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POSTWAR _ECONOMIC RECCNSTRUCTION OF EUROPE

An—Address by Professor Ludwig von Mises
__before-the
Baniing-Seminer;—School -of Businegs, Columbis Univeraity—
Thursday--evening,--November 71,1940

Western civilization is a civilization of industrial countries, as dis-
tinguished from agricultural countries. The characteristic feature of an in-
dustrial country is that it imports raw materials and foodstuffs, and that it ex-
ports marufectured goods, which are for the most part manufactured from Imported
raw materials.

What made the comtries of Western and‘Central Europe industrial countries
was not so much thelr natural resouwrces as accldental historical factors. Western
Europe has developed political and economic ldeas that ﬁave given rise to an
crganization in which modern capitalism can flourish. Economic liberalism and its
corollaries, capitalism and political democracy, had their origin in the West, and
from there, in the course of the 19th century, slowly spread tc the other parts of
the world. The head-start thus gained by Western Europe explains why these Western
countries, up to the outbreak of the first World Whr,'were by far the richest.

Their capital had alrealdy begum to accumulate at a time when other countries were
still following backward methods in govermment and production.

It is lmportant to realize that the advantage thus gained by Western and
Central Europe was ftemporary only, and that it was doomed to be overtaken by the
gevelopment of natural resources in other parts of the werld. Viewed from owr
present state of geographical and geological knowledge, the cradle of modern capli~ |
talism must appear poorly endowed indeed. There are many varietles of raw materials
and foodstuffs which carmot be produced at all in these cowmtries, and there are

many others which can be produced only with a greater expenditure both of capital
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and labor than is requlred elsewhere., With the realization of these disparities

of natural endovment, and wlth the practlcal adoption of modern methods of govern-
zzzgc g(wmf/\ C&"‘tx—-(,b:,.._ua £L™ fﬁ.z-‘,..a,, —erréenn s flm

ment and production by the formEr1y—mnrE—tmkiﬁee—%ar%ayeus_bn;/better endowed
countries, capital and labor concomitantly migrated Irom Ewrope.

This transfer of capital and labor, by which Western Ewrope geve and all

A&ﬂhq T
the rest of the world only received, was-1ﬁmrfgwg{ _évent—of—the most

gloricus &pock in human history so far. It made North America, great parts of
e

1dtin Americe, Austrelia and e large aree in South Africe the-white manfs home.

-
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Tt trefinformed the economic and social structure of Japan/, China end India. It

left no part the world untouched. It made international the outer trappings,

the paraphernalia o dern civilization. Wé may deplore the fact that this inter-

nationalization did not co ently ipelude the pollitical and moral ideas of

English and French 19th century 1 alism, and thet, far from eradicating the in-
nate propensities to violence, it only provided the non-European nations with more
efficient and more terrible instruments. 3But fﬁﬁs.failure is only to be ascribed
to the replacement eprthese old liberal ideas, tcday sﬁigmatized and laughed at as
"orthodex, " by sgééglled more realistic doctrines of power politics.

It was this "Realpolitik" which trought the period of laissez faire and

laissez passer to an end. Today, international migration is practically impossible,

and itvmay be that, in the not too distant future, migrations will even be hindered

within the boundaries of every country by the seme factors which have already re-
duced “Irternationai-migredion—Tigwres:

The mobility of labor had created a tendency toward an equalization of
the marginal productivity of labor. The great disparities in wages and standards
of living among different areas of the world gradually diminished. Today, labor is
practically cowntry-bound. This fact has the tendency not only to perpetuate but
to eaggravate the inequalities in étandards of living and civilizatlon among differ-

ent nations., Wages are today mugh higher in the United States and in the British
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Dominions then even in Englend; in Ewrope wages are lower the further we go east-

ward end southwerd from Ingland.

i u@ﬂ,iuw;.,/

Sxa;;mmeneﬁserlous is the situation with respect to the supply of caplital.
Foreign investment was based on the assumption that the rights of private property
would be respected. TPrecisely the opbosite was the case. We mgy safely say that
éfﬁfapriation of the rights of foreign investors and the repudiation of forelgn
loans are considered a regular means of economic and financial policy. It is an
accepted and generally tolerated practice of governments to use thelr sovereign
powers for the sake of the nationalizetion of enterprises held by foreigners. It
is a common rule to establish foreign exchange regulations in order to nullify the
claims of forelgn creditors.

