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The closely interwoven history of money, banking and industry in two
small and powerless countries on the confines of eastern and western Europe in
the tormented years of the interwar period is, from more than one angle, of
more than parochial or transitory interest. 'This history provides a contribution
to the assessment of the impact of the gold-exchange-standard experiment, and
ws early disruption, upon credit, trade and domestic growth of small, peripheral,
either industrial-tertiary or industrial-agricultural countries. Their banking
experience, in most varied and mostly adverse conditions, indicates a notable
capacity of what now would be termed “universal banks” for channeling finance
from all possible sources towards profitable and vsuaily productive uses. De-
velopments in respect of bank-industry relations reveal striking capability of
these “umiversal” banks, with adequate backing from lenders of last resort even
without spectacular insticutional reforms, for maintaining the banking system in
functioning order and contributing to the development, preservation, or con-
version of productive capacities and, in favourable conditions, to the productive
deployment of the available labour force.
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Librarian, and Mus. Istvin Szalkay, Assistane Librarian of Karl Marx University of Economics,
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The Macroeconomic and Institutional Framework

The macroecononiic framework in which the banking system of Austria
and Hungary operated was determined, on the one hand, by the profound
rearrangement of the politcal and economic structure of these two countries
and, on the other hand, by a process of protracted depression, as a result of
which natonal income of Austria at the end of the period was lower than in the
last prewar year and that of Hungary one third higher only.! Prewar Vienna
banking was the centre of a territory eight times the territory of postwar Austria
and Budapest banking the secondary financial centre of a territory three and 2
half times that of postwar Hungary. The change in population numbers was of
stmilar proporuens. Parallel to the fragmentation of eredit markers, there wasa
fragmentation of commodity markets, and this fragmentation was accentuated
by the fact that the takeover of industrial property by nauonal or international
owners was a declared policy objective of all neighbouring countries which
incorporated parts of the former monarchy’s territory and population. Econo-
mic fluctuations, in consequence of these unfavourable structural changes, were
thus in both countries inextricably interlinked with structural crises.  Crisis and
cyclical policies of both Austria and Hungary, in addition to major and recur-
rent, international and dornestic, crises and depressions, had to face in these
conditions, throughout the interwar period, a superimposed permanent crisis of
structuralnature,

The alternation of crises and recoveries was intense in both countries but, in
comparison with prewar, on lower levels in Austria. The inflationary expan-
sion of 1919-1922 in Austria and of 1919-1923 in Hungary, interrupted by an
abortive stabilization in 1922, was followed by a stabilization crisis of one year
in Austria (1923) and of about two years in Flungary (1924, 1925). The
subsequent short-lived, mainly foreign-financed expansionary process shifted
into stagnation in 1929 and a critical contraction in 1931 — from which recovery
was gradual in both countries and, prior to the armameants boom, in Austria
never reached, and in Hungary only slightly surpassed, the previous peak levels.

! The gross domesuc product of Austria in 1929 was estimated to have surpassed the level of
1913 by 5 per cent but to have reached, after the crisis, a level sall 9 per cent lower in 1937
{Monatsbenchre des Osterveichischen Institutes fiir Wirtschaftsforschung, Sonderheft 14, “Oster-
reichs Volkseinkommen, 1913 bis 1963"", Wien, 1965, p. 38). Gross domestic product of Hungary,
in comparison with an average of 1911/13, was reckoned to have been higher by 22 per cenc in
1928/29, by 26 per cent in 1937/38, and by 34 percentin 1938739 (A. ECkSTEIN, Jucome and Wealth,
Chapter S, Series ¥, reprint, Cambridge, England, 1956, p. 20).
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The Banking System of Austria-Hungary

The evolution of bank-industry relations in the interwar period of both
Austria and Hungary was profoundly marked by the evolution of the banking
system in the preceding period of constitutional, monetary, financial, and
customs unton. The Austrian National Bank and the National Bank of Hun-
gary were successors to the Austro-Hungarian Bank and took over impertant
parts of its assets, liabilities, business, staff, and routines. Vienna- and
Budapest-based commercial and credit banks formed a closely interwoven
network of fundamentally “universal” banks and partly succeeded in con-
tinuing with their co-operation beyond the dual era. The complementarities
developed between and within industries under the customs union also out-
lasted partition and contributed to maintaining transnational links berween and
inside their financial and real sectors,

The two countries’ single bank of i1ssue, the Austro-Hungarian Bank was
one of the first central banks in Europe: it was established in 1816 as Qester-
reichische Nationalbank and of longer standing than all other central banks —
except for the Bank of England and the Banque de France. Subsequent to the
constitutional compromise between Austria and Hungary, the Bank was
reorganized in 1878 as a common Austro-Hungarian institution and it operated,
after the currency reform of 1892, an effectively stable international gold
standard. The First World War terminated this experience and the. Bank
becamne, during close to seven war and postwar years, a virtually powerless
instrument of fiduciary issue. The Austro-Hungarian Bank thus bequeathed
on the two succession states the still living tradition of a masterly managed gold
standard — with all the immediate liabilities and consequences of gallaping
inflation.?

Vienna commercial and credic banks were the centre of the whole banking
system of Austrian Ldnder and, in addition, had powerful influence over
important parts of Hungarian banking. Two thirds of the share capital in
Austrian banking was invested in Vienna banks. Headquarters of all leading
banks was in Vienna but their 202 branches spread all over the Linder.
Specially close links existed between Vienna and Budapest banks, in particular
between Osterreichische Creditanstalt and the Hungarian General Credit Bank
and becween Allgemeine Osterreichische Bodenkreditanstale and the First
Hungarian Commercial Bank of Pest.

? Oesterreichische Notenbank, 1816-1966: Geschichte des Oesterreichischen Noteninstituts (on
appointment written by 5. PRESSBURGER, Wien, 1966), Chapter Two, pp. 151-367, “Die Qester-
reich-Ungarische Bank, 18781923,
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Leading Vienna banks, and their Budapest counterparts, from their very
beginnings in and about the 1850’s, aimed at developing concurrently both their
short-term and their long-term business and, in this sense, were among the
pioneers of what now would qualify as “universal banking”. Osterreichische
Creditanstalt e.g., according to its foundation statutes of 1855, was, on the one
hand, entitled “to accept money on current account and to transact banking
business™; “to receive and pay dividend warrants and dividends and to recover
claims in favour of third parties”; “to grant interest-bearing advances secured by
Austrian government paper and land redemption debentures, shares and bonds
of inland enterprises, bonds issuing from credit transactions of particular crown
lands, districts or communes, then also raw materials and merchandise”; and it
was, on the other hand, specifically authorized “to establish, in due legal
manaer, industrial and various other enterprises of public interest within the
territory of the Austrian Monarchy, to effectuate, to this end, transformation of
existing partnerships into joint stock companies, and to issue shares and bonds
for this type of associations”; “to purchase and to sell, to pledge and to exchange
for other assets Austrian government paper, inland industrial securities and also
private debentures”.> Most of these leading Vienna and Budapest banks de-
veloped and sustained furthermore close links of co-operation with such then
important international financial centres as Paris, London, Berlin, Hamburg
and Milano.

Leading Vienna and Budapest banks, whether established as commercial
banks or credit banks, developed into something like universal banks, clearly
differing from the English type of deposit bank or the French type of “crédic
mobilier”. These Austrian and Hungarian banks, like big banks in Germany,
Italy, Holland and Switzerland, engaged in both deposit and investment bank-
ing, and they were first and foremost in establishing close links between banking
and industry. Their activities covered all banking operations but took their
special characteristic from providing industrial finance, The usual form of
industrial financing, without clear disunction between short-term and long-
term operations, was current account credic guaranteed by undated covering
bills. On the basis of this type of industrial credit and of participation in share
capital, these commercial or eredit banks assured themselves growingly strong
controlling influence over industrial enterprises — with accounting control,

3 Ein fabrhundert Creditanstalt- Bankverein (Wien, 1957), pp. 11, 305, “Statuten der priv. k.k.
sterreichischen Credit-Anstalt fir Handef und Gewerbe, 1855", para. (4), letters (a), (¢}, (d) and

(£, (g)-

40



Money, Bunking and Industry in Intevwar Austria and Hungary

insight into financial documentation, powers of approval of company balance
sheets, and chairmanship or influential representation in the board of directors.*

The Banking System of the Two Succession States

-Parallel developments in Austria’s and Hungary’s banking and industry
continued after the dissolution of canstitutional ties. Co-ordination became
looser between the two countries’ finance and industries than within the inte-
grated structure but developments continued on more or less parallel lines for
many years to come, One important reason for recurrent correspondence 1n
the sequence of events was the fact that both countries established their rehabili-
tated currency and their new and independent central banks under the auspices
of the League of Nations. One further reason for parallel changes was similar-
ies of organization and maintained close co-operation between Vienna and
Budapest banks. [ndustrial strategies also showed like characteristics for the
reason that industrial development was lagging in both parts of the former
monarchy in subordinatton to services in the case of Austriaand to agriculture in
the case of Hungary.

The League of Nations, with the pioneering schemes for the f{inancial
reconstruction of Austria and Hungary, assumed a role of vital importance for
both countries’ financial destinies. The financial reconstruction schemes of
1923 for Austria and of 1924 for Hungary provided for the issue of major
international loans which were to serve the purpose of stabilizing their currency
and budget. The chief objective was stoppage of inflation and external and
internai stabilization of currency which was to be obtained by the co-crdinated
deployment of three powerful instruments: the establishment on an interna-
tionally recognized pattern of an independent bank of issue enjoying the
monopoly of note issue; the institution of budgetary procedures and practices
providing adequate safeguard for balanced and realistic budgeting; and the issue
on international markets of reconstruction loans, secured by specific revenues,
so that inflation could be stopped without waiting until the budget was ba-
lanced. The schemes, in the event, brought early financial stability to both
countries but also determined their international credit policies and their

* On the evolution of bank-industry relations in the prewar era from the angle of interwar
developments see H. Puxsaum, Das mittelewropiische Bankwesen (Berlin, Wien, 1929), pp. 5-19,
25-28; W. SwoBoDA, Sonderhefte der Betriebswirtschaftlichen Blitter, no. 3, pp. 53-59, “Das
industrielle Bankgeschift in Osterreich”; and, foremost, W. Reix, Die Beziehungen der Gsterreichi-
schen Grossbanken zur Industrie {Wien, 1932),
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domestic monetary and fiscal policies on a close to common pattern, at least,
until the great crisis and, in some respects, even beyond.®

The network and organization of commercial and credit banks in the early
interwar period showed lietle change in comparison with prewar in either of the
two countries. Leading Vienna and Budapest banks, although importantly
affected by war finance, new boundaries and continuing inflation, maintained
operations as usual in headquarters and inland branches and were hardly re-
strained 1n their activities by new legislation. Hungary established and de-
veloped a new institution of banking control, the Central Corporation of
Banking Companies (Pénzintézeti Kézpont) which was empowered to actasan
official organ of accounting control, as an executor in cases of bankrupicy or
merger, and as an administrator of some officially financed credit schemes.®
Powers to act as executors in cases of default were invested in Austria upon
Qesterreichisches  Credit-Institut  fiir  6tfentliche  Unternehmungen und
Arbeiten (Austrian Credit-Bank for Public Corporations and Works) but im-
portant cases mostly were treated by special legislation — one-by-one.”

The interpenetration of banking and industry became even more intense
than before the war in both countries, the more so as banks had a preponderant
role in financing, developing and managing war industries. The central-bank
role in the interwar period was, if anything, of greater importance than in the
prewar period because of comparatively low saving ratios and a poor function-
ing of financial markets in both countries. Commercial and ¢redit banks thus
combined the role of intermediaries towards the central bank as well as towards
foreign and domestic investors. They transmirtted the results of credit ereation
and capital transactions towards industry and transport and played animportant
role in the management of cash flow.

Banks importantly participated in the share capital of industrial companies,
to the extent that a large part of their own share capital was counterbalanced by
share capital and consortial participations in industrial enterprises. An impor-
tant part of financing was effectively long-term but formally short-term credit,
mostly financed from short-term deposits and partly only through saving
deposits or cash bonds. Banks in these conditions usually had a strong control
over industrial enterprises and reinforced their controlling influence by relying

% Sce Leacus OF NaTions, The Financial Reconstruction of Austria: General Survey and
Principal Documents (Series of League of Nations Publications, Geneva, C.658.M.232, 1926, 11};
LeacUE Of NaTions, The Finanaal Reconstruction of Hungary: General Survey and Prinapal
Documents (Ser. L.o.N.P., Geneva, 1926, [1.54); Lracus oF Natrons, The League of Nations
Reconsttuction Schemes in the {nter-war Period (Ser, of L.o.N.P,, Geneva, 1945, [LA.8).

& Law XIVof 1916, Law XX XVIl of 1920 and Law X{[[ of 1926,

7 CE Puxsaum, pp. 46-47.
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on deposit voting rights in the general assemblies of industrial companies.
Finally major banks became consolidated in a single concern with industrial
enterprises, to the effect that it was often directors of major banks who were
effectively managing industrial enterprises. The banks thereby became finan-
cial corporations of industrial concerns and in many cases even tock over
marketing of industrial products, e.g. the Creditanstalt for textiles, coal, sugar,
etc., and the Bodenkreditanstalt for timber, sugar, and alcohol.

The financial dimensions of banking business, however, changed fun-
damentally becween the prewar and postwar period in both Austria and Hun-
gary. Vienna banks provided banking services and met credit requirements of
the real sector of a population of 25-30 million; and they had controlling
influence over important parts of Budapest banks which, in turn, catered for
industry, transports, etc. and agriculture of a population of more than 20
million. Of the 202 branch offices of five major Vienna banks 99 only operated
in Vienna or postwar Austrian territories and 103 in cities and areas incorpo-
rated by Czechoslovakia, Poiand, Romania, Yugoslavia and Italy. Industrial
credits and participations invested in these areas accounted for approximately
one halfl of the total of these posts in the consolidated balance sheet for 1913 of
Vienna banks.® The total of share capiral and open reserves in the opening
balances of 1 January 1925 of seven principal Vienna banks amounted to not
more than 15.5 per cent of the total of these posts in their consolidated balances
of 1913 plus the value of share issue in the intervening period.” Devastating
consequences of contraction of like proportions became grossly aggravated by
nauonalization measures 1n banking and industry and suffly protectionist trade
policies of newly created or enlarged national states.'®

Development of bank-to-industry relations in the two countries, in spite of
all parallel changes, eventually took divergent directions in the erisis-ridden, for
them contracted and comparumentalized world of the interwar period. Direct

B L Ein fabrhundert Creditanstalt-Bankverein (subsequently Cf. Ein Jahrbundert), p. 161,

? CL Raix, p. 34.

19%.T. Layron and C. RisT, The Economic Situation of Austria (League of Nations, C.440 (1),
M. 162 (1). 1925 11}, pp. 26, 88-89. Tariff levels were much higher in five succession states than in
Austria itself or ltaly {or most other important European or overseas traders) as can be seen from the
following estimates calculated for and given in the report (average percentage rates of customs duties
calculated on two different methods) Austria and tealy - 16,21; Romania - 19,23; Czechoslovakia -
21 1/4, 30 3/4; Yugoslavia - 27,41; Hungary - 28,40; Poland - 49,67. The consequence was trade
diversion from these partners owards other countries as already appears from shifts in percentage
shares in relation fo total exports in comparisons bevween the year of high inflation {1922) and the
second year after effective stabilizauon {1924): Hungary, Yugostavia, Czechoslovakia, Romania:
1922 - 42.1; 1924 - 36.8; other European countries: 1922 - 46.9; 1924 - 48.9; overseas countries: 1922
- 11.0; 1924 - 143,
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international links beyond the terntory of former Austria were much stronger
m Vienna than in Budapest banking. The main international pariner of
Budapest bankers was Vienna. The collapse of the international financial
systemn, for this reason, much more directly and importantly influenced de-
velopments in Austria. The problems of industrial rehabilitation and progress
also differed. Vienna banking lost its industrial background in the Czech parts
of the new Czechoslovakia. Budapest banking, however, maintained a major
part of its interests, which were concentrated around Budapest itself. The
market problem facing these industries was nevertheless equally acute because
of tariff barriers cutting off the remaining industries from their customers. The
adaptation problem in Austria called for a complete centralization of the bank-
ing system and the transfer of all industrial financing to a single large bank. The
possibilities of industrial rehabilitation within the nadonal framework of Au-
stria also were extremely limited. The adaptation problem of Hungary was
carried out with a practically unchanged banking structure and its industrial
strategy could rely on the powerful protective effect which the introduction of
foreign-exchange management provided.

Crises and Rebabilitation in Austria

~ The structural enisis of the *twenties in combination with the international
financial crisis of the ’thirties created in Austria problems of inordinate graviry
to governments, bankers, industrialists and industries throughout the mnterwar
period. The cumulative financial burden of lost war, heavy peace-treaty obliga-
tions and an over-dimensioned administrative structure was for partitioned
Austria in its first years vircually impossible to bear — without initial inflation-
ary financing and subsequent massive inflow of foreign finance in support of
stabilization. Austrian banks, much weakened by the loss of an important part
of their branch network, participations, partners, and customers, the sharp
inflationary reduction in the value-of their assets, and the much reduced saving
capacity of an impoverished population, were to face a prolonged critical phase
of concentration, bankruptcics and mergers. Austrian industries were, in turn,
vitally affected in, and lost most of, their auto-financing potential — because
they were cut from traditional markets and suppliers by highly protective tariff
barriers and greatly nationalistic industrial policies in each and all of six succes-
sion states. Massive withdrawal of foreign credits and difficulties in maintain-
ing a convertible and internally stable currency in the later phase again aggra-
vated these problems.
The financial and industrial leadership of interwar Austria, attracted from
many lands of the former empire in the past, had a varied and valuable back-
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ground, based on large openings and rich experience in banking, ndustry,
commerce and government of these lands and on excellent general, secondary
and graduate schooling in particular in economics, legal studies, management
and applied technical science. This traditional leadership, although often k-
mited in powers by foreign controlling influence, successfully maintained most
of its positions throughout the periods of inflation and credit expansion but was
overtaken by superimposed structural and internatonal crises of the late "twen-
ties and the early "thirties. Two traditional leaders of shining prestige, Louis
Rothschild, of banking-aristocratic extraction, and Rudolf Sieghart, of imperial
administrative distinction, had o withdraw with the collapse of their respective
banking establishments. Other executives and managers with business and
administrative experience of the bygone empire were often profoundly affecred
by postwar contraction and recurrent crises and aiso forced into premature
abandonment of their positions. Many of the earlier generation on medium
echelons, of equally rich experience and solid formation, saw, with decline or
stagnation in banking and industry, their professional horizon contracting and
often were forced by later poliucal developments, either into emigration or
inactivity.

