 
is appointed b y the City C ouncil; the super­
visory board consists of 17 persons appointed 
partly b y  the Executive Committee of the Muni­
cipality and partly by the general meeting of 
City Councillors.

A t the commencement of its activities the 
company supplied coal only to various municipal 
undertakings. The expansion of its activities 
began in 1924, when it signed an agreement with a 
Consumers’ Co-operative Society in the city  of 
Berlin to take over the supply of coal and wood 
to its members. Since then the Company has 
extended its operations, and in 1928 it was in 
possession of 24 coal depots in various parts of 
the town occupying a total area of 56,000 sq. 
metres. B y  the end of December, .1931, it had 
25 depots with a total area of 87-8 thousand 
sq. metres. A ll the warehouses, especially those 
which are situated on the wharves, are fitted 
with modern equipment for the transport and 
unloading of coal, and a considerable sum has been 
invested in this equipment, which is kept up to 
date.

an



During the last five years the company has, 
according to the information supplied b y  the 
balance-sheet, sold the following quantity of 
c o a l:—

Expressed in money, the turnover of the com­
pany amounted to 16 million marks in 1928, 14*8 
million marks in 1930, and 14-7 million marks in 
1931. A  considerable volume of business is done 
with private persons. There are no figures avail­
able to show the proportion of business done 
with the general public, but the balance sheet for 
the 1st January, 1930, gives indirect evidence 
relating to this. The total indebtedness of all 
customers of the company amounted on that date 
to 2,743,000 marks, out of which municipal under­
takings accounted for 1,463,000 marks and the 
general public for 1,274,000 marks. We were 
informed b y the Municipality that the relationship 
between dealings with municipal undertakings and 
dealings with the general public in the total turn­
over corresponds approximately to their respective 
share in the total indebtedness, and the figures, 
therefore, indicate that the company does nearly 
as much business with the general public, including 
members of Co-operative Societies, as it does with 
the Municipality of Berlin and other public 
bodies.

We were also informed that private trade is 
conducting a campaign against the company in 
the Press and in the Prussian Diet, and in fur­
therance of this is making indiscriminate use of 
the accusations of corruption and inefficiency

1927-28, April-March
1928-29, April-March

400.000 tons.
491.000 „

1929-30, April-December
1930, January-December.
1931, January-December.

3 4 5 .0 0 0
444,098
460,723
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which have recently been levelled against the 
Municipality of Berlin. Private traders hope in 
this way to secure the dissolution of the company.

In order to draw certain conclusions with regard 
to the financial and commercial results of the 
Company’s working, it is necessary to examine the 
balance sheet. We, therefore, give below a sum­
mary of the balance sheet for 31st December, 1931, 
which does not differ greatly from those for the 
preceding years :—

A s s e t s .
M.

Capital not paid up ....................... 15,000-000
Cash in Hand .................................. 13,090-91
Current Account Deposits and

Cash at B a n k ........................... 350,281-06
B ills ................................................... 14,092-34
Capital Investments.......................  2,298,625-65
Stocks in Hand................................  856,672-86
Debtors ............................................  1,836,763-82
Other Assets ...................................  18,958 • 17

Total ...................-...............  5,403,484-81

L i a b i l i t i e s .
M.

Capital .............................................. 20,000 • 00
Reserves...........................................  415,000-00
Amortisation Fund ........................  1,804,875-07
Special Delcredere Fund ............... 100,000-00
Loans from Berlin City Bank and

Berlin Municipality.................  950,000-00
Other Credits ..................................  1,192,932-56
Acceptances ....................................  658,435 • 40
Other Liabilities .............................  50,586 • 02
P rofits............................................... 211,655-76

Total ....................................  5,403,484-81

In November, 1923, the investments of the 
company in buildings, storage accommodation, 
transport equipment, &c., amounted to 2,298,000 
marks. Between then and the 31st December,



I931 . i , 804,000 marks were written off for amort­
isation purposes. The yearly amount allotted 
for this purpose was usually considerably in excess 
of the actual amount spent on the renewal of 
existing equipment and the estimated amount of 
its deterioration. The balance sheet on 31st 
December, 1931, valued the equipment at 493,000 
marks, if the amount put aside for amortisation 
purposes is deducted from the nominal value of 
the capital investments. These figures undoubtedly 
represent a considerable under-valuation of the 
property of .the company, and constitute to a 
certain extent a hidden reserve which had been 
accumulating during the previous eight years.

In addition to this, the company accumulated 
considerable sums in respect of profits, amounting 
to 91,000 marks in 1927-28, 150,000 in 1928-29, 
72,600 marks in 1930, and 211,655 marks in 1931, 
only a part of which is transferred to the Munici­
pality. The large increase in the profits in 1931 
was explained b y  the fact that much less was 
spent than in the previous year on the purchase 
of new equipment and on other capital invest­
ments.

On the other hand, the overhead and trading 
expenses have increased very considerably during 
the last few years, while the turnover of the 
company, as already indicated, remained more or 
less stable. In 1927-28 overhead and trading 
expenses amounted to 2,686,000 marks ; in 1931 
they had increased to 3,245,826 marks, but they 
never amounted to less than from 22 to 23 per 
cent of the total sales of the company, not 
including interest, amortisation, &c. This large 
increase in expenses is much criticised, being 
regarded as too high in comparison with private 
trade.
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A  study of the commercial results of the com­
pany shows that it has been able, firstly, to keep 
its trading and overhead expenses on a relatively 
high le v e l; secondly, to allocate a considerable 
part of its gross profits to amortisation ; and 
thirdly, to accumulate substantial reserves out of 
accumulated profits, only a part of which is trans­
ferred to the Municipality. The following three 
points explain how such results can be obtained :—

1. The company does not pay all the taxes to 
which private trade and Co-operative Societies 
are liable. For example, it is exempt from the 
property tax, which is very high in Germany, and 
would, under the special conditions under which 
it operates, absorb a considerable portion of its 
gross profits.

2. The company works with a considerable 
amount of money borrowed on very cheap terms. 
The balance sheet given above shows that it 
enjoys credits from the Berlin C ity Bank and 
from the Municipality direct to the amount of
950,000 marks. On 31st December, 1931, this sum 
represented approximately half of its total working 
capital. On these credits the company pays 
small charges in comparison with the rate pre­
vailing at present on the German money market, 
when first-class bank acceptances are discounted 
at 6 per cent per annum. If the company had to 
borrow money on the open market it would involve 
it in expenses which would absorb a considerable 
part of its profits.

3. The company undoubtedly enjoys certain 
advantages as compared with private traders in 
regard to securing orders from the municipal 
undertakings. The Berlin Municipality explained 
this as follows : the company does not exercise 
a monopoly in the supply of fuel to municipal
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undertakings, hospitals, schools, kindergartens, 
&c. The principle of public tender is retained, and 
if private firms quote lower prices the business 
goes to them. On the whole, however, the prices 
quoted b y the company are lower than those 
quoted b y private firms, and in practice all the 
business, as a rule, goes to the company. We have 
even been supplied with figures showing that 
municipal undertakings have made substantial 
economies because of the lower prices quoted by 
the company, and a figure averaging from i  to 
i*5  million marks per annum was mentioned for 
the period from 1925-26 to 1931. But such big 
customers as the municipal institutions of a town 
with a population exceeding 5 million are entitled 
to a considerable discount in regard to wholesale 
quotations. In practice the company enjoys an 
option, provided all conditions are equal, in respect 
of all municipal and governmental orders, and can 
regard these authorities as permanent customers. 
In many cases the Municipality places its order, 
as a m atter of course, with the Berliner Brennstoff- 
Gesellschaft, and the prices are subject only to a 
post factum control by a special Superintendent.

Apart from that, special conditions are arranged 
in cases where the company has acquired, at the 
x'equest of an interested public body, considerable 
stocks of coal and other kinds of fuel many months 
before the season starts, thus incurring risks of 
price fluctuation, storage, and interest charges.

These three considerations, firstly, immunity 
from certain forms of taxation, secondly, cheap 
money, and thirdly, the advantages of having a 
permanent customer and a privileged option with 
regard to all municipal orders for fuel, place the 
company in a very favourable position, and 
explain its ability, in times of crisis, not only to
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avoid reducing its trading and overhead expenses, 
but actually to increase them considerably.