Looking back over the history of foreign investment and international
credit, we wmay observe that, but for the United States and the British Dominions,
canital marched on a one-way route. Cnly Eiing;h optimism could believe that the
fate which the foreign investors and creditors will meet in Chine and British Indias
will differ essentially from what has befallen them in Rusgia, in Germany and in
the Balkans.

Until the outbreak of the first World War, Western and Central Europe
finenced their purchases of Imported food and raw mate?ials to a great extent by
the interest on foreilgn lcans and by the earn;ngs of foreign investment. This
will no longer be the case. That part of foreign assets which has not already .

»ﬁ:(” L‘J_ Previlly &»«»4«"
been lost by-comfiscation-and .rep u&&ation has been confiscated b overnmentsrandiaaxb arr
z‘g g Ve

used for ths financing of war expenditwres. The present war will leave Europe

without forelgn assets.
Ve L,‘,_/c_ﬂ o lu,
Now—wo— mayfreal the exitieal situation which the Western countries of
u’cfr‘,//
Ewope will have to face /”52'%he one hend, an industry without adequate equipment.
Machinery used up and not properly replaced, machinery for the production of arms

and military necessities which camnot be used for the production of goods which
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buyers in peace tlme demend. On the other hand, no way to provide the capital re-
quired. It is umlikely that the American investor, after all the experiences he
has had with foreign stocks and bonds, and with the unpleasant memory of foreign
exchange restrictions, will be anxious to run the risk anpew. But, even if ke
should be ready, his govermment will hinder him, It is nowadeys one of the items

or. the labor program of creditor countries fto stop the outflow of'capital in order

to render higher the domestic level of wages. ,

This state of affairs spells the doom of European labor. They will have
to werk in factories whose equipment is mmch poorer than the equipment of the com-
peting plants abroad. The Euwropean entreprenewr will have to pay on the world-

)é;zd ettt

market the same price for raw materlals as his competitors overseas, who, oé??under
mcre favorable conditions. He will, moreover, have to sell his products at a lower
rrice than his competitor who will be sheltered in his home market by protective
Irport duties. The result will be low wages for . industrial workers, which will
depress their standard of living to something like Japanese levels.

These conditions -~ a comparatively wnfavorable state of material resocurces

Tor production, an extreme scarcity of capitsl, the impossibility of emigration for

the excess population, and trade barriers in the foreign markets - will make it

P
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impossgible to continue the prewar economic policles. | Thésgﬁﬁgfe characterized by
a dlsregard of vital necessities and by ignorance of the principal requirements of
business, What pecople are accustomed to call a pfogressive gocio-sconcmic peolicy
consisted mainly in measures resulting in a reduction of output and in the con-
sumption of caepital. Modern labor policy was designed to reduce howrs of work,

to raise wages above the level which industry could bear, and to confiscate a part
of the capital invested iIn order to spend it. The most outstanding instances of
this policy are the unbalanced budgets and the practice of embarking upon public
werks regardless of the profitabllity of the enterprise. It was a misguided class

policy which ¢idnot understand the meaning of profitaebility within the framework of
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a capitalistic society. If capitel is withdrawn from branches of busineas where
it conld pay, and invested in activities where it does not pay, the result is waste
of capital and the creation of & privilege for minority groups. If capital is
consumed or wasted, it is not only the entrepreneur and the capitalist who pays

the Dbill. Other things equal, more capital means higher marginal proiuctivity of

lator and therefore higher wagesp/'

fAll the measures of modern social legislation which effectively restricted
the quantity of capital available and the output, were, in the last analysis, meas-
ures against the masses, both as wege earners and asg conswmers.

But-I-do-not-wish-to-discuss—the incldence of "labor and taﬁflggislg?ion:flmh_
Whet I -wish-to-sgy—is-only this: fg; policies of this type there will be no room
left in vostwar Euwrope. This--let us say "Victorian“—-policy was one of taking
away something from the entreprenewr and the capitalist, Where there is a tre-
mendous shortage of capital and where the entreprenewr lacks the means for & better
equipment of his plant, for the purchase of raw materials and for the payment of
wages, nobody can tax him or interfere with his management, if the wheels of the