Changed leadership established in the course of crises, was mostly drawn
from Vienna itself or Austrian provinces and initially often had less wide
experience but upheld difficuic positions with sober pragmatism and, after
restoration of the country’s independence, some again emerged in leading
posttions. The younger generation, entering banking or industry in the later
phases of che interwar period, also suffered initial disadvantage from increasing-
ly limited possibilities for experience in international banking and from a decline
in the earlier outstandingly high levels of schooling and training.

Inflationary Finance

War-time inflation continued in Austria in the armistice and peace-treaty
period under the aegis of the Austro-Hungarian Bank and after the separation of
currency areas under its distinct Austrian administracion. The annual expan-
sion of currency circulation was of the 40-50 per cent order in the course of 1919
and 1920 but it speeded up to nearly five-times in 1921 and 22-times in 1922.
Cost of living about doubled each year in the first two years of the new Austria
but then increased more than eight-times in 1921 and {5-times in 1922.1' The
external value of the Krone shrunk even faster from its extremely high managed

"' See G. Krerzr, “Die Lebenskosten™, in Schrifren des Vereins fiir Soziatpolitik, volume 169

(1925), “Geldentwertung und Stabilisierung in ihren Einflissen auf die soziale Entwicklung Oster-
reichs”, p. 147, '
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CURRENCY CIRCULATION AND ASSETS
OF AUSTRO-HUNGARIAN
AND AUSTRIAN BANKS OF ISSUE: 1918-1924
{(Million Krone)

Note
cireularion Balls, Gold,
and sighe warrants, foreign State Orher
liabilivies loans exchange’ debe® asserst
Awustro-Hungarian Bank
31 December 1918 42,730 11,232 343 31,577 9,022
Change: 1919 20,477 7,964 —55 12,1114 — 6,645
1920 27,426 24,348 3t 986 19,193
31 December 1920 90,633 43,544 319 44,674 21,510
Austrian banks of issue
31 December 1920 34,424 23,791 2,706 114 8,997
Change: 1921 158,597 12,255% .. 1446017
1922 4,215,518 746,216% .. 2,413,771% .
1923 3,366,640 543,118 5,672,611 ~23,996 ~1,133,802
1924 1,166,038 556,213 1,700,772 —356,305 299,120
31 December 1924 8,941,217 1,881,593 7,901,638 2,178,185 461,366

Note: For 1918-1920 - Austro-Hungarian Bank; for 1920-1922 - Austrian administranon of
Austro-Hungarian Bank; for 1923-1924 - Austrian National Bank.

* Estimate.

* Including silver, etc. coins,

v Of which, Hungary 1918 — 9,036; 1919 — plus 7,637; 1920 — plus 973; 1920 — 17,645,

¢ Including securities and mortgages.

Sources: See for this and all subsegment tables **Note on Statistics™ (pp. 196-197).

level in December 1918 (at about 1/3 of its parity rate) to its lowest point in
August 1922 {ar 1/17,000 of the parity): the annual fall was to 1/10in 1919; it was
much slower, to 1/3 in 1920; and then it speeded up again to less than 1/12 in
1921 and less than 1/13 in che first eight months 0f 1922, From this lowest point
it rose by 18 per cent in the last four months of 1922 -— closc to the level on
which it steadied for many years (1/14,400).1

The primordial driving force in this inflationary currency expansion was
budgetary deficits which rose in Austria from 16 per cent in the period up to
mid-1919, to 24 per cent in the budgetary year 1919/20, to 28 per cent in 1920/21

12 Cf. Notenbank, 1816-1968, p. 361 - calculated through the Vienna quoration ol the Swiss
framc up to April 1919, through the Vienna quotation of the US dollar up to end-1921, and thereafter
i accordance with the panity established by the bank of issue for payments of customs duty.
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and then bounced to 64 per cent in the second half of 1921, and receded slightly
only to 49 per cent in the new budgetary year 1922.7

The respective parts of “budgetary” or “commercial” financing in infla-
tionary currency expansion cannot be distinguished with precision in the state-
ments of the banks of issue concerned. The increase in the porttolios of “bills,
warrants, loans”, according to the statements of the Austro-Hungarian Bank,
accounted for about 40 per cent of the increase in currency cireulation in 1919
and for about 90 per cent in 1920 — but, acording to official comment, an
important part of the rise in the “commercial” portfolio in 1919, and even more
50 in 1920, came from rise in the entry “discounted treasury bills”. ™

The reported change in proportions again was important in 1921 and 1922,
The rise in the “commercial” portfolio, according to statements of the Austrian
administration of the Austro-Hungarian Bank, amounted to a mere 8 per cent of
the increase in currency circulation in 1921 — in contrast to 91 per cent from
“Stare treasury bills”. The share of “commercial” paper in the increase of
currency circulation again rose somewhat in 1922 — to 18 per cent against a
reduction in the share of “State” paper to 57 per cent (while 25 per cent of the
increase resulted, most likely, from an influx of foreign exchange).

The position of banks as financial intermediaries was strong in the infla-
tionary period. Banks had a varyingly importantrole in accepting and forward-
ing governmental paper to the bank of 1ssue and they acted as financial interme-
diaries towards the bank of issue and foreign money markets for all sectors of the
economy. Credit requirements of industry, in conditons of rapidly rising
wages and prices of current and investument inputs, were particularly pressing
and conducive to fast increasing indebtedness and financial immobilization of
- industrial firms. Banks in such situations were able, by convertung frozen
credits into share participation, to transform credit control into ownership
control over industrial firms and they could even further strengthen their
dominant position by relying on their leading role in issuing syndicates.'?

The importance of banks as partners in industrial management became
much enhanced in the inflationary period — on account of their key role as
financial intermediaries and their strengthened position in general assemblies
and management boards., Banks provided finance, from domestic and foreign
sources, and management advice to industrial firms for industrial development,

" CL. Ein Jahrhunderr, p. 336,

" CL. Notenbank, 1816-1966, pp. 349-350, 354-355,

'* For a critical analysis of share-issue transactions in this period and a case study concerning
Alpine Montangesellschaft, the largest industrial concern of interwar Austria, see K. Ausch, Als die
Banken fiefen: 2ur Soziologie der politischen Korruption (Wien, 1968), pp. 127-133,
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industrial reorganization and for running current production. Newly de-
veloped or technically reorganized industries included ferro-alloy production,
aluminium and aluminium-ware production, radio and telecommunications-
equipment industry, aruficial fibre production, paper industry, furniture pro-
duction, shoe production, film industry, etc. Reorganization measures pro-
vided for mergers, rationalization and revision of production programmes e.g.
in the motor-vehicle, aircraft, railway-rolling-stock, and shipbuilding
industries.'® Of equal importance was the contribution of banks to maintain-
ing many cther industries ‘in solvent condition and good technical shape’.'’

Inflattonary monetary expansion, fast depreciating currency, and financial
resources provided through inflationary finance or capital imports created
conditions in early postwar Austria for a powerful industrial production, invest-
ment and export beom which, after resumption of regular fuel and raw-
materials imports, lasted for close to three years —— from late 1919 to the second
half of 1922. Gross domestic productat constant prices, from its very low levels
in the early postwar years (at 66 per cent of 1913 in 1920), progressed by 11 per
centin 1921 and by 9 per centin 1922. Industrial production, from even lower
levels (at 56 per cent of 1913 in 1920), advanced at closely corresponding rates.
Exports increased by 22 per cent in 1922. Apparent consumpion of cement, a
poor indicator of investment activity, about doubled in 1921 (increase by 95 per
cent} and further rose by 19 per cent in 1922.'® Industrial unemployment
gradually approached minimum levels but real wages fell recurrently below
subsistence.'? '

The expansionary force of intlationary upswing, however, spent wself by
August 1922 and repercussions became appalling in terms of industrial disorga-
nization, convulsion of price relatives, and crudest distortion of income dis-
tribution berween Vienna and rural districts and between the rich, the poor and
the poorest. “In August 1922 Austria was i extremis” (as one of the chief
architects of the financial reconstruction scheme put it). “Bearen, broken,

& Cf. Ein fahrbundert, pp. 167, 340-341, R. StrIGL, *Das indusirielle Kapital™, cf. Schrifren
des Viereins fiir Sozialpolitik, volume 169 (1925), pp. 75-77,

YV Ci. Layton and RisT, p. 33 - which summed up under the following two points their overall
assessment of this type of bank-industry relations: “First, that whatever the drawbacks of the
system, it is evident that, in a country whose savings are small, industries would not have been buile
up nearly to the same extent without the aid of the banks. Secondly, since the war, the backing of the
banks has maintained maay industries through conditions of the greatest difficuley™.

¥ Cf. Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung, Sonderheft 14,
p- 38; L SvenniLsoN, Growth and Stagnation fn the Exropean Economy (U.N. Publications,
Geneva, 1954, IL.E.3.}, pp. 285, 312-313. .

1% [, JerLinek, “Die Industrie Oesterreichs’ in Zehn Jabre Nachfolgestaaten (Oswerreichischer
Volkswirt, Wien, 1928), p. 80; of, KieTz, pp. 155-6,
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and dismembered she had been the most dramatically tragic of the war victims.
She now had a third of her population crowded into Vienna, which could no
longer attract resources as the capital of a great Empire or continue her earnings
as the banker of South-Eastern Europe.  She could not feed herself, or produce,
or earn by exports, either raw materials or the barest necessities of life. ... Public
expenditure was being financed, not by taxation, but by printing new notes,
without gold, credit, revenue or goods behind them. ... The result was a degree
of inflation which deprived the country of the indispensable medium of ex-
change without which it could not develop even such demestic resources as it
still possessed. ... Vienna at this time was a tragic scene; its great streets empty
of traffic; its shops closed; its people of all classes, including scholars of wide
reputation, remnants of the older aristocracy and once prosperous businessmen,
were visibly starving. ... There had been no reconstruction. The basic financial
and currency trouble was more serious than ever...”"%?

Stabilization and Reorganization

The pioneering League of Nations scheme for the financial reconstruction
of Austria was agreed upon and carried into effect at 2 highly critical stage of the
country’s political and economic fortunes. Agreement on the scheme was
delayed for many months because of unresolved divergencies between the major
and lesser powers involved concerning pelitical implications and the underlyng |
concept of the scheme and the consequent impossibility of adequately preparing
the ground for the issue of the required major long-term loan on international
markets. But once agreed upon and endorsed in the three Protocols of Geneva
of 4 October 1922,”! implementation of the scheme progressed, on the whole,
swiftly and efficiently.?

The reintegration of Austria into the complex framework of international

20 L orp SALTER, Memorrs of a Prblic Servant {London, 1961}, pp. 175-6.

2L CI. The Financial Reconstruction of Austria: General Survey and Principal Documents,
pp. 137-150. Signatories were: Great Britain, France, Italy, Czechoslovakia, and Austria. Pro-
tocol II, with Annexes, included the financial reconstruction scheme itself. Protocol [ provided for
reciprocal assurances concerning the country’s independence. Protocol I invested the Commis-
sioner General with far-reaching powers of control over implementauon.

22 The League agency responsible for the elaboration and execution of this and other League-
sponsered financial reconstruction schemes was its powerful Financial Committee which was
composed of financial experts of highest international standing and which was well served by a
competent secretariat. The Committee and the Secretariat, moreover, had the full backing of cenrral
bankers and bankers in the chief centres of international finance (among whom first and foremost
were Montagu Norman of the Bank of England and Benjamin Strong of the Federa] Reserve Bank of
New York).

149



Ruedolf Notel

finance and trade through currency stabilization and financial reorganization
was by no means a simple technical problem, butan incredibly involved polcal
and economic issue, [t opposed governments, central bankers, and bankers in
Great Britain and the United States, to their French and other discordant
counterparts.” It confronted the conservative government of Austria with the
strong socialist opposition: the first fought for stabilization and international
credit transactions as sponsored by the League of Nations; socialists and their
allies refused these schemes and, in particular, the terms implied.?* It set
bankers and industrialists who wished to maintain a broad regional co-
operation, extending beyond the frontiers as established by the peace treaties,
against bankers and industrialists who wished to follow narrow national
orientation, reducing operations to the small residual territory of the country.
It had to face the contlictin the region between generous free-trade ideas and a
devastatingly protectionist reality.?®

4 Montagu Norman, who on the financial reconstruction of Austria was given free hand by the
British Government, followed a big design in the framework of his overall European concept, as
clearly appears in a leuer he himself wrote to Benjamin Strong on § April 1923: “At the end of next
month I hope there will be an issue of a Long Term Loan for Austria throughout Europe, ... Tam
anxious Morgans do the same in New York. [If we can thus setup Ausiria, we must rackle Hungary
so as 1o establish one by one the new parts of old Austria ... and then perhaps the Balkan counrries.
Only by thus making the various parts economically sound and independent shall we reach what [
believe to be the ulumate solution for Eastern Europe, viz. an economic federation to include half 2
dozen countries in or near the Danube free of Customs Barriers ete,” Montagu Norman, aceor-
dingly, supparted arrangements through the League Financial Committee and aimed ar strong
neurral participation while consecutive French and other allied governments fought protracted
battles, mainly by refusing release of reparations, relief-bond, etc. liens, i order 1o obrain cantrol
over the scheme by placing it “under the direction of a Commitee in Paris, representing in theory
the League but in practice the Entente, as the Entente would apply any necessary political pressure
on Austria” (the first quotation, from a letter referred to by Sir Hengy Cray in his official
biography, Lord Norman {London, 1957), pp. 18%-190; the second quotation, from the text of the
biography, ibid, p. 183;also see A. Boyie, Montags Norman., A Biograpby (London, 19673, p. 145.

¥ On many paints corresponding programmes of financial reconstruction were put forward,
and adamant opposition was sustained against the League-of-Nations scheme, by one of the
prominent leaders of the Social Democraric Party, Otro Bauver (Der Genfer Knechtungsvertrag
und die Socialdemokratie, Wien, 1922} and 2 widely known financial expert and edivor, Dr. Gustay
StoLpER (Der Oesterveichische Volkswire, 19 August 1922, “Der Weg zur Rettung” and 23 Septem-
ber 1922 “‘Die falsche Alternative™). :

** The League's competent organs for financial reconstruction which had very real powers in
financial matrers had no such powers in marters of commercial policy: they had, theretore, to restrict
themselves in this domain to racher vague and mostly ineffective recommendations.  The Financial
Comnmitteein its “General Statemnent” submitted to the League Council prioc to the signature of the
Geneva Protocols e.g. advocated “amelioration of the international econemic relations™ and “the
encouragement of the conditions which would increase Vienna’s entrepot, financial and transit
business” but it had 1o add that “these are ... cutside the Financial Committee’s province™. The
Economic Committee, asked by the League Council for suggestions in this context, “advised the
conclusion of conventions and bilateral agreements berween Austria and each of the Succession
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Two basic objectives of the financial reconstruction scheme were rapidly
achieved. On 18 November 1922, uncovered note issue to the government was
stopped. The Austrian National Bank was established in the assembly of
shareholders of 23 December with a share capital of 30 mullion gold Krone {an
equivalent of 43 million Schilling) as an independent bank of issue enjoying the
monopoly of note issue on the Brussels and Genca model of the international
gold-exchange standard.?® On 2 January 1923, the Bank began operations —
by taking over the business of the Austro-Hungarian Bank.

There was, however, some further delay with the attainment of the third
objective, namely the placement on international markets of the required long-
term loan. This gap was temporarily filled by the issue in December 1922 -
January 1923 on the internal marker of $ 10 million (49 million gold Krone or 70
million Schilling) treasury bonds and the placement in February 1923 of £ 3.5
‘million (about 80 million gold Krone or 115 million Schilling) of Austrian
treasury bonds in London, Paris, Amsterdam, Brussels, Stockholm and
Switzerland. '

The indispensable long-term loan, the Guaranteed 6-7% State Loan of
1923-1943 of Austria {League of Nations Loan) was tinally floated at successive
stages between 11 June and 21 August 1923 in Great Britain (£ 14 million), the
United States {$ 25 million), Czechoslovakia (60 millien gold Krone), Sweden
(13.10 million Swedish crowns), Holland (3 million Gulden), Belgium (25
million Belgian francs), Switzerland (25 million Swiss francs), [taly (200 mtllion
lire), France (170 million French francs), and in the course of June in Austria
($ 13 million) and much later in Spain (26 million gold Krone) — to a total
nominal amount of 780-790 million gold Krone (1,110-1,120 mullion Schilling).
The net yvield, considering prices of issue and issuing costs, ranged from 75 per
cent for the Czechoslovak issue to 85.6 per cent for the American and 87.8 per
cent for the [talian and it averaged around 80 per cent— which means a total net
yield available 1o the Austrian government of 620-630 million gold Krone
(about 900 million Schilling).?” This was the amount disposable for covering

States” and “‘called attention to the need for Austria 10 reform both her international economic
system and the conditions of its external trade” {CL. The Financial Reconstruction of Austria:
General Survey and Principal Documents, pp. 20, 186).