W e cannot, however, observe in the activities 
of the company any sign of a deliberate price 
policy. In practice it pursues the same policy 
as any private institution, though it enjoys certain 
privileges which place it in a favourable position. 
We were also unable to trace in the activities of 
the company any attempt to protect the interests 
of consumers in general.

6.— TR A D IN G  IN OTH ER COM M ODITIES.

'Restaurants.
In Vienna restaurants have also been organised 

on a municipal basis. In 1923 the Wiener offentiiche 
Kuchenbetriebsgesellschaft m.b.H. (Viennese Public 
Kitchens Company) took over a number of badly- 
organised and badly-managed war-time restaurants 
which catered for the poorest sections of the 
population and were used b y the American Com­
mission which helped Austria during the period 
of post-war crisis. The company was later 
reorganised into an undertaking with a capital of
100,000 schillings apart from two reserve funds 
amounting to 67,000 schillings. H alf of the 
capital belongs to the Federal Government and 
half to the Municipality of Vienna. A t present, 
the company owns 35 restaurants equipped in a 
most up-to-date manner and, in addition, supplies 
nearly all schools, kindergartens, and observation 
centres (Uebernehmungsstellen) with meals. It 
should be noted that the restaurants are not 
intended to satisfy only the needs of the poorest 
parts of the population, many of them being 
situated in the centre of the town. They have 
the appearance of clean, homely, and well-cared- 
for restaurants, where the citizen can obtain at
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a relatively moderate price a very good meal in a 
most comfortable and pleasant atmosphere. (No 
alcohol or tips are allowed.) A  dinner consisting 
of three courses, which are more than enough to 
satisfy the average adult, can be obtained at a 
price from 1-47 sch. to 2*60 sch. (iod. to is. 6d.). 
A  supper is served in many of the restaurants in 
the centre of the city for 1 • 50 sch. There are also 
a variety of dishes which can be chosen separately 
at much lower prices.

In the organisation of the restaurants the 
company has employed the newest methods 
applied in Europe and in America. The largest 
restaurant is capable of serving 10,000 customers 
a day, while the company’s establishments can 
deal with 25,000 customers a day. A s already 
mentioned, the company caters also for school­
children, hospitals, children’s homes, and supplies 
about 20,000 portions of food daily to 81 kinder­
gartens and 88 school-children’s food centres.

The latest figures at our disposal are for the 
year 1930, and show that the total turnover 
amounted to 5*9 million schillings in comparison 
with 5*4 million schillings in 1929. The value of 
food consumed in the restaurants during the year 
was 3*8 million schillings as compared with 3-7 
million schillings in the preceding year.

The financial and commercial results of the 
company are shown in the balance sheet for the 
year ended 31st December, 1930.

Cash in Hand and Bonds .............
S tocks..................................... ..........
Debtors .............................................
Property, Equipment and other

A s s e t s . Schillings.
104,366-45
£66,235-50
33,636-80

Investments i , 3 9 5 ,8 6 0 - 4 0

1 ,700,099-15
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L i a b i l i t i e s .

Capital ...................
Reserve Funds.......
Creditors................
Amortisation Fund 
Surplus ..................

Schillings. 
100,000 • oo 

73,ooo-oo
7 4 i.396 ‘34
780,047-96

6,654-85

1,700,099-15

Though the nominal capital, together with 
reserves, is only 173,000 schillings, the total 
capital invested amounted on the 1st January,
1931, to 1,300,000 schillings, a considerable part 
of which was written off, while the amortisation 
fund amounted that year to 780,000 schillings. 
The gross profit reached 427,370 schillings in 1930, 
or approximately 9 per cent of the total turnover. 
Out of these profits 148,000 schillings were applied 
for amortisation, and the remainder for trading, 
overhead, and administrative expenses.

As already mentioned, the company gives the 
general impression of being a well-managed com­
mercial undertaking. One point, however, requires 
special observation. Its price policy was adjusted 
in such a w ay as to make possible every year the 
accumulation of considerable funds, which would 
enable the company to open new branches and 
extend the activities of the old ones. If the 
company could find other means of financing its 
activities, it might fix prices on a lower basis than 
at present.

Bakeries.

The municipality of Budapest established a 
bakery in 1903 to supply the requirements of 
various municipal establishments, especially hos­
pitals, &c. The increase in the price of bread 
compelled the m unicipality to enlarge the under­
taking, and subsequently, especially in the post­
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war years, the bakery has satisfied a considerable 
portion of the needs of the population in bread, 
macaroni products, &c. It is estimated that at 
present it supplies one-fourth of the total require­
ments of Budapest in bread, which is sold in 
7 shops owned by the municipality, in 55 shops 
trading in various commodities of first necessity, 
and in 88 restaurants belonging to the munici­
pality, The bakery originally worked w ith capital 
borrowed from the municipality, but this has since 
been paid back.

In addition to the bakery, the municipality of 
Budapest controls another undertaking, which 
trades in various commodities of primary necessity 
and has four departments : (a) slaughter houses 
and butchery ; (b) an egg department, which
has its own poultry farms ; (c) a poultry depart­
ment ; and (d) a milk department, which supplies 
the population with milk, various dairy products, 
and also deals in certain goods of colonial 
origin. The greatest turnover is in butter, 
cheese, eggs and other dairy goods, but the 
undertaking also occupies a very important 
position in supplying the population with meat, 
sausages, &c. A  comparison of the prices charged 
by the municipal undertaking in its shops 
with those charged b y  private companies shows 
that municipal prices are 10-3 per cent 
lower than the prices charged b y private trades­
men, and it is estimated that during the last five 
years the population of Budapest saved from 10 
to 15 million pengos* per annum. It is very 
difficult to analyse this figure, but, at any rate, 
the fact that the municipality of Budapest has 
been compelled to engage in such a variety of 
activities shows that there is a widespread demand 
which cannot be properly satisfied b y private 
traders.

*£1 = 27-82 pengo at gold parity. 
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7.— RELATION S W ITH  CONSUM ERS’ 
CO -OPERATIVE SOCIETIES.

Municipalities usually engage in such branches 
of trading as are certain to become the subject 
of monopolistic organisation, the provision of 
services such as gas, water, and electricity supply, 
and ownership of various means of communi­
cation within the boundaries of the city. It is 
preferable to establish such services as municipal 
monopolies rather than monopolies in the hands 
of private enterprise. This natural and legitimate 
development of municipal trading must be 
regarded as advantageous from the consumers’ 
point of view, as the consumer is able, through a 
democratically elected municipality, to exercise 
a greater control over the policy of such an under­
taking than could be done if it were privately 
owned.

The municipalities, however, come into direct 
competition with co-operative societies when they 
encroach upon the trade in such commodities as 
milk, bread, coal, &c. The objections which can 
be raised to municipal trading as compared with 
co-operative trading concerning milk, meat, bread 
and coal, are as follows :—

i. There is no real necessity for municipalities 
to engage in commodity trading, as this 
function can be performed by co-opera­
tive organisations, which are directly 
responsible to the consumer and are not 
influenced b y  any political considera­
tions, such as necessarily penetrate the 
activities of any municipality in the 
world. The public has less control over 
the trading activities of a municipality 
than is exercised over the activities of a 
co-operative society by the consumers.
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There is no general assembly of con­
sumers equivalent to the general meeting 
of a co-operative society, but only the 
rough and tumble of the municipal 
elections, when purely municipal matters 
are usually lost sight of in the fight for 
more general policies.

ii. There is no doubt that municipal trading 
is more bureaucratic and less elastic in 
operation than co-operative trading, and 
shows a tendency to exploit its monopo­
listic position at the expense of the 
consumer. Municipal undertakings are 
rarely conducted as self-supporting 
enterprises, but as departments of the 
municipal council. Even where they 
are organised as independent joint- 
stock companies or companies with 
limited liability, their losses are generally 
met out of the municipal funds, while 
their profits are taken into the general 
accounts of the municipal budget, and 
very often used to decrease the rates.

The study of the cases where the municipality 
has taken over the milk, coal, meat, and bread 
supply, leads us definitely to the conclusion that 
municipal control has brought about in its own 
area a considerable improvement in the quality 
of the commodity and methods of distribution, 
but from a commercial and financial point 
of view the results of the operation of a muni­
cipal undertaking cannot be regarded as 
satisfactory, even in the case of model institutions. 
When municipal authorities trade in articles 
of primary necessity they enjoy a privileged 
position in that, firstly, they are immune 
from certain forms of ta x a tio n ; secondly,
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they rely as a rule upon cheap credits from muni­
cipal financial institutions; thirdly, in their 
selling policies they can count upon such big 
customers as the various municipal undertakings, 
for though officially the principle of public tender 
is maintained, in practice the municipal supply 
company undoubtedly receives more favourable 
treatment than co-operative societies.