§ [y o 2

mills are to continue twning. I-de-nei-—see éhder such conditioniﬁq_field where
trade-mmions could operate. There will be left no other taxpayer—than the wage-
earney and the consumer. Everybody will easily understend the problems involved,
and the somewhat metaphysical aphoriem, "the State should pay this or that,” will
lost its undeserved prestige. Where all the taxes must needs be paid by labor,
because there are no rents and business profits to tax, every increase in public
expenditure will immediately shorten labor's capacity to consume. The budget will
be baged on something like head taxes on great masses of extremely poor wcrkers.
The old slogans, "tax the rich, subsidize the poor," are void of meaning where
everybody is a have-not and where the only goal of a reascnable economic policy

has to be to facilltate the accumulation of capital. The labor policy of the

traditional type, and the activities of trade-umions will become cbeolete.
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The same will hold true for the prewar agrarian policy. In the in-
dustrial countries of Europe, high import duties, the gquota system and rigid
prohibitions of imports on the one hand, and subsidies and tax exemptions on the
other hend mede the farmer live at the expense of the consumer. Domestic food
prices were often three timee or even more higher than world market prices. It
will be impossible to maintain this system to the dissdvantage of an extremely im-
poverished non-sgrerian population. This means the disappserance of the greater
part of agricultural preoduction in these countries.

N¥or will conditions be better for urban real estate. An impoverished
people will hardly be able to pay rents sufficient for the maintenance of the
buildings. &

2w5th the decline in the value of real prbperty and the income derived
from it, mertgages will be defaulted. Savings banks end insuwrance institutions

will go banirupt because their assets will depreciate.

Of course there is nc doubt that, notwithstanding the military and politi-

cal result of the war, all bank aessets will be valueless. Thelr forelgn assets
have been expropriated by the government. Thelr holdings of commercial paper,
of lozns on collaterzl, of govermment bonds and debentures and of mortgages will
ikewise lose thelr value. ‘
MJM:,VLL ,/

The day after the cessation of hostilitles will therefore }e the b;&ekest
"rlday-tw oo d%ﬁf@%&f war will result in total bankruptcy. It would be
wrong to attempt to refute this by citing the armistice day of 1918. At that time
there were not only neny Ewropean cowntries which had not suffered at all, but even
in the belligerent countries the structure of the apparatus of production was un-

shattered, And a véry important difference 1s this: that the Jews have been

practically eliminated from business. What.that means, no American can- realize.
-~/

. /
It meafis I tral and Eastern ?Frope :?ééfeveriypdy who is’PﬁSineii;ginded has

been removeé, and that E;éée remaining/expect every improveﬂgnt from the action of
£ H
..

A
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a,metaphxg;g;;fentiﬁﬁgeig@:$§a154l> The quick reconstruction of economic life in

Ewrope after 1918 was the work of business men, among whom in Central Furope more

than 50 per cent and Eastern Ewrope more than 90 per cent were Jews,

l;he people lnvolved.. —They will not be ready to face stark reality and to pnder—
stand that nothing else can lead them back to prosperity than restless’work. They
will look for some srtificial remedy, for some magic wand to change dust into food
and clothes., Decades of demagogy have given them the conviction that there is

some panacea ageinst all economic 1lls. They believe that it is the dubty of the
government to discover it.  They believe superstitiously in the power of finencial
érééﬁh:;be it stamp money, social credit, or‘ﬁ£§§§§§§2§§f§fi* They belisve in every-

thing but in what they call orthodox eccnomics, If someone explains that capital

é

car be accumulated only by saving, they call his advice“ﬁismal ascience.

There is no doubt that Europe will after the war have to go through a
long period of extreme poverty. TUntil new capital is accumlated, the masses wlll
live on a level not better than that of the infancy of modern capitaliam. One of
the consequences of this relapse will be an increase in the difference in the level
of 1ife and civilization between Europe and America.

~

It~is‘6EVTEﬁs*that‘fﬁé‘evonomiG-daelinehofaEurgpedwi;lngfffiﬁgémerica;—~
toc. Europe will no longer be able to buy the guantities of Ameri;;n raw materials,
Tooé and other products, which it used to buy formerly. Irrespective of the re-
sult of the wer, the American farmer will suffer a disappointment. The demand for
wheat, lard, cotton, tobacco and other farm produce in Europe will be curtailed.

In any case, the internstional division of labor will be restricted, not becaunse

of government esteblished trade barriers, but because of a retrogression in
European production. There still are, today, some branches of production where
Europe is supreme, i.e., optical instruments in Ger§§ny, watchmaking in Switzerland,

TRl o UL
fashione in Paris, cloth in Great Britain. But Irdo-not-sse—any reason why the
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production of these articles should not receive an impetus in this coumtry which
has the edvantage of being the biggest market for their consumption.

o Whet-is—true—for North-America is no-less—true—for-Iatin-Ameriea, . THh<——-

- R

poverished Europe witi=set fulfill the hopes of those South American politicians
who expect to find apgeemt outlet for their raw materials and foodstuffs, The
fantastic plans for a German penetration of Latin Aﬁerican will fail, .