26 The Austrian National Bank on which the government conferred the sole nght w issue notes
was, accordingly, a bankers' bank, virtually independent of State control.  The statutes limited
business to the discount of genuine commercial bills and excluded government borrowing withour
special authorization. The statutory reserve was allowed to include not only gold but eligible
foreign exchange (notes and bills in stable currencies).

¥ Cf. The League of Nations Reconstruction Schemes in the Inter-War Period, pp. 31, 33, R,
Kare, Die Osterreichische Volkerbundanleibe, Part Two (Wien, 1929), pp. 3,5.
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budgetary deficits in the years 1923-1925 (initally estumated at a maximum of
650 million gold Krone or about 940 million Schilling) which partly was already
financed through the short-term internal and international loans of early 1923
and which now were due for reimbursement (about 130 million gold Krone or
185 million Schilling). _

This most cautiously designed financial reconstruction scheme, providing
for the accumulation of an important gold and foreign-exchange reserve and
programming strict budgetary deflation by massive expenditure reductions and
substantial tax increases, reached its formal objective, establishment of a new,
stable and convertible “Schilling™ currency on 20 December 1924, more than
two years after its entering into operation”® — partly because of an intervening
balance-of-payments crisis (not unrelated to the fact that the exchange rate was
maintained throughout these years on a high level in terms of purchasing
power). :

Restoration of realistic and regular accounting and management practices
in banking, industry and the whole economy was a further fundamental consu-
tuent of the League-sponsored financial reconstruction scheme, The Law on
gold balance-sheers of 4 June 1925,%° accordingly, ordered all enterprises to
establish opening balance-sheets on the same principle as new enterprises — by
reassessment of all assets and liabilities in terms of the newly established Schill-

_INg currency.

The comparison of the opening Schilling balance-sheets for 1925 of four
leading Vienna banks (Osterreichische Creditanstalt fiir Handel und Gewerbe;
Allgemeine Osterreichische Bodenkreditanstalt; Wiener Bankverein; and
Niederdsterreichische Escompre-Gesellschaft) with the balance-sheets of the
same four banks for the last prewar year (1913) sheds sharp light upon contrac-
tion and structural impairment of calamitous proportions. The balancing total
of the four banks’ consolidated balance sheet fell by 66 per cent from 3,492
million Krone or 4,971 million Schilling at end-1913 to 1,703 million Schilling at
end-1925. The reduction was by 76 per cent for corporation-owned capital
(share capital plus open reserves) in comparison with a reduction by 57 per cent
for borrowed capital (deposits, creditors, acceprances), which implied a de-

¥ The new Schilling currency was established as 2 round multiple of and directly linked 1o the
devalued Krone which had been maintained stable and convertible throughout 1923 and 1924 at
1/14,000 to the ofd Krone. Equivalents, accordingly, were as follows: one Schilling (0.2117
grammes of fine gold) = 10,000 current Krone = 9.694 gold Krone. One Schilling equalled 14.06
US cents of the pre-1933 parity (US $ 20.66 per oz of fine gold).  One Schilling of those days could
buy about 2.80 “present” U.S. dollars (calculating with the arithmetic average of highest and lowest
London fixings in August 1981).

* Bundesgeserzblate, No. 184,
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tertoration in the cover ratio (corporation-owned capital in relation to borro-
wed capital) in the prewar to interwar comparison from 30 per cent to 17 per
cent. The liquidity ratio (liquid assets in relation to borrowed capital) had also
fallen from 35 per centat end-1913 to 15 per centatend-1925. The items “other
assets’ and “other liabilities™ in the balance sheets shrank by close to 94 per cent
— mainly because of the near-to-complete ruination by inflation of the mortga-
ge, communal, etc. loans and bonds business. The operating cost ratio (salaries,
costs, taxes in relation to the total of corporation-owned and borrowed capital),
on the other hand, increased from 1.3 per cent in 1913 10 4.6 per cent in 1925 —
because of increased operating costs and reductions in operating capital.”

The contraction of the Vienna banking system consequent on war-time and
postwar inflation, territorial changes,”’ and punishingly severe peace-treaty
stipulations,’® however, was of much vaster proportions than would appear
from the prewar to postwar comparison of the consolidated company balance-
sheets of four leading Vienna banks which, at that time, were considered as the
sound core of Vienna banking. Two important banks, Osterreichische Linder-
bank and Anglo-Oesterreichische Bank became foreign-owned and transferred
their headquarters to Paris and London because their heavy outstanding debt in
foreign currencies was transformed into foreign creditors’ sharcholdings.
Another of the ten major banks, Allgemeine Depositenbank went into bank-
ruptey already before the establishment of the opening gold balance-sheets
(together with rwo medium-sized banks, Wiener Lombard- und Escompte-
Bank and Central-Boden-Credit-Bank). Two further major banks, Union-
Bank and Allgemeine Verkehrsbank were merged two years after establishment
of gold balance-sheets while the tenth of these banks, Merkur Bank lost its
characteristic as 2 major bank. The total share capital of 830 million gold Krone
or 1,200 million Schilling of ten major Vienna banks at end-1913 on these

*¢ The operating cost ratios here given refer to six banks (rwo in addition ta the four considered
in the table and the preceding comparisons); these were given by Puxaaum {p. 16} whose corres-
ponding analysis also covers Linion-Bank and Allgemeine Verkehrsbank.

** The wotal of capital invested by Vienna joint-stock banks of a share capital of 2,302 million
Krone in industries on territories annexed by Czechoslovakia, Poland, Yugoslavia, and Italy was
estimated at about 2,500 million Krone, of which: 800 million Krone in the mineral oil industry, 400
million Krone in cozl mines and steelworks, 300 million Krone in the machine industry and about
1,000 million Krone in textiles (Cf. Ein Jabrhundert, p. 161).

32 The Peace Treaty of St. Germain-en-Laye of 10 September 1919, imposed an oppressively
heavy burden on the Auserian State and a heavy burden also on the private sector, in particular banks
and industrial enterprises. Clauses of the Treaty ordered confiscation of the gold reserve of the
Austro-Hungarian Bank; confiscation of all Austrian State property in foreign countries; confisca-
tion also of all assets in allied and associated countries; and revalorization of prewar debts to foreign
creditors, The Austrian State was to guarantee all debes of Austrian citizens to citizens of allfed and
associated countries; it also was to accept a general lien on all Austrran State property as a guarantee
of reparations payments.
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ASSETS AND LIABILITIES OF FOUR LEADING AUSTRIAN BANKS
AND THEIR SUCCESSORS: 1913-1936

(Million Schilling)

Tonal of Share epasiss,
gy i Debrors poittn, ot S R 8
3t December 1913F 4,971 1,144 2,692 444 689 996 3,295 680
1913-1925: —3,268 —937  —1,441 —246 —644 ~754 ~1,876 -638
31 December 1925 1,703 209 1,251 198 45 242 1,419 2
1925-1928: + +1,329 +314 +887 +107 +21 +110 +1,193 +26
31 December 1928 3,032 523 2,138 305 66 352 2,612 68
1928-1930: + ~35 —212 -2 49 +170¢ +4 ~12 —27
1930-1932: + ~1,59 -212 —1,08% —157 —142 —151 —1,473 +28
1932-1934: £ ~303 31 —323 ~15 +4 - 28 —280 +5
1934-1936: + -139 +19 -141 -5 -12 ~64 —69 —6
31 December 1936 959 149 587 137 86 13 778 68

Note: Refersto Oesterreichische Creditanstalt; Allgemeine Bodenkreditansialt; Wiener Bankverein; Niederésterreichische Escompte-Gesellschaft;
Creditanstalt took over Bodenkreditanstalt in 1929; Creditanstalt merged with Wiener Bankverein in 1934 and wok over current business of
Escompte-Gesellschaft; other assets and liabilities of Escompre-Gesellschaft were transferred to newly established Osterreichische Industriekredic-
Akiiengesellschatr.

* Includes mortage, communal and housing loans.

b Includes mortgage, communal and housing bonds.

© Calculated ar one gold grown = 1.44 Schilling.

* Including subsidies related to rescue operations.
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CURRENCY CIRCULATION AND ASSETS OF THE AUSTRIAN
NATIONAL BANK: 1924-1930

{Million Schilling)
Note
circelation Bills, Gold,
amd sighe warrants, fareign State Other
liabilines lans exchange debr assers
31 December 1924 894,12 188.C2 438,14 217.82 34830
Ch:mge; 1925 530,91 =777 §5.05 —29.88 17.34
1926 39.63 -36.75 106.76 —10.66 6.63
1927 63,60 8.21 7.9 -4.10 ~10.73
1928 ) 73.57 7637 594§ —37.02 -92.88
1929 3445 37.57 . —56.84 -7.52 12,19
1930 ' 2448 -157.62 189.32 —7.44 40.92
31 December 1930 1,182.77 148.01 929.83 181.2¢ 32377

* Of which: toreign exchange nor included in currency cover —~ 302.02.

grounds can be considered to have been reduced to perhaps 10-12 per cent of the
prewar level and the total of balance sheets of 6,200 million gold Krone or 8,900
million Schilling to perhaps 16-20 per cent.”

The contraction apparent from the opening gold balance-sheets of the four
leading Vienna banks is of even greater proportions if capital added by new share
1ssues between end-1913 and end-1925 is considered. For these four banks,
company-owned capital in the opening gold balances of 1 January 1925
amounted to not more than 16.8 per cent of the sum-total of stock capttal and
open reserves on 31 December 1913 plus the value of share issues in the
intervening period: the fraction was 15.7 per cent for Crediranstalt, 16.2 per cent
for Bodenkreditanstalt, 15.4 per cent for Bankverein, and 22.5 per cent for
Escompte-Gesellschaft.”  Bur banking control over industrial enterprises was
and remained widespread and firm.

The success of the League-sponsored reconstruction scheme was specracu-
lar in matters of currency and international capital movements. Currency
circulation, after the necessary upward adjustment from exctremely low levels in
the initial stages of stabilization, expanded in 1925-1928 atan average annual rate
of 6 per cent - with relatively modest fluctuations from vear to year. There was
a substantial increase in the currency reserve in four years - mamly from

3 Based on information given by Puxsaum (p. 10}
M CE Ruik, p. 34
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BALANCE OF PAYMENTS OF AUSTRIA: 1923-1929, 1934

(Million Schilling )
Caphtal movements Inuerest

G L S G Sev sme o

1523 00% 460% . 440% 900" —1,147.2* 290% -50* —54
1924 1,130% 160" 970* - 1,130% -1,484.1 460% —100* —1.8
1925 680% 145 535 —680% —912.0 340% —100* —7.2
1926 850* 150 700* - B5(% -1,055.7 3407 —9Q —44.0
1927 760 338 4227 — 760 —1,035.5 430 —100 —54.1
1928 730% 56 674% —730% —1,025.1 4407 —100 —-423
1929 820% 97 723% —g20% —1,070.9 4007 —-120% —27.2
1934 180% —135 315* —180% -291.2 195% —BO* =29

* Estimate.

* Amortization service of long-term debt is shown with interast and dividends except for 1934,

& The capital balance and short-term capital movements were obtained as residuals and thus include “errors and omissions™.
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GROSS DOMESTIC PRODUCT, FIXED CAPITAL
FORMATION AND INDUSTRIAL QUTPUT IN AUSTRIA:
1924-1929
(Million Schilling and - in italics - annual percentage rates of change)

At current prices At constant prices’
Gross Fixed Gross Fixed
domestic capital Induserial domestic capieal Indusersal
product farmation output” product formation outpuc®
Totals in 1924 9,257 628 4,166 9,565 627 3,555
Change: 1925 1,039 214 534 b46 154 401
11.2 4.1 i2.8 6.8 PR 2.8
1926 -13 115 94 167 106 97
—{.1 i3.7 2.8 1.6 i3.5 22
1927 §27 —b5 142 319 —45 78
8.0 - 6.4 3.0 BN — 3! 1.7
1928 568 245 438 497 193 36t
3.1 275 8.9 1.6 229 7.7
1929 409 133 243 164 103 139
3.5 1.7 4.3 1 0.0 2.8
Totals in 1929 12,087 1,270 5,619 11,358 1,138 5,185

* Prices of 1937.
* Includes: mining and manufacturing; electricity, gas, water; small scale industry; construe-
ton,

conversion of foreign-credit intakes into national currency. Changes in the
volume of rediscounted commercial paper were, by contrast, most modest on
balance in the four years (an increase by altogether 11 per cent) — with most
erratic year-to-year variations: a sharp fall in 1926 and an even sharper increase
in 1928.

The contribution of foreign finance to domestic expansion was important
in the 1925-1928 period. The surplus on capital accounts in these four years
financed 66 per cent of the combined deficit from surplus imports in merchan-
dise trade, from the passive balance on interest and dividend accounts, and from
gold imports (other 34 per cent were covered by the surplus on services
accounts). The share of long-term funds was modest in the total (23 per cent)
but short-term foreign finance was frequently used for long-term investment
purposes. This was widespread practice also in industrial finance and it much
Increased risks and uncertainty to both financial intermediaires and ultimate
borrawers.
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The massive inflow in 1925-1928 of readily available foreign funds in
combination with firmly deflationary monetary and budgetary policies pro-
duced a powerful investment boom in conditions of much less fast expanding
domestic demand and even less responsive export markets. Fixed capital
investment in the four years expanded by 81 per cent at current prices and by 65
per cent at constant prices in contrast to an increase, at current prices, by 27 per
cent for consumption and by 12 per cent for exports. The rise in total industrial
output was, in these conditions, by 42 per cent at constant prices butonly by 29
per cent at current prices. [avestment scissors, in fact, had widely opened for
industrial producers: they had to face an about 10 per cent rise in investment
costs against a 9 per cent fall in industrial sales prices.

The concentration process of the grossly inflated banking system of Au-
stria, which ser in with armistice and peace treaty and which came to a tempor-
ary standstill in the years of inflation only, continued virtually withoutinterrup-
tion throughout the expansionary period and finally went further than in any
other western country. The first of the ten major Vienna banks of the prewar
period to find an inglorious end was Allgemeine Depositenbank in 1924 the size
of its losses prevented irs initially offered rescue through solidary guarantee by
major Vienna banks and eventually it was reduced simply to bankruptcy.

The leading role in the concentration process was assumed in the next phase
by the two then principal majors of Vienna banking, Creditanstalt and Boden-
kreditanstalt.  Creditanstalc merged the Austrian business of the Anglo-
Austrian Bank, the formerly Vienna-based and then London-based establish-
ment, 1n July 1926, and 1t settled by the transfer of a major package of newly
1ssued own shares. Bodenkreditanstalt earlier that year bought up one of the
formerly major Vienna banks, Allgemeine Verkehrsbank, concurrently on
cheap offer and, later that year, Unionbank, also a former major on cheap offer,
both with substantal industrial holdings; and, subsequently, it merged both
banks and, thereby, importantly extended its industrial domain.

The government, on its part, established “a new tradition” of Scate support
to the credit system — with temporary moratoria, government guarantees,
massive subsidies, special legislation, etc. in two cases of default which
threatened with severe repercussions on the anyhow weak propensity to save of
the saving public — after its experience with cruel abuse suffered through nearly
ten years of uncontrolled inflation. Centralbank der deutschen Sparkassen
(Banking Centre of German Saving Banks) which served as a clearing centre for
such saving banks, cooperatives, etc., declared losses in July 1926 to the total of
62.5 million Schilling - to a major part originating from speculative misman-
agement. Postsparkassa (Postal Saving Bank), the reputed clearing and deposit
centre of long standing, in turn, became insolvent that year, with total losses of
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110 million Schilling — mainly from strictly illicit transactions. Centralbank
was liquidated and Postsparkassa reorganized but depositors were fully reim-
bursed from a specially created deposit insurance fund (financed through a
special levy on interest income on deposit accounts).™

Banking firms which mushroomed in the inflationary period also were
forced out of business in the four subsequent years of stabilization. The
number of joint-stock banks which rose from 34 1n 1919 to 76 in 1923, fell again
to 40 in 1927; for other banking firms, the inflatonary rise was from 146 to 282,
and the fall after stablization to 152.7¢

The process of banking concentration was closely linked to a process of
industrial concentration: “industrial enterprises were merged because they
belonged to the same banking concern and banks merged in order to merge their
industrial concerns”.*” The most important industrial merger of this period
was in the engineering sector berween three major motor-car and aircraft
companies: Oesterreichische Daimler Motoren A.G., Wien, Puchwerke A.G.,
and Qesterreichische Flugzeugfabrik A.G., Wiener Neustadt, into one single
firm Austro-Daimler-Puchwerke A.G., Wien with plants in Wiener Neustadt
and Graz.

The four major banks still in business after five years of stabilization,
namely Creditanstalt, Bodenkreditanstalt, Bankverein and Escompte-
Gesellschaft, saw their business importantly expanding and regained, partly at
the price of the series of mergers, some of the ground lost through war and
inflation, peace-treaty obligations and misplaced policies. The total of their
consolidated balance-sheet advanced in three years, from end-1925 to end-1928,
by 78 per cent and recovered to close to two-thirds (61 per cent) of its prewar
level. The post of participations, among assets, increased by 54 per cent and
that of debtors by 71 per cent; the increase among liabilities was 45 per cent for
share capital and reserves and 84 per cent for deposits, creditors, and accept-
ances. The cover ratio further deteriorated (from {7.0 per cent at end-1925 10
13.5 per cent at end-1928) but liquidity improved (rise in the ratio from 14.7 to
20.0 per cent) and there was a decrease in operating costs in relation to operating
capital (from 4.6 to 3.3 per cent).”®

3 Acts of 30 November 1926 and of 29 December 1926, and Third Amendment to Central
Bank Law {Bundesgesetzblart, No. 348).

% Statistisches Handbuch der Repablik Osterveich, vol. 1] (1922), pp. 43-34; vol. V {1924),
pp. 49-50, 81; vol. X (1928), pp. 82,127.