CHAPTER III.

STATE MARKETING OF 
AGRICULTURAL PRODUCTS.

IN recent years many State agencies have been 
instituted to trade in agricultural products.
Some of these were a direct outcome of the 

collapse of prices, which began in 1929 with the 
fall in the price level of staple agricultural products, 
wheat and other com  crops, coffee, cotton, and 
sugar. State action has proceeded on four main 
lines :—

(1) Purchase and sale of crops and holding of
stocks b y  a State-financed company.

(2) Marketing schemes in connection with
stock holding and crop restriction,
known generally as valorisation.

(3) Centralisation of export.

(4) Maintenance of the inland price b y a State
monopoly of sales.

1.— PURCHASE A N D  SALE OF CROPS.

In the United States Government intervention 
on the market for agricultural products has not 
been entirely confined to crop purchase and sa le ; 
the United States Federal Farm Board was 
instituted in the first place to erect a marketing 
system with a single sales organisation for each 
important product. It was constituted under the
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Agricultural Marketing A ct in order to promote 
effective and orderly marketing, to protect, control 
and stabilise the movement of prices ; firstly, by 
minimising speculation ; secondly, b y introducing 
a more efficient method of distribution ; thirdly, 
b y  encouraging the organisation of producers into 
effective associations, and financing a form of 
marketing system comprising the private pro­
ducers and co-operatives, and establishing special 
agencies for that purpose; and fourthly, by 
controlling surpluses in any agricultural com­
modity and preventing them from causing undue 
fluctuations and decreases in price.*

The Federal Farm  Board, in pursuance of this 
policy, then assisted the farmers’ co-operatives to 
form the National Grain Corporation. This acts 
as the selling agency of 36 associations of different 
types of co-operatives, with district selling agencies 
in different parts of the country. The Federal 
Farm Board began its policy of stabilising prices 
b y offering loans to co-operatives up to stated 
values on various grades in the leading terminal 
markets. As this support proved inadequate, the 
Grain Stabilisation Corporation was recognised 
early in February, 1930, on the recommendation 
of the W heat Advisory Committee.f

During the year 1930 the Corporation held 
control of a quantity of wheat equalling approxi­
m ately half the visible supply of wheat in the 
United States. “  In actual fact, the Board 
entered the market three times, either directly or 
through its subsidiaries, and on each occasion 
apparently with the belief that the low prices were 
only temporary ; in the autumn of 1929, when it 
made loans to growers to enable them to hold their

♦See Year Book of Agricultural Co-operation, 1931, for full details 
of the Federal Farm Board’s achievements.

f i s t  Annual Report of the Federal Farm Board, Washington, 1930.
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w h e a t; during February to May, 1930, when the 
Grain Stabilisation Corporation bought futures ; 
and finally, in November, 1930, and later when it 
again entered the futures market, first in support 
of December futures in Chicago and later of May 
futures. But the interesting feature is that on 
each occasion the Board supported wheat prices 
at a lower level, roughly at 115, 105 and 80 cents 
respectively. The recovery of prices, which was 
essential to the success of these operations, never 
came, and the Farm Board was left to carry 
forward its heavy stocks, purchased to a large 
extent at prices far above those ruling to-day.” *

A t the same time the Federal Farm Board 
undertook the purchase of cotton. In order to 
stabilise prices it stated that it would loan the 
equivalent of 16 cents a pound to members of the 
Co-operative Associations in the various States. 
The cotton farmer could then draw an advance on 
his cotton, and the association would market the 
product. B y  the end of 1931 it was estimated 
that the Corporation controlled about 3 • 5 million 
bales.

Up to the 30th June, 1931, the Farm  Board had 
purchased 329-6 million bushels of wheat at a 
cost of 270 million dollars, the average price being 
81 • 97 cents per bushel. Sales up to 1st November,
1931, amounted to 140 million bushels. Part 
of this amount (25 million bushels) was exchanged 
for 1,050,000 million bagsf of Brazilian coffee, 
under a barter agreement with the Sao Paulo 
Coffee Institute (to be described in the next 
section). Stocks of the Farm Board on the 1st 
November, 1931, reached 189-6 million bushels. 
A t the beginning of 1932 the Farm Board’s stocks

* The World's Wheat Situation. Paper b y  Mr. R. R. Enfield 
read before Section F. British Association on September 24th, 1931.

■fi bag of coffee =  132 lbs.
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still amounted to 160 million bushels of wheat (41 • 6 
million quintals). It was feared that these stocks 
would be thrown on the European market at low 
prices. As the Grain Stabilisation Corporation had 
no longer sufficient capital at its disposal to hold 
the stocks, the undertaking had to be liquidated. 
In the last report of the Federal Farm Board 
the total loss on the wheat purchase up to  the 
spring of 1933 is stated to have been 160 million 
dollars (£33 million). The total loss of the United 
States Government on all Federal Farm Board mar­
keting and stabilisation schemes are estimated by 
Mr. Morgenthau, chairman of the Board, at about 
350 million dollars (£72 • 3 million).

The purchasing operations of the Federal Farm  
Board alleviated the agricultural situation in 
the initial stages of the crisis by holding the 
burden of the American wheat surplus off the 
world market, but this policy undoubtedly intensi­
fied the present crisis, b y increasing uncertainty 
as to the Farm  Board’s future policy.

In Germany the government has several times 
intervened to support corn prices, though a 
coherent plan for the marketing of all agricultural 
products on the lines of the Federal Farm Board 
legislation has not so far been introduced. The 
object of government intervention has been to 
make the country, as far as possible, self-supporting. 
The various measures applied (apart from increases 
in the tariff duty) began with the enforcement of 
a compulsory milling quota in 1929, which was 
followed b y the introduction of import licences, 
a quota agreement with Poland as to the distri­
bution of the rye surplus, and the institution of 
a maize monopoly.

The purchase of rye was not undertaken solely 
with a view to raising the price of rye, but also

. .83 .



with the object of redistributing supply. German 
agricultural policy is dominated b y  the necessity 
of reconciling the interests of the Eastern rye 
growers and the Western livestock producers. 
The greater part of the world supply of rye is grown 
in Eastern Germany, Poland and Russia : small 
quantities are only imported from overseas in 
times of shortage. The pre-war German system 
aimed at forcing the export of rye from Eastern 
Germany (which then included part of Poland) 
b y means of .import licences. The surplus rye 
was consumed b y the livestock feeding farms of 
Denmark and Holland, while the pig-feeding 
farms of North-Western Germany used imported 
feeding, barley and maize. The object of post-war 
policy was to retain the rye surplus in Germany, 
and supply it to the pig feeding-farms of North- 
Western Germany, without depressing the price 
of rye for human consumption. The demand for 
rye bread is slowly decreasing with the rise in the 
standard of life, and it is considered necessary to 
prevent a price fall in the interests of the Eastern 
agriculturists, who cannot convert to other crops 
except to a limited extent. The direct purchase 
of rye was undertaken because an increase of the 
d uty on feed barley would have injured the live­
stock feeders in the W est at the expense of the 
livestock feeders in the East.

The rye purchasing action was undertaken by 
the Deutsche Getreide-Handels-Gesellschaft G.m.b.H. 
(Germany Corn Trade Company), and financed by 
the Getreide Industrie-und-Commission A.G.  (Corn 
Industry and Trading Company). The latter was, 
until 1928, the chief trading institute of the 
agricultural co-operatives. In 1929 it was taken 
over b y the Rentenbankkreditansta.lt and the Preus- 
senkasse, a government institution which was 
originally a central banking institute of the Co­
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operative Credit Societies.* The actual rye pur­
chasing policy, though it was conducted through 
semi-co-operative institutions, had, in fact, no real 
connection with co-operative marketing organisa­
tions, which play a relatively unimportant part in 
the marketing of grain. The company bought 
rye at the current market prices, and resold it in 
an “  eosined ”  form, that is, treated b y a harmless 
chemical which renders it unfit for human con­
sumption. In order to stimulate consumption in 
the West, purchasers of eosined rye were given 
the right of importing the same volume of feeding 
barley at a lower rate.