The most important gquestlon seems to be whether the United States will dbe

able to contribute to a better and quicker reconstruction of Ewrope. Fdo=mot
5= 41mit gra tion—potiey+I-bew<"""

lieve=that i¢ 1s mlikely that the American trede unions will in the near future
(A2 el o
lose their influence or change their ‘mind; 44”1&%%é other hand, ::nﬁﬂafﬁf’hme that

the Amerdcan investor will rot be hindered by the government from investing his

capital where he 1likes. But the prodlem is, whether the reasonable investor would
want again to risk his capitel in Euwrope. To—re, i;"seems indubitable, that all

¥inds of forelgn investmsnt and loans to forelignere are doomed if the present state

of international law concerning these matters continues to prevail. This state,5H1L =
law is characterized by the following features:

(1) Every govermment is free to repudiate its obligations or to tax as
it likes the yield from its bonds.

(2) Bvery govermment is soverelgn as far as currency is involved. It
nay ad libitum devalue its cwrrency, it may make unilateral changes in the value of
the money which it owes., It has the right by means of foreign exchange regulations
to rob all foreign debtors of their principal and interest.

(3) Every govermment has the right to expropriate-foreigners directly or
through taxation. Even wndisguised discrimination against foreigners is tolerated
if it is presented to the public as a measure agalinst capital and big business.

Of course, it is clear that only countries which will be ready to abdicate

their sovereignty in these matters have a chance to attract foreign capital. The



-9 -

most Important financial provision in the new constltution of the League of Nations
will therefore have to be the transfer to the League of the competence to leglslate
on these metiters, and the establishment of an efficient tribmal to adjudicate all
disputes arising therefrom. ,

It is obvious that a satisfactory state of internstional relations which

would keep the world at peace would require many mére encroachments on national
sovereignties. But I-de—meotudsh-be—dtgress—fronm e-Hmitsof my-subjeet-in—=—
&eﬂimmtm under the present state

of prevailing ideologles, it is simply utopian to demonstrate that peace and good
will among the nations is possible only in a world of free trade and private proper-
ty. It will teke some time wntil menkind will be ripe again for this practice.

We have to realize that postwar reconstruction will have to be accomplished in a

much less perfect milieu.

Owr contemporaries have the strange belief that economists and bankers
may discover some magic power which can rebulld the rulns at no expense to society.
In the presence of these bellefs, it is the duty of honest economists to repeat
again and again that, after the destruction and the waste of a period of war,
nothing else can lead soclety back to prosperity than the old recipe - produce
nore and consume less.

This 1s the only way for Ewrope to reconstruct its economic machinery,
as far as it still can be redbuilt.

This reconstruction cammot be undertaken from without, it must come from
within., It is not simply é matter of economic technique, still less of engineer=-
ing; it is a matter of social morale and of izzz;i‘ideologies. It can succeed only
on the basis of a retuwrn to capitalism and to the economic methods of the 19th
centwry. 0f couwrse, many éigﬁinguigﬁga contemporaries believe that there ie
another alternative, that is, socialism, It is not within the scope of this

>édé;é§grto discuss the pros and cons of both these systems of social cooperation.
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The analysis of the thearetical side of thls question would lead us fer afield.
A - R Y AL

I wish’ only“tﬁmim'z{ that the experience both in Russia and in Germany is not

conducive to a favorable Judgment of socialist methods. What 1s wanted is tq

gecvre for Furopeans something better than the Russian mode of 1life.

The first and immedlate consequence of the armistice and the demobiliza-
tion of millions of soldiers will be a tremendous smount of memployment. Probably
sore quacks will recormend, as a remedy, public works, labor camps and compulsory
labor service. But who should pey for these expendituwres? The problem is not

busy work, but work which can produce the commedities which the producers of raw

Such

-~
R
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cormodities for export no govermment and no socialist management every could pro-

materials and food in non-Euwropean cowntries are ready to accept as payment.

duce, For this production, entreprenewrs are needed.

The spirit of enterprise and the initiative of business has, in the last
two hundred years, transformed Euwrope from a continent of barefooted and half-
starved masses into a world of mass consumption of goods once wnknown or considered
as luxuries, If there is any hope for s new upswing, it rests with the initistive
I ~parties of Europe have
destroyWen’iﬁ"iﬁézm of a fig}ygénst 1n@141d}@115 and

f'j .

liberalisn. 7 ///
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The'entrepreneﬁf\wihi have to rebuild/what the  governments and the
e
-

of individuals.

politicians—havedestroyed.