37 K. MEITHNER, Sonderbefte der Betriehswirtschaftlichen Blitter, no. 3, “Zur neueren Ent-
wicklung des dsterreichischen Bankwesens”, p. 10.

3 The prevailing view in those days was that banking concentration reached its concluding
stages and that Austrian banking had overcome its structural crisis.  As the editor of Der Oester-
reichische Valkswirt, the widely read economic weekly has put it: “ Austrian banking is sound again.
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The Collapse of Bodenkreditanstalt

The concentration of the banking system reached a further dramatic stage
with the collapse of Bodenkreditanstalt. The disaster of this long standing
banking establishment of lustrous reputation became unavoidable for a variety
of reasons. The dismemberment of Austria-Hungary and burdensome peace-
treaty obligations affected this bank most severely on account of its substandial
debt to foreign creditors which had to be repaid fully revalorized. The size and
diversification of its concern nerwork also brought heavy losses for the fact that
its greater part fell outside Austria’s postwar territory.  Difficulties were further
compounded by its unusually close ties to the ruling governmental party and its
consequent extreme exposure, in case of political unrest, to depositors’ distrust.
The contraction on international capital markets again affected this bank most
severely: not only was it unable te ensure long-term or short-term refinancing
of its industrial credits but capiral flight, with renewed political unrest in the
country, deprived it of important parts of its borrowed capital resources.
Industrial stagnation in these conditions caused extreme difficulties because ona
weak and weakening financial basis, it had to support industrial firms of large
size and large capacity output®® — which meant.that more and more of its
outstanding credits became frozen and that it had to take into portfolio more
and more of the shares of indebted firms.*

The few banks which survived after ineffable losses again proceed with reconstruction of their own
and of the capital market, .. Those banks that still exist are adapted to the size of today's Austria™
{(W. Fepero, cf. Zebn Jahre Nachfolgestaaten, "Die &sterreichischen  Banken”,
P-57). The same view was held by the repeatedly quoted expert on Central European banking: “The
process of rationalization of the Austrian banking system can at this stage be considered as
completed and remaining banks are assured of the possibility of further appropriate expansion {CL
Puxsaum, p. 14},

¥ Of the 600 million Schilling under the item “'debtors” in the accounts of Badenkreditanstalt,
200 million Schilling had to be considered as frozen. The greatest debtor, Steyr Werke A.G., Wien
slone owed 30 million Schilling which was nearly as much as the reported total of the bark’s share
capital and reserves {cf. AusCH, p. 314). This and most other items of information given in
Schillings of the period referred to, the Schilling of 1925, were, regrettably, rranslated by Ausch, in
his highly polemical but most knowledgeable commentary, into post-Second-World-War Schillings
— assuming one interwar Schilling to represent 20 postwar Schilling).

*® Bodenkreditanstalt parueipated, among others, in three major induserial concerns: Steyr
Werke A.G., Wien; A.G. fir Mineraldlindustne, vormals David Fanto (under the holding Sociétés
Réunies de Pétroles Fanto 5.A., Geneva); and Osterreichische Texulwerke A.G. vormals Tsaak
"Mautner und Sohn, Prague-Smichov. Further substantial holdings extended to the electric pawer
industry, the paper and printing industry, the alcohol industry, breweries, and transports.
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Bodenkreditanstalt in these conditions had to rely increasingly on refinanc-
ing with the National Bank which, as a rule, was ready o grant rediscount
facilities to banks up to the total of their share capital and open reserves and
which, the)refore, 1ssued a stern warning, in May 1929, concerning the excessive
height of Bodenkreditanstalt’s rediscount. The mass of this debt, after unsue-
cessul attempts on the part of the bank, either to reduce the volume of its
industrial credits or to sell off some of its industrial participations, reached 132
million Schilling (as compared with a total of 89 million Schilling for share
capital and open reserves) which induced the National Bank to refuse the bank
any further credit. Bodenkreditanstalt, in consequence, was obliged to inform
the newly nominated governiment, on 5 October 1929, that “it will have to close
its counters - unless support arrives from whatever side.”

Merger with Creditanstalt was, at this stage, considered as the most
appropriate solution, and it was, during a dramatic weekend, put forward by the
government and imposed upon the merging bank’s utterly relucrant chairman,
The merger scheme, agreed upon by government and Creditanstalt, had three
distinct constituents. Shareholders of Bodenkreditanstalt had o agree to a loss
of 78 million Schilling. The National Bank had to agree to a de facto morator-
ium on a bill portfolio of 100-132 million Schilling. Creditanstalt, in order to
digest this merger, had ro raise new share capital to the amount of 40 million
Schilling (of which an important part, namely, 15 million Schilling, was sub-
scribed by publicly owned Credit-Institut fir 6ffentliche Unternehmungen und
Arbeiten).

The merger agreement thus had its heavy implicatons for all directly
concerned, for shareolders of Bodenkreditanstalt, for the National Bank, and
for Creditanstalt. Shareholders of Bodenkreditanstalt had to accept aloss in the
nominal value of their holdings in a proportion of 5 1o | — by receiving one
share of Creditanstalt to the nominal value of 40 Schilling in exchange for four
shares of Bodenkreditanstalt to a nominal value of 50 Schilling each, i.e. a total
nominal value of 200 Schilling.

The National Bank, in turn, had to see an important part of its bill portfolio
immobilized — for many moaths and years to come.

Creditanstalt, on Its part, received a poisoned gift — a nominal capaital gain
of 78 million Schifling: against a capital commitment of 11 million Schilling (the
book value of 275,000 own shares given to shareholders of Bodenkreditanstalt)
it gained control over the merged bank’s total share capital to 2 book value of 55
mullion Schilling and its open reserves of 34 million Schilhng; and with 1t
responsibility for all assets and liabilities of Bodenkreditanstale.
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The Creditanstalt Crists

The Creditanstalt, through its merger with Bodenkreditanstalt, became
“Menarch of Austrian industry”*! and appeared to operate normally for more
than one vear, supported by an infusion of new capital through Kontinentale
Gesellschaft fiir Bank und Industriewerte. A firsc sign of difficulties was the
unusual delay in calling its Annual General Assembly., Thus it was in an
apparently completely untroubled atmosphere that the government issued, in
the night from 11 to 12 May 1931, an official announcement according to which
establishment of Creditanstalt’s balance sheet for business vear 1930 resulted in
disclosure of extraordinary losses to the toral amount of 140 million Schilling.
“These losses derive from merger with Bodenkreditanstalt, the fall in the value
of the securities portfolio, and unavoidable write-offs with debrors”™. Gov-
ernmental action becarne necessary “‘in order to protect the whole of Austna’s
economy timely and effectively from uncontrollable consequences that would
follow from the breakdown of Creditanstale”.*?

Creditanstalt had indeed a key role in the industrial finances of Austria.
About 60 per cent of Austrian industry at the time of crisis belonged, according
to the General Manager of the Austrian National Bank, to the concern network
of Creditanstalt.** The share was 38 per cent in refation to the total of industrial
holdings by the three remaining leading Austrian banks {Creditanstalt, Escomp-
te-Gesellschaft, Bankverein) — with holdings cencentraded in mining, metal-
lurgy, engineering; electricity; wood, paper, printing; textiles; and the food and
alcohol industries.** The ministry of Finance, nevertheless, foresaw compara-
uvely limiced consequences only to Creditanstalt’s collapse — considering that
the share capital of industries affected would be nearer to 13.75 per cent of the
total share capital than to a possible upper limit of 68.75 per cenc.® However

*!1 Expression used by a sharp observer and lucid chronicler of economic events in those days’
Austria (Wirtschaftstatistisches Jabrbuch, 1929/3C, p. 445).

‘2 CF. Notenbank, 18161966, pp. $30-431.

** Information received from Dr. Johann Kernbauer,

** Share capial raken over from Bodenkreditantstalt accounted for 46 per cent in the share
portfolio of Creditanstale {(1929): this part was particularly important for coal mines, the mineral-oil
indusiry, and steel works (91 per cent), the paper and printing industry (72 per cent), and for textiles
(52 per cent)— butstill of considerable weight for electricity (36 per cent), engineering (34 per cent),
construcnion and building materials (29 per cent) and for the food and alcohol industries {28 per
cent].

*>The underlving investigation of the Ministry found, on the one hand, that firms representing
13.75 per cent of the total share capital were so deeply in debt with the bank that they would go
down with it; irestablished, on the other hand, that 68.75 per cent was doing its business through the
bank (Information given in a private paper by Dr. Dicter Stiefel of the Universituy of Economics of
Viennal.
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INDUSTRIAL CONCERN NETWORK OF LEADING
AUSTRIAN BANKS: 1930

Qseerreichische Miederascerreichiscne Wiener
Creditanstalt Escompte- Bankverein
Gesetlsehaft
Industries . Number _ Share Murmaer Share MNumier Share
af i Miltion of n Miltion of in Million

corporauons  Shilling  corparations Schilling corporations Schilling

Mining, steel, etc. furnaces 7 66.17 2 62.00 | 2.50
Merallurgy, engineering i4 87.55 5 29.63 3 3.10
Electr_icit}f, electric

engineering & 62.60° + 36.88 4 e
Chermicals 3 8.11 5 34.70 2 16.45
Textiles 3 3.58 1 2.80 3 6.8C
Food, drinks 11 91.61 2 9.25 2 32.35
Building marterials, glass,

porcelain, etc. 3 2207 2 303 2 2.25
Wood, paper, prinung 8 45.25 I 4.00 1 12.0C
Other industries 2 1.10 8 11.20 1 1,40
All industries 64 41504 30 186.11 19 117 .48

* The Siemens-Schuckert Works were controlled jointly by Osterreichische Creditanstalt and
Wiener Bankverein: the share capital of 35 Million Schilling was assumed to be equally distributed
between the 1wo banks.

this may be, the Austrian government feared the breakdown of the Austrian
economy with the collapse of the bank and raced to 1ts financial rescue, first with
limited and, in the final stage, with comprehensive guarantees.

The government sponsored First Rescue Scheme of 12 May 1931 was based,
in accordance with the information received from Creditanstalt, on the assump-
tion of total losses amounting to 140 million Schilling. The First Creditanstalt
Act of 14 May 1931 which created the legal basis for implementation of the
scheme foresaw, accordingly, coverage of these losses by direct contribution
from the State, the National Bank and Rothschilds, the principal sharehoiders,
and by a reduction of the share capital and the liquidation of the capital reserve.
The Act further made provisions for the reorganization of the bank by the issue
of new shares to the amount of $9.4 mullion Schulling 1n order to refloat the share
capital from its reduced total of 88.1 million Schilling to 177.5 million Schilling.

The costs of the whole operation thus were 100 million Schitling for the
State (41.4 million for losses and 58.6 million for new shares); they were 30
million Schilling for both the National Bank (12.4 million for losses and 17.6
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CONTRIBUTIONS OF THE STATE, THE NATIONAL BANK
AND SHAREHOLDERS TO THE FIRST CREDITANSTALT
RESCUE SCHEME OF 12 MAY 1931
(Million Schilling)

Caverige [ssue of Towd
of Losies Share capisal contribution
State 41.4 58.6 100.0
National Bank 12.4 17.6 30.0
Shareholders 85.8 13.2 99.0
of which:
Direct contribution 9.3 13.20 22.5
Reduction of share capial 36.5* — 36.5*
Liquidation of capital reserve 40.9 = 40.0
All contributors 139.6 89.4 2290

* The total contribution of Rothschilds added up to 30 million Schilling: 9.3 million as direct
contribution to coverage of losses; 7.5 million as part in the reduction of share capital; and 13.2
million as subscription to new share issue,

million for new shares) and Rothschilds (16.8 million for losses and 13.2 million
for new shares); and 69 million for other shareholders {all for coverage of
losses). The State and the National Bank, together with some publicly owned
credit establishments, thus became through these operations, marginally, de
facto majority shareholders of the bank.*®

Further dispositions of the First Creditanstalt Act provided for required
changes in the statutes of the National Bank and authorized the Minister of
Finance to contract a loan to the amount of 150 million Schilling.

Expected results of the First Rescue Scheme, however, failed to materialize
and the climate of risks and crisis continued to prevail. The bank, in conse-
quence, lost in two weeks deposits of about 500 million Schilling — of which
about 200 mullion from foreign and about 300 million from inland accounts.

The lender of last resort was, in these conditions, again the National Bank
whose bill portfolio increased inordinately — parallel with a drastic reduction in
gold and foreign exchange holdings.

* Cf. Wirtschaftstatistisehes fabrbich, 1930/31, p. 413. New shares acquired by the State and
the National Bank to the amount of 76.20 million Schilling rogether with shares in the possession of
Credit-Institut far &ffentliche Unternehmungen und Arbeiten to the amount of 11.25 million
Schilling and of the Pastsparkassa (Postal Saving Bank) ro the 2mount of 1.50 million Schilling added
up 10 §8.95 million Schilling which represented a majoricy of 0.40 million Schilling in the toral share
capital of 177.5 million Schilling.
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CURRENCY CIRCULATION AND ASSETS
OF THE AUSTRIAN NATIONAL BANK: 1930-1937

(Million Schilling)
Mo circulation Bills, Gold,

and sight warrants, fareign Seare debt Other

habilicies loans exchange assets
31 December 1930 1,182.77 148.01 92%.83 101.21 323.77
Change: 1931 128.63 75976  —612.27 —5.57 ~10.57
1932 —179.19 —~528.32 —128.97 567.33 —12.63
1933 . —37.58 —104.31 13.14 —38.53 -57.66
1934 23.31 -38.80 75.72 — — 110,11
31 December 1934 1,117.96 236.35 277.45 624.44 132.80
Change: 1935 71.98 —10.86 77.5 - .60
1936 —43.85 —17.54 —13.02 -4.29 —9.85
1937 48.40 —20.00 62.42 —8.38 ~7.16
3 December 1937 1,196.48 187.35 404.36 611.78 145.C9

The first rescue operation was, therefore, 1o be followed promptly by a
second rescue operation. The Second Creditanstalt Act of 28 May 1931,
accordingly, authorized the Minister of Finance “to endorse State guarantee as
guarantor and payer for loans granted for reconstruction and current business of
Creditanstalt”. Finance was to be provided by issue of treasury bonds.

The measure was conceived as a barrage to the outflow of funds from
Creditanstale but also fulfilled a preliminary condition for negotiations with
foreign creditors.*”

The government subsequently, on 25 June 1931, extended a general State
guarantee to all liabilities of Creditanstalt; foreign creditors’ representauves, on
condition of this guarantee, accorded, on their part, already earlier a morator-
ium of two years on Creditanstalt’s foreign liabilities (on 16 June 1931),

Meanwhile the volume of the bankruptcy had swollen over and above the
originally assumed 140 million Schilling by further about 1,200 million Schilling
— of which about 500 million Schilling owed to foreign creditors and 7C0
millton to inland creditors.

47 fbid, p. 415. The government, at this stage, was unwilling to face eicher meratorium on
foreign credits or direct compensating arrangements between the foreign creditors and debtors.
This left as the only alernative agreements with foreign creditors on rescue credits in foreign
exchange — which considerably strengthened the negotiating position of their representatives.
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ASSETS AND LIABILITIES OF OSTERREICHISCHE CREDITANSTALT-WIENER BANKVEREIN

BEFORE AND AFTER THE TAKEOVERS OF 1929 ANT) 1934:1928-1936

(Million Schilling)

TFutaluf X Share Cleporsits,
balance Tiquid Securities, Orher capinal, creslivors, Ohher
shees AssELs Ciebtors participationa 1asrns? tharves ACCEPrABLEs liabiliries®

Creditanstalt

31 December 1928 1159 162 s 1 1n 119 1 069 11
1928-1930: & +685 —41 +4&7 +62 +19 +58 +608 +19%
1930-1932: £ —1 249 —64 —933 —125 —-127 —~35 -1 253 +39
1932-1934: & + 164 +68 +48 +33 +15 +25 +134 +5
1934-1936: + -103 +17 - 106 -2 —12 —b4 —33 -6

31 December 1936 69 142 391 79 84 103 525 68

Banks invoelved in takeovers

or mergers'

31 Decernber 1928 1 B33 isl 1223 194 55 233 1 943 57
1928-1930: & —-720 —-171 —469 —353 -27 -54 =620 —46
1930-1932: + =347 —148 -152 =32 -15 —114 —220 -7
1932-1934: & —467 —37 =371 —48 =11 -53 —~414 -4
1934-1936: + —34 + 2 =35 -3 _ —_ -6 —

31 December 1936 263 7 196 58 2 10 253 _—

Note: See table “Assets and Habilicies of four leading Austrian banks and their successors: 1913-1936" (p. 154},

* Includes maortgage, comnunal and housing loans.

® Includes mortgage, communal and housing bonds,

¢ For 1928-1932 - Creditanstalt; for 193421936 - Creditanstale-Bankverein.

¢ Including subsidies, related to rescue operations, .