The first rye purchasing action began in the 
autumn of 1929 and continued until March, 1930. 
During January and February stocks accumulated, 
and the company was obliged to cease purchasing, 
as it had exhausted its financial resources. Owing 
to the price rise in March, it was able to sell off
1,000 tons of rye at good prices. In May the 
price fell again, the company received a large 
credit from the Getreide Industrie-und-Commission
A.G., a second purchasing action began, and in 
order to avoid a further fall in prices reselling of 
the rye in eosined form was introduced. Rye 
prices were maintained at a level of 160-170 marks 
per ton, a price about twice as high as that ruling 
on foreign markets. In August, 1930, it was 
generally believed that the Government rye pur­
chase would continue only until the elections in 
September, so that in August the company found 
itself with 6 million quintals (over half a million

•The Agricultural Credit Co-operatives suffered heavy losses  
through the currency inflation, and the D eutsche Zentralgenossen- 
schaftshasse, the so-called P reussenkasse,was originally created to supply 
them with State credits. In November, 1932, it was financially re­
organised and brought entirely under the financial control of govern­
ment institutions, leaving the agricultural co-operatives with only 15 
per cent of its capital under their control.
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tons) of rye on its hands. In the middle of Sep­
tember the purchasing action ceased as the credits 
at the disposal of the company were exhausted.

The actual loss incurred by the company by 
this policy amounted to 60 million marks (£3 
million), not including the resale of stocks in its 
possession when the action terminated. The 
action has been severely criticised on the grounds 
that the impqrtance of rye to the German producer 
did not justify this expenditure. It was argued 
that the right course would have been to enforce 
restriction of the area under cultivation, rather 
than to maintain prices. But the policy was 
defended on the grounds that the area under 
cultivation would diminish of itself, as it in fact 
did during the following year, to an extent suffi­
cient to maintain the rye price at 160 marks per 
ton, so that the problem of the rye surplus no 
longer existed. It is argued that in the following 
year, 1931, rye prices would have risen still further 
if the company had not bought large quantities 
of Russian wheat for disposal. In defence of the 
price supporting policy it is argued that there is, 
in fact, no world market for rye, since the chief 
producers, apart from Germany, are Russia and 
Poland, from both of which exports are forced by 
trade policy, and that therefore the German 
Government was justified in protecting producers 
of rye from catastrophic price falls.

Both these attem pts to support prices, though 
temporarily effective, probably cost the com­
m unity more than they were actually worth to 
the producers. They had the effect of increasing 
the acreage of crops of which the price was falling, 
instead of decreasing it. The Federal Farm Board, 
it is true, undertook a propaganda campaign for 
the decrease of the area under wheat, but this 
could have little effect when it was inducing the
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farmer to plant more by holding up prices. 
Although the German action was adm ittedly an 
emergency policy, State purchase of crops was 
undertaken again in the winter of 1932-33. Since 
high tariff protection and quota regulation have 
proved unable to maintain the price level, the 
proposal for the formation of agricultural cartels is 
gaining support. These organisations would be 
compulsory organisations of producers empowered 
to standardise the quality of agricultural products 
and, at the same time, to fix prices.

In view of the subsequent price fall it must be 
concluded that these actions were mistaken. If 
State intervention had been directed rather to 
giving the producer a better price b y reducing 
the margin between wholesale and retail prices, 
and had created market organisations with this 
end in view, instead of attempting to raise prices 
b y accumulating stocks, the producer and the 
community would have been better served.

2.— REGULATION OF SUPPLY.
From the results of the State marketing opera­

tions described in the preceding section, it appears 
that State trading in products with the object of 
raising producers’ prices tends to accumulate 
stocks and cannot succeed in preventing a price 
fall. If action of this type is to be effective, the 
State must be able to enforce a restriction of the 
supply as well as centralisation of sales, and for 
restriction of supply to be possible it must possess 
power to control production. Restriction of pro­
duction has been attempted by many groups of 
producers, industrial and agricultural. In the 
sphere of industrial production these restriction 
schemes have usually been enforced b y  cartels, 
voluntary agreements between producers. In 
agricultural production producers are usually too
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numerous and too widely scattered to permit 
cartel regulation, and restriction schemes have 
usually only been able to continue when enforced 
b y the State.

State restriction schemes have only been applied 
successfully where the greater part of the world 
supply is concentrated in any one country. Of 
these the most successful have been the valorisa­
tion schemes for Brazilian coffee and Cuban sugar. 
These schemes have been very thoroughly 
examined in the special memoranda of the Royal 
Economic Society, and here it is only proposed to 
outline their main features.

Coffee.

The Brazilian coffee valorisation schemes were 
intended to provide a method of stabilised 
marketing suited to the peculiar conditions of 
coffee production, the enormous variation in coffee 
crops from year to 3/ear. The demand for coffee 
is “  inelastic,”  i.e., does not increase or decrease 
very much if prices fall or rise, so that a big crop 
means a big price fall. The object of the valorisa­
tion schemes was to level out the price variations 
by carrying the surplus crop from a good crop 
year over to succeeding bad years. From 1906 
until the middle of 1932, five valorisation schemes 
were applied b y the State of Sao Paulo or by the 
Brazilian Federal Government. These schemes 
were mainly carried out with the help of foreign 
loans, which were used to finance the accumulated 
stocks and to regulate the delivery of coffee to the 
ports. A t times the Brazilian Government tried 
to restrict production ; at other times it tried to 
hold stocks from the market, but in all cases it 
aimed at keeping prices on a level which it 
considered remunerative, since its budget depends 
on the revenue from the taxation of coffee
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production and export. The valorisation was 
carried out as much in the interest of the State 
itself as of the producers.

The methods applied b y the Brazilian Govern­
ment have been subjected to a very detailed 
criticism in a Special Memorandum of the Royal 
Economic Society by Mr. J. W. F. Rowe, in 
which their main result m ay be thus summarised : 
Up to 1925 the benefits which the producer 
secured b y and through the greater price 
stability considerably outweighed its cost to 
him. After this period valorisation undoubtedly 
served to maintain prices at a higher level 
than they would otherwise have fo u n d ; pro­
duction was stimulated, stocks increased, as 
did also Brazilian indebtedness to New Y ork and 
London banking houses. The decision (December, 
1931) of the Brazilian Government to destroy its 
stocks of coffee as a means of maintaining prices 
aroused severe comment, though it was only the 
logical outcome of the extreme policy of protecting 
producers’ interests which the Government always 
pursued. During the year 1931-32 870,800 bags 
were withdrawn from stock for destruction in 
comparison with 559,000 bags in 1930-31.

To the coffee consumers the schemes have been 
definitely injurious. Exploitation of the con­
sumers was a m atter of deliberate policy. “  There 
is little doubt that the popular idea amongst the 
Sao Paulo planters was that the consumer would 
pay the costs involved in the defence scheme ; in 
brief, the prospect, as then envisaged by them, was 
that prices would be permanently maintained at a 
profitable level, without cost to themselves, instead 
of dropping periodically to a ruinous extent.” *

As a result, the European and American con-

*Rowe, Royal Economic Society, S p ecia l M em orandum  N o. 3. 
B ra zilia n  Coffee.
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sumer of coffee ultimately has to pay, firstly, for 
the stocks which it is intended to destroy, secondly, 
for the very high costs of Brazilian borrowings 
abroad, and thirdly, for the upkeep of the un­
necessarily large Brazilian public administration, 
which derives its necessary resources from taxing 
the production and export of coffee.

Sugar.
Schemes for restriction of the output of sugar 

have been applied both b y voluntary agreements 
between producers and b y  governments. The 
Sugar industry has been in a state of permanent 
crisis for the past ten years. Production, during 
the last few years, has been progressively out­
stripping consumption, and in the fight for the 
world market the competition between beet sugar 
and cane sugar has become more and more acute.

In the two cane sugar producing countries, 
Cuba and Java, schemes to regulate production 
and stabilise prices were applied in Cuba on a 
compulsory basis b y the Government and in Java 
on a voluntary basis by the producers. The first 
Cuban scheme was applied in the year 1925-26, 
when the President, on the application of the 
Planters’ Association, introduced a compulsory 
10 per cent reduction of the crop, estimated at 
5-2 million tons. A  production ta x  amounting 
to five dollars for each bag of sugar exceeding the 
allotted quota was established. Thus the scheme 
was simply a restriction of supply. In 1926-27 a 
similar scheme was applied. In spite of the 
restriction of production, the world stocks, in­
cluding those in Cuba, increased substantially, and 
the rise in prices which took place in December, 
1926, only had a temporary character.

In 1927-28 a Sugar Defence Commission was 
established which was empowered b y  law to fix
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the total amount of Cuban crop and its distribu­
tion between the home market, the United States 
of America, and the rest of the world. The 
marketing of the quota allotted to the United 
States was left in the hands of private traders and 
the rest was disposed of b y  the Defence Com­
mission acting as a single seller. The Cuban crop 
was restricted b y  the Presidential Decree of 15th 
January, 1928, to 4 million tons, but this measure 
failed to stop the fall in prices. A ctually Cuba was 
producing one million tons less, but Europe 
harvested one million tons more than the year 
before, and the available stocks increased. The 
failure of the restriction scheme of 1927-28 per­
suaded public opinion and the Government to give 
up all restriction schemes, and in 1928-29 the crop 
was uncontrolled. For the year 1929-30 a Co­
operative Export Agency was established, not as 
a State institution, but as a single seller of the 
Cuban crop. The Agency tried to stabilise the 
prices on the basis of 2 cents per lb., but it only 
succeeded in selling one-tenth of the 1930 crop, 
even at a price which averaged about i f  cents in 
New York. The Agency actually collapsed in the 
middle of 1930 and prices came down in September 
of the same year to 1 • 13 cents.

The experiences of the Java producers were 
in the beginning more successful. The United 
Java Sugar Producers' Association was a Co­
operative Export Agency controlling about 75-90 
per cent of the total production. The headquarters 
of the organisation was situated in Holland. 
Its general policy was to sell sugar before it is 
made, leaving the exporters and dealers to perform 
the risk-bearing function of holding stocks. The 
Association had never pursued any restrictive 
policy. Remaining an organisation of producers, 
it tried to adjust their production programme to



the requirements of the market, but naturally 
in a time of falling prices and falling consumption, 
when the merchants and middlemen are unwilling 
to hold stocks on the required scale and have 
even refused to hold stocks at all, the Association 
could not decline to  perform the function of stock 
holding, which was otherwise fundamentally con­
trary to its policy. The accumulation of stocks 
from i*5  million tons on ist September, 1930, 
to i*9  million tons on is t  September, 1931, and 
2-9 million tons on is t September, 1932, made 
the position of the Association very difficult. The 
Chadboume scheme, adopted in 1931, did not 
bring the expected results. It led to the resigna­
tion of a considerable number of sugar-producers 
and by the end of 1932 the Association had 
ceased to function. A  new Association was pro­
moted in 1933 under the name Nederlansch 
Indische Vereenigung voor de afzet van Suiker, 
generally known as “  N ivas,”  which provides 
on one hand Government control, and on the 
other greater freedom of action for members. For 
the purpose of facilitating the adjustment of 
productive programmes to the market conditions, 
it was decided that the purchasing prices of the 
Association should be fixed in strict accordance 
with the actual market quotations, the freight 
conditions also being taken into consideration. 
The headquarters of the Association is in Soera- 
baya, Java, whereas previously the marketing 
of Java sugar was concentrated in Amsterdam. 
The newly created Association controls 100 per 
cent of the production of the island and contem­
plates a considerable reduction in acreage and 
production in the course of the next few years.

W ith the object of maintaining their sugar beet 
acreage, most European States have concentrated 
the sugar beet factories in cartels, membership of

..92 ..



which is compulsory. Each factory is allotted a 
production quota, which it m ay not exceed. The 
price of sugar is fixed b y  the producers under 
State supervision ; the highly protected home 
markets are supplied with sugar at a high price, 
while the surplus is exported at much lower prices.

In 1930-31 the further drop in world prices and 
the heavy accumulation of world stocks (which 
reached a record figure of 8-5 million tons in 
April, 1931, in comparison with 5-4 million 
tons in April, 1928) brought all principal sugar 
exporting countries together. But the international 
discussions which took place in Berlin in 1928 and 
in Brussels in 1929 failed to bring about an agree­
ment. A t last an international scheme known 
as the Chadboume Export Restriction Scheme 
was initiated in January, 1931, and a final agree­
ment was signed in May, 1931, by Cuba, Czecho­
slovakia, Germany, Poland, Hungary, and Belgium.

The basic principle of the convention is the 
allotment to each country of export quotas for 
the next five years based on its present productive 
capacity and past exports. A  special clause 
provides that the production should roughly 
correspond to the whole consumption, plus the 
export quota. The immediate result of the signing 
of the Chadboume Scheme was that three million 
tons of surplus sugar were kept off the market 
and that the market is now enabled to calculate 
more or less accurately the future deliveries. It 
was planned that during the following years the 
production in Cuba and Java should be slightly 
less than the amount needed for consumption and 
export, and in this w ay it was hoped to eliminate 
any additions to the accumulated stocks. Under 
the scheme the export quotas allocated to each 
country are dependent upon existing prices. It
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was agreed that exports might be increased b y  
5 per cent if the average world price for sugar (on 
a basis of polarization of 96 degrees) was stabilised 
on a level equivalent to 2 cents per lb., f.o.b. 
Cuba for prompt shipment for a period of 30 
working days. When the price reaches 2 • 25 cents 
a further increase of z\  per cent in export is 
permitted, and if the quotation reached 2 • 50 cents 
the quota m ay again be increased by 2| per cent. 
This Convention carries out certain recommenda­
tions of the report of the Economic Committee of 
the League of Nations presented on 4th July,
1929.

The Chadbourne scheme was successful during 
a short period in 1931, but did not prevent the 
drastic fall of prices in the spring of 1932, because 
production increased substantially and the figures 
of consumption fixed b y  the Convention were 
considerably over-estimated— a mistake which is 
always committed b y promoters of restriction 
schemes. The visible supplies in countries which 
joined the Convention continued to accumulate 
and increased from 5-9 million tons on 1st Sep­
tember, 1930, to 7-2 million tons on 1st Septem­
ber, 1931, and 7*5 million tons on 1st September,
1932. The breakdown of the whole scheme has so 
far been prevented through a voluntary abstention 
b y the most important member-countries from 
taking full advantage of the export quotas allotted 
to them under the Convention.

3.— EXPO RT SYNDICATES.

Many exporting countries, in particular the 
British Overseas Dominions, have enforced legis­
lative measures regulating the export of agri­
cultural products. In New Zealand, to mention
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some outstanding examples, the export of meat is 
regulated b y  an export control board for standard­
ising and grading the prod u ct; similar measures 
have been applied in South Africa to exports of 
fruit, eggs and milk, and taxes have been applied 
on agricultural products to raise funds to be 
devoted to further specialised production, citrous 
fruits, cotton, wool, eggs, butter and cheese. 
Among European countries Denmark’s rationalisa­
tion of agricultural exports remains outstanding. 
But although these measures directly affect the 
marketing of products, the State’s activity  does 
not actually supersede the private trade or joint 
marketing organisations, and therefore cannot be 
considered as State trading.

In recent years, however, several States have 
instituted export syndicates, financed b y  State 
funds, not merely to standardise quality, but to 
raise prices, control production, extend the market, 
and reduce costs b y  bulk handling of the crop.

The countries of Eastern Europe, Roumania, 
Yugoslavia, and Poland have made extensive use 
of this method. These States, which are obliged 
to export their agricultural produce in order to 
obtain an export surplus, and which find the 
tariff walls in Western Europe a severe obstacle, 
have been discussing joint marketing for their 
surpluses since the summer of 1930. T hey were 
unable to organise an international wheat selling 
company, as they originally planned, but in the 
different States official exporting companies were 
instituted.

In Yugoslavia the position of the peasant 
farmer was an extraordinarily difficult o n e ; 
firstly, because of the shortage of cheap long-term 
cre d it; secondly, as a result of the ever-increasing 
indebtedness of farmers to the b a n k s; and
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thirdly, the difficulty of marketing the surplus on 
foreign markets. The Yugoslavian Government 
was pressed to tackle these three problems. On 
the proposal of the National Union of Agricultural 
Co-operative Societies, the Association of Yugo­
slavian Exporters and the National Office for 
Development of Foreign Trade, the Government, 
at the end of 1929, decided to form a company 
with a capital of 30 million dinars, divided into
30,000 shares of 10,000 dinars* each. The capital 
was partly subscribed by the State and partly b y 
Agricultural Co-operative Societies and export 
firms. The company, in addition, received a credit 
of 20 million dinars from the Ministry of Trade 
and 50 million dinars from the National Bank. 
Consequently, in the very beginning of its activi­
ties, it had at its disposal a capital of 100 million 
dinars.