¢+ Excluding Bodenkreditanstale from 1930; Bankverein and Escompte-Gesellschaft from 1934; for 1934-1936 - Osterreichische Industriekredit

Alkviengeseilschaft only.
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Bankruptcy of Creditanstalt, however, was finally avoided by massive
.ntervention with liquid funds on the part of the National Bank, the govern-
ment's gencral guarantee, foreign creditors’ two-year moratorium, and two
subsequent major financial operations involving, on the one hand, government
and the National Bank and, on the other hand, government and foreign credi-
tors’ representatives.*®

Afrerall these rescue operations in favour of Creditanstalt, the long process
of concentration, bankruprcies and mergers in Austrian banking, nevertheless,
remained stll uncompleted. The two major Vienna banks, which outlasted the
Creditanstalt-Bodenkreditanstalt merger, namely Bankverein and Escompre-
Gesellschaft, in turn, became illiquid and suffered heavy losses in the years of
crisis. These two banks again could remain in business on account exclusively
of massive support provided by the government and the National Bank through
Gesellschaft fiir Revision and trevhindige Verwaltung {Corporation for
Accounting Control and Fiduciary Management) which was established with
the special purpose of serving as an organ of banking reorganization,

The stage of consolidation and durable rehabilitation was, however,
reached in 1934 by officially sponsored and supported arrangements between
the three remaining major Viennabanks. Creditanstalt and Bankverein merged
in the shareholders” assembly of 25 May 1934 under the common firm Oester-
reichische Creditanstalt-Wiener Bankverein. The agreement with Escompre-
Gesellschaft of the same date arranged for the tansfer of assets and lLabilities in
this bank’s current banking business to Creditanstali-Bankverein, the single
remaining major Vienna bank (while specially established Osterreichische In-
dustriekredit A.G., Wien took over all other assets and liabilities of thus
liquidated Escompte-Gesclischaft). The long process of concentrauon and
reorganization of major Vienna banks which reduced their number from pre-
war ten and pre-crisis four to one single unic, thus could be considered as
completed and, after a short period of trial as to the viability of the new
arrangements, the general government guarantee for the single major bank’s
liabilities also could be lifted (on 20 July 1934).%°

MCL Notenbank, 1816-1966, p. 463, “Agreemenc of 18 August 1932 between the Government
and the Natonal Bank”; p. 468, “Understanding of 11 January 1933 with Foreign Creditors of
Creditansalt”.

** For a detailed account of the Creditanstalt legislation see Fin fabrbundert, pp. 209-214, 224,
355-357, in particular concerning the First, Second, Ninth and Teuth Creditanstalt Acts (Bun-
desgesetzblatt, no, 136, 1931, no. 143, 1931, no, 254, 1932, and no. 157, 1934), Also see Notenbank,
1816-1966, pp. 432, 434, 439-440, 445, 458-459.

187



Ruduif Nite!
International and Domestic Repercussions

The Creditanstalt crisis, which had its deep roots in a long series of
international and national maladjustments, gave further powerful imperus, by
its very occurrence, to drastic contraction of international credit, payments,
trade, and domestic production, investment, employment, incomes and con-
sumption. Repercussions were immediate in neighbouring Germany and struck
very fast and with equal ferocity southern and eastern neighbours. The vicious
circle of bank failures, credit wichdrawals, capital flight, contracting current and
capital balances swayed back to the United States and rebounded with increased
vigour upon a number of European and overseas countries.

Austria, and the Creditanstalt, were struck by heavy blows repeatedly,
from without and within, by this sorrowing sequence of events.” Official
announcement of Creditanstalt’s crisis immediately set off a violent wave of
capital withdrawals by foreign creditors which irresistbly swept away the
fragile barriers of the first rescue operation. Domestic depositors reacted in the
same sense — to closely corresponding effect. The second rescue operaton
proved equally ineffective ar stopping the hemorrhage of foreign exchange.
The Schilling went down on foreign exchange markets (at Zurich by 17 per cent
on the average of 1932) but was not officially devalued before 24 April 1934,
Capital flight continued unabated up to the introduction of foreign exchange
controls and persisted, in spite of controls, although at a much slower pace.
The National Bank lost 501 million Schilling of gold and foreign exchange in the
five months between the outbreak of the crisis and the establishment of foreign
exchange control; and with them 200 million Schilling of che receipts from loans
by the Bank of England and the Bank for International Settlements.
The currency reserve of the National Bank, in spite of such supporting foreign
loans, fell by 742.2 million Schilling from 929.8 million Schulling atend-1930t0a
mere 188.6 million Schilling at the low point of end-1932.

The coincident contraction and immobilization of the domestic financial
sector was of stupendous proportions. The National Bank was loaded with
“financtal” bills of 691 million Schilling from Creditanstalt {as of 18 August
1932)and had no margin of manceuvre left for normal commercial trransactions.
The National Bank’s portfolio of bills, warrants and loans expanded in 1931 by
760 million Schilling from 148 million Schilling at end-1930 to 908 million
Schilling atend-1931 and would have further expanded by 33 million Schilling in
1932 had the State not taken over 571 million Schilling of defaulting and frozen
Creditanstalt bills and converted them into state debt of long amortization
peniods.  Creditanstalt was thus rescued from bankruptcy and so were, by
corresponding action, the two other remaining major Vienna banks — but the
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combined balance-sheet of the three banks at end-1932 showed a decline in two
years by more than 50 per cent for debtors, securities, participations, by 57 per
cent for deposits, creditors, acceptances, and a deterioration of the liquidity
ratio from very low 12.0 per cént to even lower 8.8 per cent.

The strong deflationary impact of these severely restrictive monetary and
credit policies was gready reinforced by equally restrictive budgetary and public
loan policies. The federal budget for both 1932 and 1933 was scheduled to be
balanced — with heavy cuts in particular in public works and investment
expenditure.  Tax receipts fell in both 1932 and 1933 — in spite of important
increases in directand indirecttaxation. Substantial receiptsin 1933 from major

GROSS DOMESTIC PRODUCT, FIXED CAPITAL FORMATION
AND INDUSTRIAL OUTPUT IN AUSTRIA: 1929-1937

(Million Schilling and - in italics - annual percentage rates of change)

At current prices A constant prices*
Gengs Fixed Gross Fized
domestic capieal Industrial demestic cagricat industnal
product formation output? product formarnien output’

Totals in 1929 12,087 1,27Q 5,619 11,358 1,138 5,185

Change: 1930 -527 -182 ~433 —316 —-13 -322
—4.4 =143 —7.7 —2.8 -11.5 —-6.2

1931 -~1,200 =211 =754 —488 —194 =523
—-f0.4 -~ 194 -~14.5 -84 —i9.3 —~f0.8

1932 —&10 -294 ~369 —1,047 —269 —365
-7.8 —33.3 -~ 2.8 -103 —3it —-131.0

1933 —530 -110 —350 —304 -85 —243
-55 8.7 =-9. -3 —-156 —-6.4

Totals in 1933 9,020 473 3,513 8,803 459 3,532

Change: 1934 —40 38 116 7z 40 120
-0.4 8.0 3.3 .8 8.7 34

1935 160 60 128 181 &7 146
-~-1.8 1.7 3.3 2.0 134 4.0

1936 179 79 57 265 82 )
2.0 13.8 i3 9 14.5 17

1937 303 71 314 301 73 266
54 0.9 82 5.4 113 6.9

Totals in 1937 9,822 721 4,128 9,822 721 4,128

* Prices of 1937.
* Includes: mining and manufacturing: electricity, gas, water; small-scale industry; construe-
tion.
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foreign and domestic loan issues were used overwhelmingly for settlement of
outstanding debt and tc a minor part only for investment purposes.*®

The impact of financial contraction and immobilization of such propor-
tions was disastrous on the real sector. The decline between the crest of the
upswing in 1929 and the trough of the crisis in 1933 was 22 per cent, at
comparable prices, for gross domestic product, 32 per cent for industrial pro-
duction, and 60 per cent for gross fixed capital formation. The fall, of course,
was even more pronounced at current prices: 25 per cent for gross domestic
product, 37 per cent for industrial output, and 63 per cent for investment.
Export receipts reached their lowest level one year earlier — compressed by 68
per cent in three years. Consumption contracted with some lag behind gross
domestic product — o its lowest level in 1934 which meant a reduction, in
comparison with 1929, by 23 per cent at current prices and 19 per cent at
comparable prices. Unemployment rose 10 and remained on unprecedented
levels approaching one half million (450,000 on the average of 1932) which
meant 29.0 per cent of the labour force, or, to put it differently, for each ten men
in the workshop, four men on the street.”'

The Rebabilitation of Banking and Industry

Total losses of Creditanstalt, including those of merged Bankverein and
Escompte-Gesellschaft (but excluding losses of Bodenkreditanstalt’s sharehol-
ders), reached 1,410 million Schilling in the four years of crisis. The mainte-
nance of Creditanstalt and the two merged banks in functioning order required
further contributions in the form of subscriptions to newly issued share capital
to the amount of 140 million Schilling. The total of contributions to rescue
operations through loan and cash subsidies and payment by the State, the
National Bank and shareholders thus added up to 1,550 million Schilling.
Participation of the State in these financial operations was around 70 per cent,

that of the National Bank around 5 per cent and of shareholders close to 25 per
cent.

* The Lausanne Loan of August 1933, issued after two years of negotiaudns yielded 237
million Schilling at the original parity rate and was used to a major part for debt service of earlier
contracted foreign loans {190 million Schilling) and the remainder for the reduction of short-term
State debt with the Natonal Bank. The yield of the domestically issued 4% Lortery Loan of
October 1933 was spent on servicing domestic debi to a lesser part and preponderantly on covering
current State budgetary and investment expendiwre. (Cf. Notenbank, 1916-1966, p. 470; CF, Ein
Jahrhundert, p. 2200,

*! For a comparison with other European countries see I. SvenNiLson, Growth and stagnation
in the European Economy (Unired Nations Economic Commission for Europe, Geneva, 1954, U.N.
Publication, Sales No: 1954.1LE.3), p. 31.
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The State in the arrangement with the National Bank of 18 August 1932
took over defaulting financial bills of Creditanstalt from the National Bank’s
portfolio to a total amoeunt of 571 nullion Schilling arrd accepted preponderantly
long-term debt to the same amount towards the bank of issue. The Stace further
gave treasury bills as a collateral for Creditanstalt’s “agreement” engage-
ments. Apart from its contributions to the coverage of Creditanstalt’s losses in
1931 and to0 those of Bankverein (a combined total of 72.5 million Schilling), it
undertook in 1933 to reimburse, through Gesellschaft fiir Revision und
treuhindige Verwaltung, in long-term instalments foreign creditor’s “live
claims™ against Creditanstalt, i.e. that part of Creditanstalt’s foreign debt for
which ne cover was found in the bank’s assets.  State contributions to new share
1ssues, directly or through Geseilschaft fiir Revision, added up to 86 million
Schilling — including its initial subscription of 58.6 mullion Schilling to Credit-
anstalt’s share capital in 1931 which subsequently was blown up from the part of
other shareholders to 71 million Schilling {in 1932).

The burden and the role of the National Bank in these rescue operations
was incomparably more important than its 5 per cent share in the toral of
contributions to the compensation of losses and the issue of new shares would
indicate. The inicial weight of Creditanstalt’s collapse was sustained exclusively
by the National Bank — ar the price of loading its commercial portfolio, by the
year’s end, with 760 million Schilling of Creditanstalt’s and other insolvent
banks’ frozen bills and disbursing 612 million Schilling (66 per cent) of 1ts
currency reserve. The National Bank’s effective participation and sacrifice was
of no lesser weight in the later phases of the rescue process. The total of
contributions by surrendering old shares or subscribing new shares reached 41
million Schilling in 1932 and 1933.°2 The retention in its portfolio of defaulting
Creditanstalt bills to the amount of 120 million Schilling and the conversion of
such bills into long-term State debt, on the other hand, heavily mortgaged for
years the whole of its business. ““The load of this massive State debt” — in the
wording of a retrospective policy memorandum of postwar management —
“implied for the Bank not only narrow limits to its lending policy but, more-
over, a vital weakening of resilience in all its business activity”.>> The National
Bank by these transactions was, in fact, transformed from a smoothly function-
ing link of the international gold-exchange-standard system into a government-

2 Costs to the National Bank of the Creditanscale’s first rescue in 1931 were 30 million
Schilling. The Bank’s total contributions to this type of operations in the years 1923-1938
amounted to 168 million Schilling.

33 Cf. Denkschrift der Oesterreichischen Nationalbank anldsslich ihres 25-jihrigen Bestandes
{Vieana, 1948}, p. 27.
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controlled state bank of issue which became virtually paralysed by heavy
lending to government and which, nevertheless, continued with its efforts, in an
increasingly hostile political and economic climate, towards restoring its cus-
tomary commercial and foreign-exchange business.

CONTRIBUTIONS OF THE STATE, THE NATIONAL BANK AND
SHAREHOLDERS TO THE ARRANGEMENTS CONCERNING
CREDITANSTALT'S DEBTS AND LOSSES OF 18 AUGUST 1932

(Million Schilling)
Arrang Arrang:
conCArTIng concerning Totai
frozen debt share capical
Conversion into State debr of
rediscounted Creditanstalt bills 571.4° - 571.4*
Treasury bills 1ssued as collateral
for ‘agreement’ engagements 151.3 - 151.3
Net gain from reduction of old
and issue of new share capital - (—12.7)® {—12.7)
Total contribution by State 7227 (—12.7)° 710.0
Retention in partfolic by National
Bank of Creditanstalt bills {126.0) - {120.0)
Contribution to reduction
of share capital 15.6 1‘9% 17,5
Total contribution of
National Bank 15.6 1.90 17.5
Contribution by other shareholders
to reduction of share capital §9.9 10.8" 100.7¢

Total of contributions 828.2 12.7° 840.9

* This debt was divided in three portions — for which debt service was arranged as follows:
Federal Debt {A) — 171 mullion Schilling (interesz to a maximum of 1% —if indispensable for
pavment of dividend of 6 per cent; amortization from 1946 onwards}; Federal Debe (B) — 200
million Schilling (free of interest; amortization by monthly instalments of 1 million Schilling from
yield of loans to be issued); Federal Debt (C) — 200 million Schilling (interest 3% ; amortization
from receipts of the bank-note 1ax 2nd the Federal share in the Bank's net profits).

" New ordinary shares received by the Stare free of charge to the value of 71 million Schilling
more than compensated for the contribucion of 58.3 million Schilling to the reduction of the old
share capital.  This net gain was financed by write-offs from other shareholders” capital.

* Including 11.19 million Schilling of Credit Insutt fir Sffentliche Unternehmungen und
Arbeiten and 1.49 mullion Schitling of Postsparkassa.
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DEBTSETTLEMENT ARRANGEMENTS BETWEEN AUSTRIAN
GOVERNMENT AND THE INTERNATIONAL COMMITTEE OF
CREDITANSTALT'SFOREIGN CREDITORSOF 11 JANUARY 1933,27
APRIL 1933 AND 29 JANUARY 1936

(Million Sehnlling)
Sources of finance
Asgers of Seate debr
Tatals Crediranstait CommkmEnts

Total of claims settled 422 210 212
Modes of serilement:

Preferential participation in Creditanstalt's

reconstituted share capital 70 70 —

Participation in newly established

'Gesco' {Monaco) holding company* 19 19 —

Transfer of bonds issued by newly established

'Gesco’ {Monaco) holding company? 130 130 —

Sertlement of 'live claims’ by Scace

in seven or twenty annual instalments® 212 — 212

*Société Continenrale de Gestion {Gesco), Menaco, which was sev up with a share capital of 30
million Schilling in 1933, received foreign assets of Creditanstalt to the value of 160 million Schilling.
Creditanstait retained 20 million Schilling of the share capiral and handed over shares 1o the value of
10 million Schilling to foreign creditors, 'Gesco’ issued bonds to the value of 130 million Schulling
to foreign creditors and satisfied their claims by liquidating the foreign assets received from
Creditanstalr.

® Setelement in seven years, according to the initial arrangement, would have implied a capital
reduction by 337/, per cent, the twenry-year alternative full reimbursemenc. The final setttement of
1936 provided for payment in cash and foreign exchange of 60 million Schilling and anawal payments
of 2 million Schilling beginning with 1 March 1937 (which at 41/,%, represented an acrual value of
77.8 million Schilling). The government thus redeemed its debts from “live claims’ of 215 millien
Schilling {including interest accrued in the intervening years) with a scetlernent o the value of 137.8
million Schilling.

The agreement of 11 January 1933 arranged for the settlement of Creditan-
stalt’s foreign debe to a votal amount of 422 million Schilling. Foreign creditors
were given preferential shares to a value of 70 million Schilling in Credicanstalt’s
reconstituted share capital,  They received shares to a value of 10 milhon
Schilling in the newly established Société Continentale de Gestion and bonds
issued by this company to a value of 130 million. Final settlement of “live
claims” to the amount of 212 million Schilling (and 3 million Schilling of
interest) on 29 January 1936 implied a capital reduction by 36 per cent.

Creditanstalt, which after its merger with Bodenkreditanstalt in 1929, was
already considered “Monarch of Austrian industry” became, in 1934, “Dual
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Monarch” of both banking and industry — by 1ts merger with the two remain-
ing major Vienna banks, Bankverein and Escompte-Gesellschafr. But this dual
morarch, Osterreichische Credicanstale-Wiener Bankverein, in spite of the
extinction of competition and formally maintained continuity of the firm, was
incomparably less pewerful and incomparably poorer, and of a fundamentally
different order, than its great predecessor.

Creditanstalt’s toral assets and liabilivies, after absorption of three major
Vienna banks and extension of its concern network to the major part of the
industrial firms controlled by these banks, were stll more than one third below
(42 per cent lower) what they were eight years earlier — prior to the outbreak of
the crisis (in 1928).

Control over the bank’s assets and liabilities, moreover, was exercised for
four vears by two exclusive shareholders, the government and foreign creditors,
and their representatives, and it was after complete reorganization of both
foreign and domestic business only that managers of the bank regained some
wider scope of autonomous action.

The bank in the final stages increasingly lost its international character and
became a state-controlled, inward-looking, and purely natuonal institution. Its
policies, in this framework, aimed at reconstructing current business and at
improving liquidity. Rehabilitation of concern industries remained an impor-
tant objective. If rehabilitation was seen to be possible, the financial burden
was reduced by remission of interest and capital or by the transformation of
claims into participation ~— in combination, as a rule, with basic technical and
commercial reorganization. Mergers in combination with rationalization mea-
sures thus substantally contributed to rehabilitation of Austria’s petroleum,
machinery, wagon, locomotive, textile and some of its other industries.