The purposes of the company were : to under­
take the direct placing of agricultural products, 
mainly on commission, for its different constituent 
groups, i.e., the National Union of Agricultural Co­
operative Societies, exporting firms, exporters, &c.; 
to make purchases on its own acco u n t; and to 
take an active part in the construction of elevators 
and to promote proper grading and standardisa­
tion of agricultural products. It was decided that 
the company should deal only with large export 
supplies, leaving to the exporters the marketing of 
smaller quantities in the neighbouring foreign 
countries.

A t the beginning of its activities, in the 
middle of 1930, the company found itself in a 
difficult position. The continued decline in the 
price of cereals on the world market, and the 
competition with overseas countries and with

* / l =276  dinars at gold parity.
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Soviet Russia, made the European importing 
countries practically inaccessible to Yugoslavian 
wheat. In order to meet the difficulty, the 
company requested the Government for authority 
to purchase the quantities of wheat offered b y 
Yugoslavian farmers at prices corresponding to 
those ruling in Central Europe, reserving the right, 
in the event of falling prices, to sell for future 
delivery the whole of the stocks not sold for cash. 
From ist August to is t  December, 1930, it 
exported half of the total wheat export of 1 million 
quintals.* In the first five months of 1931, 
the company was able to dispose of scarcely 
any wheat. Subsequently two favourable con­
tracts were concluded, under which 1 million 
quintals of wheat went to France, and half 
a million quintals to the Czechoslovakian Co-opera­
tive Wholesale Society. Before these contracts 
were completed the company had exhausted its 
capital resources, but after the conclusion of the 
French loan to Yugoslavia in November, 1931, it 
was able to continue its activities.

The company raised prices paid to the home 
producer ; its policy was, to a large extent, respon­
sible for the fact that the prices of Yugoslavian 
wheat during the first half of the agricultural year 
1930 were almost stable, while the world market 
price fell steadily. In August, 1930, Yugoslavian 
wheat was 30 dinars above the price of Canadian 
wheat. In 1931 the company paid the farmer 
160 dinars per 100 kg., at that time about three 
times the world price. This high price could only 
be paid to the home producer b y raising the price 
of wheat inside the country, so that the home 
consumer (the mills) paid 240 dinars per 100 kg.

*'X quintal =  100 kilograms or 220 lbs. 
10 quintals - 1 short ton.



Syndicates for livestock export have been 
created in Poland, Bulgaria and Roumania. The 
syndicate of Polish exporters of pigs and livestock, 
established in 1928, was, in fact, a compulsory 
organisation, since a tax  on export was imposed 
on all exporters not members of the syndicate. 
The syndicate attempted to standardise and im­
prove the quality of livestock exported by imposing 
certain minimum conditions on its members. At 
the same time it succeeded in finding new markets 
for cattle and sheep in Italy and France. It was 
intended to carry out an organisation programme 
,for all important agricultural products, particularly 
poultry, animal products, and potatoes, but as 
shortage of funds compelled the liquidation of the 
syndicate in May, 1932, it is unlikely that these 
schemes will be further developed for the present.

The flax export monopoly in Latvia, like the 
other State exporting agencies, has incurred heavy 
financial losses. A t the end of 1930 the official 
purchasing price paid by the monopoly for flax 
was £56. ios. for one ton “  R  ”  flax, to which 
must be added costs of management £6. 10s. The 
actual market price of flax was at that time £36 
per ton, so that the State, in exporting 12,000 
tons of flax from the 1929 harvest incurred a 
loss of £324,000.

From the liquidation of most of these schemes 
owing to shortage of capital, it appears that the 
authorities concerned attempted undertakings 
beyond their feeble financial resources, and aimed 
at subsidising the home producer rather than 
pushing export sales. But should financial con­
ditions improve, it seems likely that these efforts 
at centralised marketing will be resumed. The 
Central Unions of Agricultural Co-operative Socie­
ties in Roumania, Bulgaria, and Yugoslavia have 
been discussing joint marketing of their agricul­



tural exports, and it remains to be seen if the 
Co-operative Societies will succeed where the 
official organisations have failed.

4.— IM PORT M ONOPOLIES.

The import monopoly is essentially a protective 
measure. It has been applied with a certain degree 
of success for the sale of corn crops in certain 
European countries where the peasant farmers 
form a large proportion of the population, and 
where it is desired to guarantee the peasant farmer 
a price for his wheat and com  crops without 
imposing a higher tariff duty, and to keep the 
price under supervision. Under a monopoly a 
State agency buys the whole of the home grown 
crop (wheat or other com) at a fixed price, higher 
than the world price, and certain quantities of 
foreign wheat at the world market price, reselling 
to the millers at a price somewhere between the 
two prices. If the monopoly is to work as a 
financial success it must be able to balance its 
loss on the purchase of home grown wheat against 
its profit on the purchase of foreign wheat. These 
losses and profits can only be balanced in countries 
where the larger part of the demand is covered 
b y imports. In any case the monopoly raises the 
price of corn to the consumer above the price at 
which it would stand under conditions of free 
imports ; but if an import duty were imposed 
which would raise the price to the producer by 
the same amount the consumer would pay a 
higher price than under the monopoly.

The only country which has regulated the 
marketing of agricultural products systematically 
and continuously in this w ay is Switzerland. This 
method of import restriction could be successfully 
applied because only a small amount (25 per cent) 
of the total wheat consumption is covered by home
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production. A  monopoly with the sole right of 
import and sale of wheat and rye was instituted 
during the war and continued until 1929. During 
the war years it ran at a loss, but after 1922 its 
balance sheets showed a profit. The cost of 
working the monopoly, which covers the surplus 
price paid to home farmers, and the costs of 
storage and administration, amounted to 10-11 
million Swiss irancs yearly {£427,000),* which was 
covered b y  an increase in the price of bread. The 
costs of wheat storage and the surplus price paid 
to producers amounted to 8| million francs, and 
it is calculated that this represented 2 Swiss francs 
per 100 kg. of wheat, or 2 centimes per kg. of 
bread, so that if a yearly consumption per head of 
100 kg. (200 lbs.) is reckoned, the burden imposed 
on the consumer b y the monopoly would amount 
to about 2 francs (is. 8d, gold) per head per year.f 
The farmer was guaranteed a price per 100 kg. of 
wheat, varying from 38-45 francs, J which should 
be 8 francs higher than the cost of foreign com at 
the Swiss frontier.

A  difficulty accompanies a scheme of this kind, 
however, when applied in a country where com 
is grown to any extent for consumption on the 
farm : the higher price induces the producers to 
grow more com for the internal market, with 
serious disadvantages to remote mountainous 
districts which rely largely on their own com  for 
feeding their livestock. To overcome this difficulty 
the Federal Government was, therefore, obliged to 
grant a direct subsidy, the flour premiums, to those 
producers who grow com but do not sell it. These 
subsidies cost an additional 4 million francs, 
which was bome b y the Federal Government, so

* 25 Swiss francs, gold =  £i.
t See Dr. Gottfried Keller, Zur Getreidefrage, Aargau, 1926,
J A wheat price of 40 francs per 100 kg. is equivalent to 66/- per 

quarter at gold parity.
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that the total cost of maintaining the monopoly 
was about 15 million francs.