Crises and Rebabilitation in Hungary

The development of banks-to-industry relations in Hungary of the inter-
war period, as those of Austria, retlected the profound impact of inordinate
changes in the international and domestic situation of the country’s economy.
Protracted and progressively accelerating inflation in the early 'twenties
brought distorted price and income formation; irregular fluctuation of exchange
rates; and difficult, occasional, and insufficient possibilities of financing. The
subsequent currency stabilization ensured, for the later twenties, regular move-
ment of exchange rates; rising influx of foreign capital; and gradually easing
possibilities of domestic financing — but was followed, with restrictions on and
withdrawal of foreign credits towards the turn of the ’thirties, by years of
increasingly restrictive central-bank policies. The second interwar decade
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{after August 1931} was throughout a period of foreign exchange management,
foreign exchange premia and foreign debt moratoria which, in combination,
facilitated both credit financing and autofinancing of industrial expansion and,
thereby, contributed toincrease rather than reduce banks’ and bankers’ personal
and financial influence.

This extraordinary sequence of abnormal developments, heavily penalizing
any stubborn routine, required, on the part of managers and executives, an
unusual combination of know-how, experience and personal qualities and was
conducive to the emergence and consolidation of a powerful banking-industrial
establishment. The older and younger generation of banking-industrial leaders
who had the benefit of possibilities and experience in the large and prosperous
economic area of prewar Ausiria-Hungary, who had been in favoured positions
to turn to account and escape damage from war-time and postwar inflation, and
who had the added advantage of privileged positions, after srabilization, in
contact with major financial centres, acquired and maintained firm control over
the closely interpenerrated system of banking and industry.

Positions of decision, control, and influence in this well functioning hierar-
chy depended on a subtle combination of abilides, ownership rights, and
political leverage. Only a very few, sometimes outstanding personalities, to
name Ferenc Chorin, Méric Kornfeld, Gyérgy Ullmann and Tibor Scitovszky
only, could claim to hold positions of highest authority in this powerful orga-
mization. These very tew individual positions of highest economic command,
however, were sustained, and occastonally contested, by domineering blocks of
shareholders, often consolidated by family or management ties, in the concerns
under their control; by further tens and even hundreds of less wealthy and less
powerful, but often equally disunguished banking and industrial managers and
owners; and by the for those days remarkably efficient business, financial,
technical, and administrative machinery of the country’s whole banking-
industrial complex.”*

3 Facrors accountable for banks’ and bankers’ rising economic puwer and influence in the early
post-intlationary period were analysed as follows by 2 most authoritative contemporary observer
{LsTvAN Varca, Kozgazdasigi Szemle, 1926, p- 373): "One factor is that banking establishments
have conrrolling interest in a great number of industrial firms whick aliows thern to vield massive
controlling influence. The organizational arrangements for large scale industry in Hungarv are
anyhow of a nature which subordinates them to the management of major banks. Even greater
importance attaches, however, to the fact that other sectors of the economy cannot either dispense of
or replace banking establishments’ general financial and marketing expertise or their foreign
business connections. To all this should be added leading bankers® wealth of personal relations and
great prestipe and, foremost, the fact chat, because of the narrowness of industrial environment and
openings, personaliues with inclination and abilities of industnal leadership, traditionally have
ambition of banking career and often reach positions in banking management”.
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Inflationary Industrial Finance

Industrial finance, in the inflationary period of the first postwar years,
acrually depended primarily on inflationary money creation. The Hungarian
monerary uait, the “Korona”, which during the warand revolutions had shrunk
to about 1/100 of its original value, continued to decline in the period of peace.
Currency circulation, after failure of a stabilization effortin 1921, expanded at
rapid rates until mid-1924: 8.0 times in 1922, 12.3 times in 1923, and still 7.1
times in 1924. The exchange rate, after some recovery in early 1921, fell
unintermittently — to its lowest level at 1/18400 of the parity, in June 1924 (with
amonthly average of 1/16750). The climb of the cost of living and, in particular,
of wholesale prices, was even steeper.”

Credits granted by the Bank Note Institute (Jegyintézet) benefited banking
institutions and, through the banks, commerce and industry.*® Banking in-
stitutions depended on inflationary financing in spite of high profitabilicy of
certain banking operations because of loss of value of their monetary assets,
notably cash, current account credits, war-time and postwar state loans, mort-
gage bonds, industrial obligauons and, general, all assets defined in the
inflated first Austro-Hungarian and later solely Hungarian “Korona” {crown)
currency. Inflation equally annihilated the money deposits with banking in-
stitutions. In this way it was the Bank Note Institute which met the major part
of credit requirements of the economy, in contrast to the prewar period, when
only one fifth of short-term credits was financed by the Austro-Hungarian
Bank and four fifths by own capital of banking institutions.””

Commercial paper had indeed a major role in accelerating inflation. In-
crease in the item ““bills, warranes, loans” in the bank of issue’s balance sheet

%% For 2 comprehensive account of currency and money market developments in these years see
R. Quanor, Ungarisches Wirtschafts Jabrbuch, 1925, pp. 188-199, “Die ungarische Krooe und der
Budapester Geldmarkt von 1914 bis 15257,

¢ Credits granted without valorization safeguards o banks and private-sector customers
became, according to contemporary reckonings, an important factor of upswing: the part of this
type of credits in relation to state note circularion rose rapidly from 10 percentin 1921, to 50 per cent
in the second half of 1922, even reaching 65 per cent in 1923, See LT. Berenp and Gy, Ranx,
Magyarorizdg pazdasdga az elsq vilighdboru utdn, 1919-1929 (Hungary's economy after the First
World War, 1919-1929, Budapest, 1966), p. 82, quoting: G. HeineLeers, Die Wirkung der
Inflation und Sanigrung auf dem ungarischen Geld- und Kapitaimarkt (Budapest, 1927), pp. 70,
105, and B. IMred, Az inflicos fvek bitelpolieija (Credit policy of the inflationary period,
Budapest, 1926), p. 8. '

7 See T. SzapEcziT-Karnoss, A magyarorszdgl pénzintézetek fefffdése (Development of
Hungary’s banking insttutions, Budapest, 1928), pp. 42, 45-46,
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CURRENCY CIRCULATION AND ASSETS OF THE BANK NOTE
INSTITUTE AND THE NATIONAL BANK
OF HUNGARY: 1920-1925

{Million Korona)
Naote circulation Biils, Goid,

and sight warrants, fercign State Orther

lizbilities loans exchange dedr assets
3t December 1920 ) 17,536 9,575 — — 8,480
Change: 1921 —8,093 -5,375 —_ 1,800 —55
1922 66,472 32,867 16 t4,700 34,903
1923 855,439 530,208 g 384,500 66,059
1924 5,652,109 1,413,613 2,449,962 1,573,781 2,924,554
1925 1,287,326 —299,361 890,545 —20,559 862,276
31 December 1925 7,870,784 1,677,527 13,340,531 1,954,222 3,996,217

Note: From 1 August 1921 - Bank Note Insticute; from 24 June 1924 - National Bank of
Hungary. The Hungarian administration of the Austro-Hungarian Bank handed over to the Bank
Note Insticute on 1 August 1921, but continued to keep accounts up to and including 31 Decernber
1921.

* Up to 31 December 1923, calculated at original parity rates (one Kilogramme of fine goid =
Korona 3,278) - without reckoning for loss in the current value of currency. Subsequently
corrected for loss in value at one gold Korena = 14,960 current Korona in 1924 and 14,482
current Koronain 1925,

surpassed the increase in the item “state debt” 2.2 times in 1922, 1.4 times in
1923, and 1t sull reached, in 1924, 90 per cent of the increase in state paper.
Revolving credit in the banking system further added to the inflationary effect:
new loans extended to mining and industrial corporations alone exceeded
commercial credits granted by the bank of issue — 2.1 times in 1922, 2.0 times 1n
1923, and 3.7 times int 1924.

Banks throughout the inflationary period, in conditions of constantly
booming share prices, participated importantly in raising the stock capital of
enterprises belonging to their concern network. Pioneers in the field, from
early 1920 onwards, were the country’s biggest mining and steel companues, the
Hungarian General Coal Mining Ltd., under the aegis of the Hungarian General
Credit Bank, with the Salgétarjin Coal Mining Ltd. and the Rimamuriny-
Salgéearjin Steel Works Ltd., under the acgis of the Hungarian Commercial
Bank of Pest.  This activity was particularly intense in the course of 1923, when
the banking administration granted authorization for raising capital in 970 cases,
which permitted to provide capital to the value of 160 miilion gold crowns but
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implied an increase in the number of Hungarian shares registered at the
Budapest stock exchange from 29 million to 67 million.>®

There was some participation of foreign capital in banking and industrial
finance in the inflationary period already.®® Participation in the increase of
share capital on the part of foreign investors provided a capital of 16.4 million
gold Korona in 1923 and of 5.7 million gold Korona in 1924 to the fourteen
major Budapest banking institutions and their affiliated enterprises. Shares of
the Hungarian General Credit Bank were sold to French, English, American
and German investors; of the Hungarian Commercial Bank of Pest to English
investors; and of the other major banks again to English, American, Dutch,
Ttalian and Swiss investors. English capical participation was important in
developing or reorganizing major engineering, textile, and bauxite mining enter-
prises; American participation in the electric engineering industry; German
participation again in textiles and in manganese ore mining. Czechoslovak and
Austrian capital contributions, on the other hand, served material transfer of
textile machinery from redundant plant under changed conditions in the former
Monarchy’s industrial centres to newly established plant, behind the protective

LOAN CAPITAL, CORPORATION-OWNED CAPITAL,
PROFITS AND LOSSES OF INDUSTRIAL AND
MINING CORPORATIONS: 1921-1925

(Million Korona)
Total .
of balance Loan Share Reserves Profis Losses
sheet capital capital
31 December 1921 29,249 18,542 4,387 4,378 1,342 280
Change: 1922 89,934 69,928 5,246 8,754 6,008 —-50
1923 §,491,500 1,042,085 §7,104 169,164 193,147 1,507
1924 6,244,633 5,216,216 167,929 308,340 612,148 39,417
1925 16,064,792 3,405,303 6,407,153 6,264,135 -11,801 211,704
31 December 1925 23,920,010 9,752,074 6,611,821 6,755,371 800,344 252,858

%% Cf. BEREND and RANK1, pp. 114-116, and of. SzADECZKY-KARDOSS, pp. 43-44.

% One factor in attracting foreign investors was low prices in terms of foreign exchange of what
could be considered as viable investments: shares of prestigious companies bought for a few dollars
in the years of inflation often rose to 2 muliiple of this price in later years of expansion {also see E.
GyéreY, Az inflicio mérlege {The balance of inflation, Budapest, 1932), pp. 16-22 — for compari-
sons of prewar and interwar share quotations in gold crowns),
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wall of inflation and high tariffs, in postwar Hungary’s henceforth separated
customs area.®

Mining and industrial enterprise, in contrast to workers’, office workers’,
officialdom’s and pensioners’ indigence, prospered in the inflationary period
and it was well supported, in its financial and commodity transactions, by the
banking system. Profits of mining and industrial corporations, in spite of
domestic and international convulsions, were high in terms of the vanishing
Korona currency and permitted replenishment, over and above the rise in share
capital, of the total of capizal reserves: additions to reserves were 1.7 times the
increase in share capital in 1922, 1.9 times in 1923, and 2.9 times in 1924 {which
brought the ratio of reserves to share capital from 1.1 at end-1921 to 2.4 at
end-1924),

. Capital transactions of this tvpe, in combination with expansionary credit
transactions, in inflated Korona currency, greatly furthered the accumulation of
capital assets in real terms, of fixed capital investments into plant and equipment
and of stock investments into materials and merchandise. Manufacturing
capacities, in terms of the motive power of prime movers and electric mortors,
increased, from end-1921, by 17 per cent to end-1923 and by 31 per cent to
end-1924, and even more importantly in the mining sector.®’ The stock of
materials and merchandise, possibly, rose to 2 multiple from their low initial
level in both sectors.5?

Financial Stabilization and Expansion

Financial reconstruction brought Hungary a long-wished-for respite after
more than ten years of monetary trouble. The hinancial reconstruction scheme
of the League of Nations was prepared and submitted by the League Secretartar
and the Financial Committee to the League Council in December 1923, The
League scheme was then referred to the Reparation Commuttee which, on

8 Cf. SzApEczxy-KarDass, p. 59, ¢f. BerEND and RANKI, pp. 104-108, and L.T. BEREND and
M. Szunay, A tokés gazdasdg térténete Magyarordgon, 1848-1944 (History of capitalist economy in
Hungary, 1848-1944, Budapest, 1978), p. 221,

1 For mative power in the manufacturing sector see Annwaire statfstigue bongrois, 1919-1922,
p. %1, and 1923-1923, pp. 109-110; for necessarily conjectural comnparisons of the current book value
of fixed assets owned by manufacturing and mining companies, respectively, see tbid, 1919-1922,
p. 94,1923-1925, p, 126, and 1926, p. 110.

42 Any estirnate of this change is rendered extremely hazardous by uncertainties of, and
important changes in, valuation practices: the increase to abour 3.3 times from end-1921 1o
end-1925, appearing for both manufacturing and mining from the statisties of company accounts
and a deflation by the wholesale price index, most likely represents an upper Limit (see Annuaire
statistique hongrois, loc. cit. and Ungarisches Wirtschafts Jabrbuch, 1925, p. 198, and 1926, p. 240).
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acceptance by Hungary of a twenty-year schedule of reparation charges, de-
cided, on 21 February 1924, to excepe specific assets from reparation guarantee.
The Council, with the signature of the protocol incorporating the scheme, was
able, on 14 March 1924, to acceprt full responsibilicy for proceeding withit. The
scheme came into effect on 1st May.

One important step in the implementation of the scheme was the issue, in
July 1924, of the 7!/, per cent Reconstruction or State Loan (Kingdom of
Hungary Sinking Fund Gold Bonds, 1924-1944}, to the nominal amount of 68.7
million dollars. The greatest part of the loan (96 per cent), was issued publicly
in the United Kingdom, the United States, Italy, Switzerland, the Netherlands
and Sweden. The nominal rate of interest was 7'/, per cent, except for the
Italian portion (8.05 per cent), Prices of issue averaged act 81!/, per cent,
which meant an effective yield of 8/, per cent. Prices received by the govern-
ment varied berween 80 and 86%/,5. Net proceeds were 51.4 million dollars.

Prior to the placement of the loan, the reconstruction law and the law
establishing the bank of issue were enacted on the same day (26 April 1924).
The reconstruction law empowered the government 1o decree by ordinance in
matters related to the execution of the scheme. The budgetary programme,
agreed to by the Financial Committee and the government in advance, aimed at
obtaining budgetary equilibrium — through four half-yearly budgets and fore-
saw the covering of a gradually decreasing deficit from the proceeds of the
internal loan already arranged for. The bank of issue started functioning on 1st
January 1925,

CURRENCY CIRCULATION AND ASSETS OF THE
NATIONAL BANK OF HUNGARY: 1925-1930

(Million Pengé)

Motz eirculation Bills Gald,

- Seate Other

ey oY o debe asers

31 December 1925 62%9.66 134.20 266.29 156.34 320.65
Change? 1926 84.49 83.94 19.49 —21.61 —44.82
1927 §1.41 113.94 25.14 -23.32 —30.90

1928 —41.2% 85.35 —55.83 —14.17 —~136.12

1929 —155.41 —87.90 —48.28 -9.70 -43.81

1930 —62.95 —31.87 -10.79 —23.20 —4.55

31 December 1930 535,91 297.68 196.02 64.34 60.45

* Calculated at one Pengd = 12,500 Korona.
* Calenlated at one Kilogramme of fine gold = 3,794.- Pengd.
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LOAN CAPITAL, CORPORATION-OWNED CAPITAL,
PROFITS AND LOSSES OF INDUSTRIAL AND
MINING CORPORATIONS: 1925-192%

{(Million Pengd)

e lom S R g
3 December 1925 1,914 780 529 54] 64 20
Change: 1926 380 151 206 195 28 4
1927 299 178 44 38 34 3
1928 339 239 36 36 8 3
1929 225 L1110 65 45 5 1
M December 1929 3,348 1,458 900 855 135 41

With the introduction of this comiplex of measures, the exchange rate of the
Korona steadied in the course of 1925, ata level representing 1/14,500 of the old
parity {even implying some recovery in comparison with the previous year).
Cost of living and wholesale prices moved parallel. A new Hungarian curren-
cy, the “Pengd”, could in consequence be introduced in November 1925, one
Pengé‘cqualling 12,500 paper Korona. Because of a favourable development of
receipts rather than a reduction of expenditure, the budget closed with a surplus
in both fiscal 1924/25 and 1925/26, that is to say, two years earlier than
envisaged. This meant successful completion of the scheme and formed the
basis for monetary and financial stability at least for a few years to come.®

Currency developments in the 1925-1930 period were orderly in Hungary
and currency circulation after two years of expansion began to decrease, first,
from 1928 onwards, because of a decline in gold and foreign-exchange holdings
and from 1929 onwards a decline also in commercial lending. The state debrt as
well as the post of other assets was throughout this period systematically
reduced.

Banking institutions in the period of stabilization and credit expansion had
an important rol¢ in industrial financing both as intermediaries of foreign capital
and as distributors of domestically accumulated money capital. Loan capital of
industrial corporations (including mining and steel corporatiens) which repre-

5 For a fuil report on the Hungarian scheme see this author’s “Incernational Credic and
Finance, 1919-1938: (iv) The Role of the League”, Chapter 12, Volume Two, The Economic History
of Eastern Europe since 1919 (M.C, Kaser and E.A. Rapicg, Eds., Oxford, forthcoming).
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sented 70 per cent or more of total industrial capital in those years, increased
from close to 800 million Peng in 1925 to close to 1,500 million Pengd in 1929,
i.e. by about 700 million Pengd for industrial corporations and probably about
1,00C million Peng for total industry. The share of foreign and domestic
capital was about equal in this expansion: long-term foreign loans to industry
are known to have increased by 133 million Pengd in these years and short-term
foreign loans by esumated 392 million Pengd — which means a foreign part

slightly above and a domestic part slightly below 500 million Pengd®*

BALANCE OF PAYMENTS OF HUNGARY: 1923-1924, 1926-1937

(Million Pengd)
. Capieal v Inter: E

Year gilp“_ﬂ w gujrrcm Goods Services i ;;de“ Gold :I:\?F

WINCE ] ang-term Short-tzmm dlance dividends omission
1923 14 9 5 — 79 =9 6 5 7 —65
1924 in —15 126 —148 —147 14 — 14 i —37
1923-4 125 — 6 13 —227 =244 20 — 11 8 —102
1926 146 167 —21 —148 — 77 17 — 87 —1 — 2
1927 480 278 202 —509 377 —12 —I113 —2 —29
1928 532 315 187 —322 385 16 —148 —5 —20
1929 208 218 —10 —217 — 44 — b —162 —5 — 9
1926-3 1,336 978 358 --1,3%6 —883 15 —3515 —13 —60
1930 210 —43 253 —127 72 . — 4 —187 —38 83
9, 287 20 267 —212 27 —26 —-—208 —3 75
1932 7 2 5 — 25 — 9 6 — 18 —4 —I18
1933 s} al 0 28 66 — 4 — 28 —& 28
1930-3 504 —21 525 —336 156 —28 —441 23 168
1934 —16 — —16 9 48 2 — 41 _— — 7
1935 —48 2 —50 28 30 5 - 27 —_ —
1936 —38 — 2 —56 65 67 23 - 25 — 7
1937 —23 1 —82 100 95 32 — 27 — 17
1934-7  —=205 -1 —204 202 260 62 —120 — — 3

Nortes, 1n1924-9— medium-rerm transactions are shown with short-term capital movements;
in 1930-7 — with long-term movements.

#* Estimates based on Annuarre statistigue hongrois, 1926, p. 109, 1930, p. 111y and cf, BErEND
and RANKL, pp. 172-173, 180-181.  Also see, forareview of the period to 1938, V.(ViLmos) NOTEL,
Nozgazdasigi Szemle, 1941, “A magyar ipan termelés financzirozdsa™ (Uinancing [lungarian
induserial production), pp. 451-483.
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The total of bank credits granted to industrial corporations (the over-
whelming part of all credits), whether from foreign or domestic sources, in-
creased importantly in the four years of credit expansion: the total increase was
by 83 per cent or 395 million Pengd, from 715 million Pengd’in 1925 to 1,310
million Pengd in 1929. The share of long-term credits was modest in this
increase: 19 per cent of exclusively foreign financed or refinanced industrial
mortgages. The 81 per cent share of short-term finance in the increase was, by
contrast, provided to one part from domestic and one part from foreign sources
and mostly granted by, or contracted through, Budapest banks in most varied
arrangements: rediscounted bills of exchange (only 4 per cent), advances (7 per
cent}, acceptances {11 per cent}, but, foremost, merchandise credits (23 per cent)
and current account credits, with or without commodity or security pledges (34
per cent).®

The demand for foreign finance was particularly pressing in the vears ot
domestic financial stringency after stabilization. The only major long-term
industrial loan to a value of 3 million dollars or 17 million Pengd was granted in
New York to the leading metallurgical concern, the Rimamurany-Salgdtarjan
Steelworks. The total of short-term loans, by contrast, added up to 231 million
Pengd’— including a Swiss loan to the important Ganz Electric Engineering
Works, an English loan to the First Budapest Flour Mills, and an Anglo-
Austrian Joan to the value of 1.25 million Pound Sterling or 35 million Peng8
contracted in Vienna, without the intermediary of Budapest banks, by Victoria
Flour Mills {(which two years later went into bankruptey).

The influx of foreign capital was, as noted, of considerably greater volume
in the subsequent years of credit expansion. The most important transaction,
within the total of 133 million Pengd of long-term transactions, was the British
Government-guaranteed so-called Talbot Loan of 1928 — to the amount of 3.3
million Pound Sterling or about 92 million Pengd which financed the establish-
ment of a major power plant and the electrification of the Budapest-Vienna
railway line. The leading textile concern, the Goldberger works received in the
same year a loan of 300 thousand Pound Sterling or about 8 million Pengdwhich
served its investment into 2 large cotton spinning mill. The long-term (20~
years) loan of 1928 of the specially established semi-public Hungarian National
Industrial Mortgage Institute to the amount of 4.6 mullion dollars or 26 million
Pengd permitted this Institute to grant 43 long-term loans to industrial firms,
prepoanderantly in the metal-engineering and textile sectors.®®

85 Annudire statistique hongrois 1926, loc. cit.
58 Cf. BEREND and RANKI, pp. 175-181.
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GROSS DOMESTIC PRODUCT, FIXED CAPITAL FORMATION
AND INDUSTRIAL OUTPUT IN HUNGARY: 1924/25-1929/30

(Million Pengdand - in italics - annual percentage rates of change)

At current prices At costant prices®
dGross_ Fix_:ril Induserial dGmssl Fix_edi tndusinal
omestic _ capina cout omestic capita utmut
product fermaticn Fuput product formation #
Totals in 1924/25 5,058 358 1,487 3,883 311 1,094
Ch:mge: 1925/26 B30 121 271 764 113 196
fo.4 338 18.2 9.7 36.3 17.9
1926/27 — 145 42 —b67 142 138
— 30.3 2.4 —1i.4 33.5 10.7
1927/28 455 184 96 290 137 102
7.7 29.5 33 6.3 24.2 7.1
1928/29 450 54 71 327 37 68
7.1 6.7 iz 6.7 5.3 4.4
1%29/30 —-313 —219 —67 69 —180 —26
] —25.4 —J.4 1.3 —23.4 —1i.&
Touals in 1929730 6,480 643 1,900 5,266 560 1,572

* For gross domestic product and industrizl outpuc prices of 1938-39 for fixed capiral forma-
tior prices of 1937.

® Mining and ferrous metallurgy; manufacturing; small-scale indusiry; construction.

Short-term foreign credits to industry, the volume of which was nored to
have increased in the years 1925-9 by about three cimes the total of newly
granted long-term loans, to one part were effectively short-term credits for the
financing of production campaigns, merchandise exports, or, foremost, mer-
chandise imports — but to a major part only formally short-term and effectively
long-term loans, relied upon for the financing of fixed and stock investment.*”

However this may be, foreign finance provided to industry in the period of
stabilization and credit expansion, to the total of about 660 miliion Pengd{of
which long-term — 150 million, short-term — 510 million) served, apart from
the misguided loan to the Victoria concern, overwhelmingly productive pur-
poses and found their counterpart in an otherwise unobtainable expansion in the
imports of industrial raw materials, semi-finished products, and also machinery
and equipment.

87 Cf. BErenn and RAnk:, pp. 181-182.
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A further important source of industrial financing in the period of credit
expansion, mostly again in close co-operation with banking institutions, re-
mained the raising of the share capital and reserves of industrial corporations.
The value of industrial share capital thus rose in the four years 1925-9 by 371
million Pengd and that of reserves by 314 million Pengd which meant a total of
685 rillion Pengd, about as much as the increase in loan capital. The participa-
tion of banking institutions in the share capital of industrial corporations
reached by this time as much as 57 per cent (1929) — as compared with 47 per
cent in the prewar period (1913).%

The period of foreign credit inflow was a decisively important era in the
country’s industrial development. Industrial investment rose sharply,
although at decelerating rates, by 70 per cent in four years, and industnal
production by 46 per cent; industrial investment in 1929/30, in spite of the first
impact of recession, still reached a level 33 per cent above the level of 1924/25,
and industrial production a level higher by 44 per cent.®?

Productive capacities of manufacturing industries {including electric power
production}, measured on the motive power of machinery and equipment, thus
-expanded by 38 per cent from 1925 to 1930°° and the book value at current prices
of stocks in manufacturing and mining companies, after some decline from 1929
to 1930, by 46 per cent.”

Changes in the sectoral distribution of industrial capacities, apart from a
massive expansion for electric power production, showed every sign of a ready
adaptation to the new realities of a highly protectionist trading environmentand
a greatly contracted customs area. Industrial capacities, as in the inflationary
period, moved forward slowly only in the traditional sectors but expanded fast
in the import substituting industries: plant capacities, comparning end-1930 to

% See LT. BenenD and Gv. RANKI, Magyarorszdg gydripara a mdsodik vilighdboru eldtt és a
biborii iddszakiban: 1933-1944 (Factory industry of Hungary preceding and during the Second
World War: 1933-1944, Budapest, 1968}, p. 116,

5% Cf. EcksTEmN pp. 20, 33 {comparisons at constant prices}. Total gross investment (fixed
capital formation), on the same basis, showed a plus of 138 per centin 1928/29 and of 30 per cent in
1929/30; gross domestic product (total net output including services sectors) an increase by 34 per
centin four years and by 36 per centin tive years.

" See Annuairestatistigue hongrois, 1919-1922, p. 81; 1925, p. 95, Special Supplement (Hunga-
rian Institute for Economic Research), No. 8, I. Varga, “Data on the Business Situation of
Hungarian Manufacturing [ndustey™ (in Hungarian), p. 31. The increase, most likely, was less
important in the mining sector — according to indications deriving from a comparison of Lhanges
through the same years in the current value of fixed assets (]and buildings, equipment) in the
company balance sheets of mining with manufacturing companies {see Annuaire statistigue han-
grois, 1926, p. 110and 1931, p. 121}

"L CE Annuarre statistigue bongrots, 1926, p. 110, 1930, p. 111, and 1931, p. 121,
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end-1921, actually contracted in the metallurgical sector; they expanded by
about 50-60 per cent in food processing, engineering and building materiais, but
they doubled in chemicals and trebled in textiles and for the total of other
industries including leather, wood-working, paper, printing and allied indus-
tries.

Banking and Industry in Crisis and Recovery

The cataclysmic world economic crisis of 19291933 profoundly affected
Hungary — as all east European countries. The impact of the disruption of
international financial markets and of the collapse of export prices and receipts
for agricultural products was, however, more immediace and violent for the
internationally interlinked financial system and for export-dependent agricul-
ture than for the industrial sector which, in preponderantly agricultural Hun-
gary, was less vulnerable in this conjuncture of unfolding credic and currency
crises and highly protectionist trading policies.

The net inflow of foreign capital to Hungary, which was of an order 0f 500
million Pengd’, or 90 million dollars, in 1928, shrank to less than half in 1929 and
1930 and further shrank, after a last upsurge through the emergency credics of
1931, to near-to-zero or zero levels in 1932 and 1933, The index of export
prices (1928 = 100) lost 34 per cent by 1931, 44 per cent by 1932, and 56 per cent
by 1933, and export earnings fell, from the same basis, to less than three quarters
n 1931 (index : 71.0) and to less than one half in 1932 (index : 41.6) and 1933
(index : 48.7). The increasingly heavy burden of interest and dividend pay-
ments, trom 1929 onwards, absorbed the best part of the net credit inflow and,
with complete interruption of the inflow and important withdrawals on short-
term accounts, imposed the necessity, first, to introduce foreign exchange
management (August 1931) and, subsequently, to declare an initially partial and
finally close-to-full transfer moratorium on current debe service as well as on
reimbursements and amortization (January and July 1932).72

Domestic repercussions were equally devastating. The banking system
was paralysed for years by drastic withdrawals from foreign and domestic
deposit accounts and by the government-imposed farm debt moratorium..
Freely disposable income and purchasing power of millions of peasants and
many other agricultural producers, notwithstanding debt moratorium, price
support and other relief measures, was shrinking frequently below the support-

7 For z detailed analysis of these developments in their international seting, see Economic
History of Eastern Ewrope since 1919, Chapter 12, Volume Two, this author's “International credit
and-finance, 1919-1938: {vi) Crisis and contraction, 1929-1933",
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GROSS DOMESTIC PRODUCT, FIXED CAPITAL FORMATION
AND INDUSTRIAL QUTPUT IN HUNGARY: 1929/30-1938/39

(Million PengS and - in italics - annual percentage rates of change)

Al current prices Ar constant prices”
Grossy Fixed Gross Fined
. domestic capieal Indusiral domestic capital [ndustrial

produge [grmation oueput® preduct frematinn output®
Totals in 1929/30 . 6,480 643 1,900 5,266 560 1,572
Change: 1930/31 —-691 -159 —203 -97 —-122 =70
—10.7 M7 —-10.8 ~1.8 —21.8 —4.3
1931/32 —764 ~66 —224 —276 -35 -1iC9
—13.2 —13.6 -13.2 —-3.3 —8.0 —73
1932/33 -525 -110 —118 —233 =79 =55
—i0.4 ~26.3 —-8.0 —4.8 —196 -39
1933/34 —94 —-70 -2 99 -bb 120
—217 =227 1.5 8.6 —-204 9.0
Touals in 1933/34 4,406 238 1,351 5,059 258 1,458
Change: 1934/35 154 -3 - 60 59 -3 93
15 =13 4.4 1.2 —1.2 6.4
1935/36 32% 51 87 225 54 14]
7.2 257 £.2 4.4 22.2 5.f
1936/37 400 103 144 325 93 74
8.2 6.0 9.6 6.1 0.1 4.4
1937/38 206 66 105 —-124 47 —_
19 7.0 6.4 —-2.2 11.7 —
1938/39 303 i3 199 256 47 18¢
5.6 2.1 1.4 4.6 10.5 0.2
Totals in 1938/39 5,8C0 510 1,946 5,800 496+ 1,946

* For gross domestic product and industrial output prices of 1938-39; for fixed capital forma-
non prices of 1937,
* Mining and ferrous metallurgy; manufacturing; small-scale industry; construction.

able minimum.”® Effective deman for industrial products, both investment and
consumer goods, severely contracted in consequence.

The crisis, however, developed primarily in financial and secondarily only
in real terms.  The value of gross domestic product of current prices decreased

7* Ready cash circulation in many villages, as was common knowledge those days, was
exclusively in small coin and the tota} of their holdings often was less than the smallest denomination
of bank-notes {10 Pengé}.
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in the four years from 1929/30 to 1933/34 by 32 per cent — agriculeural output
by 51 per cent and industrial output by 29 per cent. Agricultural ourpur ac
constant prices, by contrast, remained virtually the same in this comparison,
while the shortfall in the volume of industrial output, after a sharper reduction
the year before, was, at this stage, by not more than 8 per cent.”

Banking and industry in this long phase of extreme deflationary pressure,
aggravated by the withdrawals of important foreign and domestic funds, were,
however, given the possibility of availing themselves, within narrow limits, of
credic facilities unblocked by the bank of issue,. The National Bank of Hun-
gary, in the three years from end-1930 to end-1933, extended additional credits
in the form of biils, warrants and loans, primarily to banks, industry and
commerce, to the total amount of 338 million Pengd’ while all other items of the
balance were decreasing: the total of bank-note circulation and sight hiabilines
by 64 million Pengd”and, among assets, gold and foreign exchange by 105
million Pengd; state debt by 14 million Pengd, and other assets by 43 million
Pengd’

CURRENCY CIRCULATION AND ASSETS
OF THE NATIONAL BANK OF HUNGARY: 1930-1938

(Million Pengo)

MNote eirculation Bills, Gold,

mddgh wames fowen 330 o
31 December 1930 335.91 297.68 196.02 64.34 63,45
Change: 1931 . 12.99 143.19 —77.55 —5.90 -31.93
1932 ~i17.90 31.53 -8.36 -6,03 -1,08
1931 40.70 163.39 —19.24 -2.10 10,07
31 December 1933 471.70 635.79 90.87 50.11 17.37
Ch:mge: 1934 15.32 —4.43 8.40 ~0.12 —58.37
1935 77.0 =44 55 12.96 27.00 69.94
1934 85.04 —37.45 i4.18 20.89 57.40
1937 62.77 —82.68 16.18 1749 84.03
1938 347 .41 58.98 78.01 152.89 90.29
31 December 1938 1,055.26 525.66 22060 268.17 anA

™ The crisis in reaf terms reached bottom one year earlier but prices continued to fall: induserial
output at current prices thus hardly changed and agricultural output decreased by 7 per cent
between 1932/33 and 1933/34 while expansion in real terms was 9 per cent for industry and 10 per
cent tor agriculture.
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LOAN CAPITAL, CORPORATION-OWNED CAPITAL,
PROFITS AND 1.OSSES OF INDUSTRIAL
AND MINING CORPORATIONS: 1929-1938

(Million Pengd)
Total of Loan Share Reserve Profics Losses
balance sheer capital cagtal capatat

31 December 1929 3,342 1,458 900 855 135 41
Change: 1930 ' -4 ~76 1 65 ~-24 17
1931 —18 —18 t1 18 —29 28

1932 79 2% 6 &0 —-16 39

1933 ~55 =20 -42 9 -2 —13

31 December 1933 3,330 1,373 285 1,007 64 112
Change: 1934 41 45 -17 4 9 —24
1935 43 17 -4 18 12 1

1936 165 88 2 54 21 -3

1937 144 72 5 55 12 9

1938 230 117 16 38 5 -3

31 December 1938 3,253 1,772 §g2 1,176 123 72

The close co-operation between banking and industry continued in subse-
quent years of stagnation and crisis and proved to be instrumental in preserving
the country’s industrial capacity — in spite of the reduced availability of foreign
credit, consequent domestic credit restrictions, and sizeable cuts in industrial
prices, sales, and production. The total of outstanding foreign industrial loans
diminished from 1929 to 1931 by estimated 75 million Pengd{of which: long-
7> 'The decrease for the total
debt of industrial corporations, whether foreign or domestic, was 145 million
Pengd'in the three years from 1929 to 1932 — with important reductions in the
amount of mortgage and merchandise and other credits (by a total of 273 million
Pengd) and a partly compensating expansion of current account credits and
advances {by 128 million Pengé).