The system was attacked because it imposed 
almost the whole burden of the higher price on the 
bread consumer, rather than on the whole popula­
tion. For this reason it was eventually decided to 
abolish the monopoly and give the com producer 
the same price support b y transferring the whole 
of the cost to the Federal Budget. Home grown 
cereals are now purchased by the Government at a 
price fixed at 8 francs per 100 kg. above the world 
price, varying from 38-45 francs per 100 kg. The 
cereals are distributed to millers. The purchase is 
carried out exclusively through the agricultural 
co-operatives (except in the mountain cantons), 
which are obliged to give the same treatment to 
members and non-members. The import of 
foreign grain is permitted (under the previously 
existing tariff rates) but the millers are obliged to 
buy home grown wheat in a certain proportion. 
The Federal Government only continues to import 
foreign corn to maintain a store of 40,000 tons for 
national emergencies. Flour can be imported only 
b y the Federal Government. As it was feared that 
the free import of com, in conjunction with the 
higher price for home grown wheat, would cause 
a decline in corn production for home consumption 
b y inducing farmers to sell all their com  at the 
higher price and purchase foreign wheat or feeding 
stuffs, it was decided to raise the flour premiums 
b y 50 per cent. This proved insufficient: in 1930 
self consumption declined and a larger proportion 
of com was sold. In consequence, it was found 
necessary to pass legislation compelling farmers 
selling com at the surplus price to consume a 
certain proportion of their own com.
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Under the new system the price of bread was 
lower than under the monopoly :
Price o f Bread in Bern : Per kg.
End of June, 1929 (monopoly in force)..............  f50 centimes
15th May to 1st October, 1930 (new system) .... 48
18th June to 30th June, 1931 (new system) .....  38

t  50 centimes =  approximately 5<J. (gold).

During this time, however, the price of wheat 
was falling, rapidly, so that the reduction cannot 
be attributed entirely to the new system.

The total costs were considerably higher than 
under the monopoly, 23 million francs in 1931 
and 21 million francs in 1930. This increase must 
principally be attributed to the fall in world 
prices, which depreciated the value of the stocks 
of wheat held b y the Government. W ith the fall 
in world prices the span between the Swiss inland 
price and the world price increased, so that in 
1932 it was decided to reduce the minimum price 
to 36 francs per 100 kg.* The effect of the mono­
poly has been to increase the acreage under com 
crops in Switzerland.

A  monopolistic system of control has recently 
been instituted for butter. For the prosperity of 
the agricultural producer the maintenance of the 
butter price is as important as the price of com, 
since the Swiss peasant relies for the greater part 
of his income on the sale of milk and milk products, 
the export of cheese having fallen off in recent 
years. It was considered impossible to raise the 
import duty on butter (at present standing at 
i - 80 francs per kg.) and in consequence a butter 
monopoly was introduced. The regulation of the 
market for butter is more difficult than for com, 
as more than half of the home consumption is 
covered b y  the home production. In March, 1932, 
a central agency was created, Butyra, controlled

*This is equivalent to 60/ -  per quarter. The British farmer receives 
45/ -  a quarter under the present W heat Quota Act.
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by four groups— the Central Union of Swiss Milk 
Producers, the Swiss Butter Union, the Union of 
Swiss Consumers' Co-operative Societies, and the 
Union of Independent Butter Producers. It is 
operated b y a controlling commission composed of 
three representatives of each group and one 
representative from the Economic Ministry of the 
Federal Government, and presided over b y Dr.
B. Jaeggi, President of the Administrative Com­
mittee (Verwaltungskommission) of the Union of 
Swiss Consumers’ Co-operative Societies.

The control is essentially a monopoly :

(i) It purchases all home produced butter at a 
price fixed in accordance with the milk 
price ;

{2) It imports foreign butter in accordance 
with the demand estimated as a per­
centage of the average imports in the 
two years 1930-31 ;

(3) It resells the butter to the retail trade at a 
price which enables the latter to sell to 
the consumer at a price not exceeding a 
fixed level, at present 5 francs {4s. 2d.) 
per kg. for table butter, and 4-50 francs 
(3s. yd.) for cooking butter.

The four groups belonging to the agency may 
import butter to an extent sufficient to cover home 
consumption. Other importers outside the com­
pany may receive special licences for butter 
import, but these imports are subjected to a fee 
in addition to the duty, varying according to the 
span between home production and foreign butter, 
so that non-members cannot import more cheaply.

The internal price is maintained at a consider­
ably higher price than the foreign price ; in May,
1932, the price of best Danish unsalted butter was
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i  • 75 francs per kg. in the country of origin. The 
actual cost of the higher price and the admin­
istration is estimated at 4 million francs per 
annum.

In Switzerland organised agricultural producers 
have been able to secure a guaranteed price for 
their most important products, because they have 
stated their claim for a higher price on the same 
grounds as the industrial trade unionist demands 
a higher price for his labour. For the peasant 
farmer the higher price represents an additional 
return on labour, rather than on capital, and in 
consequence the Swiss farmers’ organisations have 
claimed that the peasant should not sell the 
product of his labour at a price which will reduce 
his standard of living considerably below that of 
the town worker. This claim has been well 
substantiated by the results of the book-keeping 
system applied to peasant farms, which show that 
the earnings of Swiss peasant farmers, even with 
a guaranteed corn price, do not compare well with 
those of the industrial worker in the towns. For 
Governments which are committed to belief in 
social and economic equality, some method of 
controlling the results of guaranteed prices on 
farmers and farm workers’ incomes is essential. 
In countries where the farmer is a capitalist, 
employing wage labour, it is impossible to claim 
guaranteed farm prices as a means of ensuring a 
minimum standard of living to the worker. But 
in countries where the land is in the hands of small 
peasant farmers, whose income from the farm 
represents chiefly a family wage, such a claim can 
be well justified on social and economic grounds.

In the Scandinavian and Baltic countries, where 
economic and social conditions are similar to the 
Swiss, i.e., where industry has developed against a 
background of peasant farming, similar mono­
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polies or methods of regulation have been insti­
tuted.

In Norway a State monopoly (Statens Korn- 
forretning) existed from 1924-27, controlling only 
imports of wheat and flour and not the home 
production. Norway covers 70 per cent of its com 
and flour consumption b y import. Agricultural 
producers found it difficult to compete with foreign 
com  as they only produce small quantities for 
sale, and the wheat co-operatives were small local 
organisations unable to found a national agency. 
Until 1927 the State purchased only small quanti­
ties of domestic wheat, as its buying prices did 
not then include any bonus and were lower than 
the prices most growers could secure from private 
individuals.

In 1927 the Government abandoned the mono­
poly of imports, but undertook the purchase of 
practically the whole of the domestic wheat crop 
suitable for human consumption at fixed prices, 
which were legally guaranteed to remain at least 
equal to the corresponding prices of imported 
wheat delivered at Norwegian ports. As in 
Switzerland, a premium to the producers of wheat 
for consumption on the farms was paid out of the 
proceeds of the import duties on wheat and wheat 
. lour. Subsequently, in 1929, the monopoly was 
reconstituted, and is now controlled by a com­
mittee of seven members appointed b y  the 
Parliam ent; of these, four represent Co-operative 
Organisations— two from the consumers’ societies 
and two from the farmers’ societies. The 
monopoly now purchases all home grown wheat 
suitable for human consumption, and resells it. 
The selling price is about 4 crowns* per 100 kg. 
higher than the price of wheat at Norwegian ports

*1 crown = approximately x shilling.
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(not including the duty). After the home grown 
wheat is cleaned and mixed to a uniform grade 
it is distributed to the various flour mills. The 
mills desiring to buy imported wheat are required 
to pay a fixed price and to grind the grain according 
to instructions from the monopoly administration. 
In marketing flour the Norwegian mills and the 
wholesalers of imported flour are required to sell 
at specified prices which are uniform throughout 
the country. Each miller and each wholesaler 
of imported flour receives a fixed fee for every 
100 kg. of flour he sells.

The monopoly succeeded in stabilising prices. 
According to an American investigation* of its 
price policy, the spread between quarterly average 
prices of Norwegian wheat and quarterly average 
British parcels prices was more irregular than the 
spread between the prices of Danish and Swedish 
wheat and British parcels. This discrepancy 
resulted primarily from the operations of the grain 
monopoly, as, owing to its operation, the Nor­
wegian consumer did not reap the full benefit from 
the fluctuations in the world market, and the span 
between Norwegian prices and the world price 
was as great as it was in Germany, where com 
prices are supported b y a high tariff on wheat.

Sweden, Holland, and Czechoslovakia have also 
introduced corn monopolies ; Sweden and Holland 
for imports and home production, Czechoslovakia 
for imports only. In Austria the institution of a 
com  monopoly has long been discussed, but none 
of the various projects have so far been carried 
out. In France a project for State control of com 
marketing has recently been put forward b y the 
socialist parties. Czechoslovakia has also recently 
instituted (December, 1932) official syndicates to

♦Wheat Studies, Stanford University, The Wheat Situation in 
Scandinavia, 1931.
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regulate the trade in livestock, meat and bacon, 
milk, milk products and eggs. The syndicates, 
composed of representatives of agricultural pro­
ducers’ co-operative societies, the wholesale trade, 
and the consumers’ co-operative societies, are to 
control imports, to assist home marketing, and to 
stabilise prices.

Of these examples the most interesting is that 
of Holland. The protection of agricultural pro­
ducers runs counter to the country’s accepted 
economic policy, which is opposed to tariffs and to 
State intervention of all kinds. In spite of this 
tradition the W heat Law, passed in July, 1932, 
constituted a State agency which is, in fact, a 
monopoly similar to the Swiss. To protect pro­
ducers a milling quota was introduced, compelling 
millers to grind 25 per cent of home grown wheat. 
It was necessary at the same time to introduce 
some means of distinguishing home grown from 
foreign wheat, and to give the home grower a 
better price. All producers selling to the eight 
existing marketing organisations (some of which 
are co-operative in character) could obtain a 
higher price for wheat. As only wheat sold to 
these organisations is considered home grown 
wheat, growers were given a strong inducement to 
sell to them, and the marketing organisations were 
actually given a monopoly. The eight associations 
have now been formed into a Union which deals 
directly with the central millers’ organisation. 
The price paid in February, 1931, was 12-50 
gulden per 100 kg. (21s. per 100 kg.), more than 
twice the world price at the time.

State monopolies for crops have also been in­
stituted in Latvia and Estonia. A  monopoly for 
rye, grain, and flour was instituted in Estonia in
1930, giving the Government the sole right of 
importation and purchase of com, with power to
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grant licences to individuals for import. Rye is 
purchased from the farmers, or from their Co­
operative Societies, at prices fixed with reference 
to the cost of production in various districts, 
for which purpose records of the agricultural 
book-keeping department must be consulted. 
Other commodities (sugar, honey, coffee, tea, 
wine, margarine, fish, milk, cream, butter, and 
eggs) have been brought under the monopoly 
administration. The regime imposes a severe 
strain on the State’s financial resources. In Latvia 
the State has purchased rye and wheat from the 
farmer at fixed prices since 1930, and more 
recently (in April, 1932) a monopoly was insti­
tuted, the profits of which are to be devoted to 
assisting butter and bacon production. In Lithu­
ania no monopoly has been instituted, but the 
Government buys grain from the farmers at fixed 
prices, to establish a grain reserve for the regula­
tion of the market. The purchases are made 
through the medium of an organisation uniting 
the Agricultural and the Consumers’ Co-operative 
Societies, Lietukis, founded in 1930.

* * *

To summarise the results of all these govern­
mental trading experiments is not easy, since most 
of them have only recently been instituted. It 
is clear from the experience of the Swiss and 
Norwegian monopolies that this method of assisting 
producers does not impose an excessive burden on 
consumers and can be conducted without an 
excessive increase in prices or heavy financial loss. 
Whether assistance to the peasant farmers is 
justifiable is a question too wide to be discussed 
here ; but, as has already been pointed out, it is 
important to observe that, in the countries which
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have used this method, the protection to producers 
is very largely a protection of labour and not of 
capital. The peasants' minimum price can be 
justified in the same way as the claim for a 
minimum wage in industry. But the State 
trading policy pursued by the Federal Farm 
Board and the German Government cannot 
be defended in this way because the estates of 
Eastern Germany and the grain growing farms of 
the United States are definitely capitalistic under­
takings, and the farmer claims to make a profit 
on capital rather than to make a living b y his 
labour. If it is admitted that the State should 
protect the interests of working producers in 
agriculture, as in industry, it appears that the 
State corn monopoly is to be preferred to the 
protective tariff or to crop purchases in the open 
market, though it is not so easily applicable in 
countries where farming is organised on a capital­
istic basis. It permits price fixing in accordance 
with cost of production, giving producers a degree 
of security, and at the same time permits control 
of prices b y representatives of consumers’ interests.

5.— TH E POSITION OF AGRICULTURAL 
CO-OPERATIVE SOCIETIES.

Under m any of these State marketing schemes 
producers are legally compelled to market their 
produce through the State agency, which, there­
fore, draws the already existing Agricultural 
Co-operative Societies into its sphere and may 
easily supersede them. Is this situation desirable 
from the standpoint of the Co-operative Societies ?

It is difficult to deny that some application of 
compulsion is necessary if agricultural marketing 
organisation is to be put on a permanent basis. 
The old days when the farmer produced for a local
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market, and free competitive marketing was 
possible, are long p a s t; to-day in many countries 
he produces for a world market. But the farmer, 
even the large farmer, is a small producing unit 
as compared with the units in modem industry, 
and in the modem capitalist system he finds 
himself at a disadvantage as compared with other 
producers,, unless he can combine for collective 
or co-operative marketing of his products in order 
to obtain some stability of prices. But the task 
of organising collective marketing of agricultural 
products is extremely difficult, far more difficult 
than in industry. Collective and co-operative 
marketing has made great strides in certain 
branches of agricultural production where the 
product is localised and capable of standardisation 
— Danish bacon, Brazilian coffee, and milk in many 
countries. But in the two most important 
branches of agricultural production, com  crops 
and livestock, it is impossible to speak of a gener­
ally successful advance in collective or co-opera­
tive organisation. The varying conditions of 
production and the varying character of the 
product impose almost insuperable difficulties in 
the w ay of establishing organisations covering large 
areas, except b y legislative measures enforcing 
membership of marketing organisations.

But these measures should be confined to the 
foundation of marketing agencies b y  strengthening 
existing organisations. The British Agricultural 
Marketing A ct of 1931 follows a procedure of 
this kind, and is not really open to the 
charge of co-operation by compulsion. The 
Act gives a majority of farmers the power to 
compel a minority to support a co-operative 
marketing scheme, but the scheme itself is organ­
ised on a voluntary basis. When the scheme has 
the approval of two-thirds of the producers
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concerned, the remainder are bound to bow to 
the will of the majority. Previously a minority of 
producers, by staying outside, could reap the 
benefits of co-operative action without bearing 
the responsibilities of organisation, and many 
attempts to organise marketing on a large scale 
failed.

But the State marketing schemes described in 
the previous sections went much further than 
this : the intervention of the State was used, not 
to strengthen the existing organisations or to 
stabilise prices, but to raise prices and subsidise 
agricultural producers by the use of public financial 
resources to an extent which economic and social 
conditions did not justify. The agricultural co­
operatives in the United States, Germany, and the 
countries of Eastern Europe, although th ey have 
not been responsible for the policies pursued by 
the State organisations, have undoubtedly given 
strong support to attem pts at price fixing through 
Governmental marketing agencies, since it ap­
peared to be the only hope of creating reasonable 
security against the rapid fall in the price level. 
But these attempts at control were carried far 
beyond the powers and the aims of the co-opera­
tive organisations themselves. In the countries 
of Eastern Europe, where the co-operatives are 
financially dependent on State subsidies to a very 
large extent, the intervention of the State resulted 
in an investment of capital in excess of marketing 
possibilities.

In consequence the agricultural co-operatives 
in these countries seem to have gained little from 
these schemes. The advantage of a fixed price 
level which State marketing offers, which in these 
countries has been a temporary advantage only, 
m ay be outweighed in the long run b y  loss of 
independence. Since all producers obtain the same
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treatment, a co-operative society no longer offers 
to its members any special inducement to sell 
through it. In the opinion of an independent 
observer, Mr. C. R. Fay, the Agricultural 
Co-operative Societies in the United States have 
lost far more than they have gained b y the far- 
reaching State intervention of the Federal Farm 
Board, which m ay finally undermine the co­
operative basis of organised marketing.*

The defect of State action up to the present has 
been its attem pt to organise too ambitiously, to 
subsidise rather than to organise. The same 
objections do not apply to the import monopolies 
in Switzerland and Norway, where an exorbitant 
price policy or excessive financial support have 
been obviated b y  the division of control between 
Consumers’ and Agricultural Co-operative Socie­
ties, and where, in consequence, it has been 
possible to give the farmer the security which, in 
these countries, he is justified in demanding on 
social and economic grounds. In this form the 
intervention of the State is both necessary and 
u sefu l; it puts the voluntary organisations on a 
permanent basis, and provides machinery for 
adjusting the interests of producers and consumers.

•This view was expressed in an address by Mr. Fay to the British 
Association in September, 1932 .
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