The recovery of industrial production and investment from its lowest level
in 1932, was well sustatned by a first most modest but subsequently acceleraung
process of credit expansion. The total loan capital of industrial corporauons
rose from 1931 to 1938 by more than 400 million Pengd, from 1,364 mullion
Pengd to 1,772 million Pengd— with a further continuing increase in the share
of current account credits.

term — 39 million and short-term — 36 miilion).

75 See of. BerEnD and RAwnk1, 1919-1929, pp. 180, 182, and of. V. NéTEL, F. 458.
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Autofinancing of industrial enterprises, in mamtained co-operation with
banking institutions, became in these years of stagnation, crisis, and recovery a
further, equally important source of industrial finance. The company-owned
capital of industrial corporations increased, even in the years of credit contrac-
tion, by more than 100 million Pengd— from 1,755 million Pengd in 1929 to
1,860 million Pengdin 1931; and it continued to increase in the subsequent years
of resumed credit expansion by close to 200 million Pengd — to 2,058 mullion
Pengdin 1938. The increase from 1929 to 1938 thus was about the same, after
fluctuations, for both the loan capital and the company-owned capital of
industrial corporations (314 million and 303 million Pengd, respectively) and
the ratio of loan capital to company-owned capital at this phase of the recovery
(79 per cent in 1937 and 86 per cent in 1938) again very close to what it was nine
years earlier at the peak of the preceding expansion (83 per cent in 1929}.

The total share capital of industrial corporations, on account of the estab-
lishment of new or the liquidation of existing corporations or other additions to
or write-offs from share capital, rose from 900 million Pengd in 1929 to 928
million Pengd in 1932 and, after a sharp fall in 1933, established irself, with
comparatively little change from year to year, at 882 million Pengd in 1938.

The controlling influence of the banking-industnial complex over corpo-
rate industry continued to increase in all these years of crisis and recovery —

INDUSTRIAL CONCERN NETWORK
OF LEADING HUNGARIAN BANKS: 1938

Magyar Alwalanos Hitelbank Pestl Magyar Kereskedelmi Bank
\ Hungarian General Credir Bank Hungarian Commercial Bank of Pest
Induseries — —
Number of Share capial in Number of Share capital in
carporations million Pengd” corparations million Pengd
Miaing; steel, etc. furnaces 10 91.00 12 5205
Metallurgy, engineering 15 25.94 12 2471
Electricity, electric
engineering 17 43.74 12 37.37
Chemicals 7 4.86 11 12.64
Textiles 14 19.90 8 9.42
Foods, drinks 17 49.69 15 38.22
Building materials, glass,
porcelain, ete, 8 5.14 5 4.33
Wood, paper, printing 7 3.48 8 14.86
Orher industries® . 7 2.63 5 §.21
Allindustries 102 248.39 88 - 201.81

* Includes construction firms.
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from 57 per centin 1929 to as much as 60 per cent in 1938.7® The greatest part of
this controlling intluence, 50 per cent out of the 60 per cenr, was concentrated in
the two majors of Hungarian banking, the Hunganan General Credit Bank and
the Hungarian Commercial Bank of Pest — five other big banks sharing control
over the remaining 10 per cent. The position of the two majors was dominant
over the closely interlinked complex of the highly protected and organized
electric power, coal, steeland engineering industries. Participation was equally
dominant in the sugar, alcohol, food and drinks sectors, which benefited from a
combination of fiscal and industrial monopolies. Important parts of the most
dynamic textile and chemical industries were, by contrast, less firmly under
banking control.

PRODUCTIVE CAPACITIES IN TERMS OF MOTIVE POWER
IN HUNGARIAN MANUFACTURING INDUSTRIES:
1921, 1925, 1930, 1933, 1938

{Thousand borsepower units and index numbers)

Thousand HP uaits? 1923 1930 1933 1938 [l
1925 (938 1921 =1007 1923=100 1930=100 1933=130 1925=100 i921=100

Mctallurgy 188.4 193.8 ith 87 101 120 . 106 112
Engineering 65.7 4.7 133 115 118 10& 144 192+
Electric power

production 3689 7275 134 180 105 104 197 264
Chemicals 285 62.4 163 123 122 145 219 357
Textiles, clothing 42.8 97.6 192 155 108 136 228 438
Foods, drinks 153.5 212.8 138 109 107 124 145 200
Building mazcrials,

glass, porcelain, ete,  52.1 70.0 127 129 93 113 i34 179
Other manufacturing® 367 78.4 165 135 108 147 24 353
Total manufacturing 9366 1,352.2 131 138 106 114 j 66 217

* Capacity of prime mavers plus of eleciric motors driven by electricity generated ourside the
plant.

¢ Based on information referring to the capacity of primer movers pius electric movors (without
deduction for electric motors driven by electric power generated on the plant).

¢ Includes leather, wood-working, paper, printing and allied industries.

76 Concurrently with this reinforcement of the controiling influence of the banking-industrial
complex, there was i decline of foreign shareholdings in the industrial secior — from 28 per centin
1929 1o 25 per cent in 1938 (Cf. Beren and Szunay, pp. 221, 222; also see Economic History of
Eastern Enrope since 1919, Chapter 12, Volume Two, this author's “International credic and
finance, 1919-1938: (viii) Foreign participation in domestic enterprise”.
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The manufacturing and mining sector of Hungary’s economy, after this
abnormal “cycle” of crisis and recovery, emerged not only without major
damage to its productive potential, but, to some extent, even reinforced, by
significative additions to plant and equipment and-a modest improvement in the
composition of stocks.”” Productive capacities of manufacturing in terms of
the motive power of machinery and equipment expanded by 6 per cent in the
years of crisis (from 1930 to 1933) and further expanded, by 14 per cent, in the
subsequent years of unfolding recovery (from 1933 to 1938): increase for the
two phases in combination (from 1930 to 1938) were much below the average for
total manufacturing (21 per cent), for electric power production and the build-
ing materials and related industries; they were around this average for metallur-
gy and engineering, but much higher for the food, the textiles and, most
importantly, for the chemical sectors.”® The banking and industrial complex of
Hungary, in spite of high risks of an increasingly threatening foreign dornina-
tion, thus continued to make a valid contribution to the development and
adaptation of the industrial sector — in objective alliance, at this stage, with 2
partly only representative government and a majority of the working class.

Summary and Assessment of Systematic Changes

The foregoing investigation and analysis was conceived as an attermpt at
seeking answer to three imporeant problems of monetary, banking and indus-
trial policy. Tt was designed as a contribution to the assessment of the effects of
the interwar gold-exchange-standard experiment, and its early disruption, upon
credit, trade and growth of small peripheral countries. The second objective
was to see whether basically “universal” commercial and credit banks were able
to perform useful functions, under greatly varying circumstances, as sumulators
of financial capital accumulation and intermediaries berween the financial and
real sectors. The third objective was an investigation of these banks’ functions
as organizers and controllers of industrial enterprise and their contribution to

77 Cl. Annuaire statistigue bongrois, 1929, p. 113; 1930, p, 111; and 1938, p. 145: The share of
materials in the total of stocks in manufacturing and mining increased from 33 per cent in 1929 and
32 per cent in 1930 (of torals of 540 million Pengd and 501 million Pengd, respectively) to 41 per cent
in 1938 (of a toral of 524 miilion Pengd).

7 Manufacturing capacities, as 2 whole, more than doubled in seventeen years of the interwar
penod (from end-1921 1o end-1938): the rise, among the traditional industries, was most modest in
metallurgy but capacities abour doubled in two rraditional sectors, engineering and food, drink,
tobacco; for electric power production, the increase was to two and a half times; for chemicals,
capacities much more than trebled, for textiles, clothing they quadrupled.
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the development, preservation or conversion of productive capacities and the
productive deployment of labour,

But before trying to find an answer to these questions a preliminary
quesuon has to be raised, namely whether this interwar experience of Austria
and Hungary can at all be relevant in the contemporary context. There were
indeed important historical discontinuities in Austria which may be thought to
deprive factfinding and analysis of these bygone events of most of their meaning.
The historical discontnuities in Hungary were even sharper which may give to
this type of objection even firmer support.

The investigation and analysis of the interwar gold-exchange-standard
expeniment and its early disruption point to and put into relief causal connec-
tions in two important respects.  The breakdown of this experiment clearly was
linked to the failure to succeed with co-ordination between credit and trade
policies. Mulrtilateralization of credit came in combination with a stubbornly
protective trade policy, first within the region surrounding these two countries,
and subsequently on a world scale. The second importantconnection emerging
1s that with 2 breakdown of international credit and growing protectiomsm of
important trade partners, national policies necessarily divert towards autarky
which also implies growing governmental interference in the banking sector and
reinforced political pressure in favour of nationalization in the industrial sector,

The dominant role of universal banks as financial intermediaries indicates
that they can be lenders of last resort at their own risk and peril only -— which 1s
to say that they depend decisively on adequate backing from central banks,
foreign creditors and the whole interconnected international system of universal
banks. The backing by the central bank has, however, its unavoidable implica-
tions for currency circulation. The backing by foreign credirors weighs heavily
on future balances of payments. Support beyond certain limits by the intercon-
nected international chain of universal banks, moreover, brings with it the risk
of breaking at its weakest point.

Universal banks as lenders of last resort thus have a limited scope only for
effective action. Their dependence on the quality of their assets and liabilities 1s
extreme. Critical conditions in the real sector serviced by them can deprive of
favourable credit rating important sections of their customers. They equally
depend on the quality of their borrowed capital, Their credit-worthiness
ultimately depends on the assessment on the part of foreign creditors and central
banks. [n consequence it is their role as financial intermediaries rather than as
lenders of last resort which is of decisive importance.

Universal banks as partners in management are also having an important
role. Austrian universal banks preserved practically the whole of Austrian
industry through structural and international crises of inordinate gravity —
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although at the price of immense sacrifice in terms of unemployment. Hunga-
rian universal banks, in more favourable conditions, succeeded to help industry
through a much shorter and less sharp crisis and finally substandally contri-
buted 1o its ulterior expansion.

To draw conclusions from the interwar experience from the viewpoint of
the two countries which lived through this experience would indeed be most
tempting. It would show in the case of Austria a remarkable capacity — on the
part of the National Bank as well as Creditanstalt-Bankverein — to resume
continuity, after complete break for more than seven years through accupation
and war, in her political and economic organization and practices on the national
as well as internartional level.

Hungary, in spite of the shift towards state ownership, state monopoly, and
planning in its economy, also preserved a certain continuity by strongly relying
on financial instruments in planning, organizing, co-ordinating, directing and
controlling current and investment activiry of industries and the whole of the
real secror.

While restricting comment in respect of Austria and Flungary to these very
few remarks it may be more rewarding to try to draw some conclusion of more
general validity concerning the contemporary organization and functioning of
the international financial and commercial system 1n its close interconnections
between international financial markets and national banking institutions and
industries.

The interwar experience of the gold exchange standard and relared artempts
at the liberalizarion and multilateralization of trade undoubtedly had a pro-
found impact on postwar theory and practice in these matters. They greatly
inspired the Bretton Woods Agreement and the rules governing activities of the
World Bank and the International Monetary Fund. They also influenced the -
drawing up of the Havana Charter and its limited implementation through the
General Agreement on Tariffs and Trade.

This interwar experience, however, is relevant not only in its initial stages
but also in its ultimate sequels. Expansionary international credit policies in
growingly protectionist surroundings provoked the sharpest international eco-
nomic and financial crisis of the last two centuries. Governments, central
banks, bankers and industrialists mostly were caught unawares in that situation
and only very few experts, combining required qualities of banking experience
with full understanding of economic interconnections, could sound mostly
unheeded warnings.

Uncertainties in matters of international credit, international currencies,
and international trade are hardly less.menacing in our days than they were in
those times. The necessity of going beyond formal criteria of credit rating of
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countries, banks and industries therefore imposes itself with greater weight than
ever.

Practical proposals to cope with these problems in closest co-operation
between bankers and economists found little response so far on the part of
international organizations, governments, central banks and bankers. Econo-
mic and historical analysis of bank-industry relations in the interwar period
undoubtedly would plead for practical progress in these matters.
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NOTE ON STATISTICS

Currency circulatzon and 2ssets
of Austro-Hungarian and Austrian banks of issue: 1918-1924 (p. 146, 198},
Sources: Cf. Oesterveichische Notenbank, 1816-1966, pp. 323, 347, 355; Statistisches Handbuch
der Republit Osterreich, vol. 11 (1921), p. 92, vol. [I1{1922), p. 75, vol. V (1924), p. &1, vol. VI
(1925), p. 105; cf. Ein Jahrbundert Creditanstalt-Bankverein, p. 335.

Assets and liabilities of four leading Austrian banks and their successors: 1913-1936;
Assets and Habilities of Osterreichische Creditansialt-Wiener Bankverein before
and after the takeovers of 1929 and 1934: 1928-1936 (pp. 154, 166).

Sources: Cf. PuxsauM, Das mittelenropdische Bankwesen, pp. 17, 52; Wirtschaftstatistisches
Jabrbuch, 1929/30, pp. 442-443; 1930-31, pp. 410-411, 1933-35, pp. 320-321; 1937, p. 511.

Currency circulation and assers
of the Austnan Nauonal Bank: 1924-1930, 1930-1937 {pp. 155, 165, 198).

Sources: Denkschrift der Oesterreichischen Nationalbank anlisslich thres 25-jihrigen Be-
standes (Wien, 1948) p. 47; cf. Statistisches Handbuch, vol. VI (1325}, p. 105; vol. VI[{1926), p. 101;
vol. VIII (1927), p. 123, vol. IX (1928), p. 127; vol. X (1929), p. 129; vol. X1, (1930}, p. 132; vol. XII
(1931), p. 134; vol. XIII (1932), p. 143; vol. XIV (1933}, p. 145; vol. XV {1934}, p.157; vol. XVI
(1935), p. 110; vol. XVII (1937), p. 125; vol. XVIII (1938), p. 158; fahresbericht und Varlagen zur
XV. Regelmdssigen fabressiczung der Generalversammliung der Qesterreichischen Nationalbank
am 18. Mirz 1918, Wien, 1938, Vorlage 3.

Balance of payments of Austria: 1923-1929, 1934 {p. 136).

Sources: LEaGUE oF NaTions, Memorandum on International Trade and Balances of Pay-
ments, 1913-1927 (L.o.N. sales no: 1928.11.53/1) pp. 66-70; i#d., 1927-1929 (L.o.N. sales no:
193Q.IL.54/11), pp. 52-56; LEaGUE oF NaT10NS, Balances of Payments 1930, inclading an Analysis of
Capital Movements in 193! (L.o.N. sales no: 1931.11.A.28/11), pp. 53-56; Statistische Nachrichten,
Nao. 6, 1936, pp. 120-124.

The estimates are based on detailed published information in the quoted sources; toral net
capital inflow is taken to equal the deficit on current account; short-term capital inflow is derived as
a residual - by deducting the netintlow on long-rerm accounts.

Gross domestic product, fixed capital formation and industrial output
in Austrra: 1924-1929,1929-1937 (pp. 157, 169, 200},

Source: Monatsherichte des Osterveichischen Institutes fiir Wirtschaftsforschung, Sonderheft
14, “Osterreichs Volkseinkommen 1913 bis 1563 (Wien, 1963), pp. 37, 38, 41, 42. '

Industrial concern network of leading Austrian banks: 1930 (p, 163).

Source: W. Re1x, Bezichungen der Qsrerveichischen Grossbanken zur Industrie (Wien, 1932)
p. 42

Contributions of the State, the Natonal Bank and shareholders to the First Creditansalt
Rescue Schere of 12 May 1931; Contributions of the State, the National Bank and sharcholders to
the Arrangements concerning Creditansealt’s Debts and Losses of 18 August 1932; Debe sewtlement
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arrangements between Austrian Government and the International Committee of Creditanstalt’s
Foreign Creditors of 11 January 1933, 27 April 1933 and 29 January 1936 (pp. 164, 172, 173),
Sources: CL Oesterreichische Notenbank, 1816-1966, pp. 461, 463, 468; cf, Ein [ahrbundert
Creditanstalt-Rankverein, pp. 134-353, 357-358.

Currency circulation and assets of the Bank Note Institute and the
National Bank of Hungary: 1920-1925; Currency circulation and assets
of the National Bank of Hungary: 1925-1930, 1930-1938 (pp. 177, 180, 188, 199).

Sources: Annuaire sr_aristiqae bongrois, 1919-1922, p. 139-140; 1923-1925, pp. 175; 1926, p. 158-
159; 1928, p. 185; 1930, pp. 175; 1932, p. 201; 1935, pp. 227-228; 1938, pp, 206-207.

Loan capital, corporation-owned capital, profits and losses of industrial
and mining corporations in Hungary: 1921-1925, 1925-1929, 1929-1938
(pp. 178, 181, 189, 202).

Sources: Annuaire statistigue hongrois, 1919-1922, p. 89;1923-1925, p. 122; 1926, p. 107;1927,
pp- 100-101; 1928, pp. 137-28; 1929, pp. 112-13; 1930, pp. 110-111; 1931, pp. 12G-21; 1932, pp.
127-28; 1933, pp. 138-39; 1934, pp. 138-39; 1935, pp. 146-47; 1936, pp. 139-140; 1937, pp. 147-48;
1938, pp. 1-44-45.

Balance of payments of Hungary: 1923-1924, 1926-1937 {p. 182},
Sources: Leacue oF Narviowns, Balances of Payments, 1937 (Ser. L.o.N.P., Geneva,

1938.11.A.18), pp. 15, 117-18; UniTED NaTIONS, Balances of Puyments, 1939-1945 (United Nations
Publications, Geneva, 1947.1IL 1.}, p. 83.

Gross domesuc product, fixed capital formation and industrial ourput in
Mungary: 1924/25-1929/30, 1929/30-1938/39 (pp. 184, 187, 201).
Source: A. Eckstew, fncome and Wealth, Chapter 3, Series V (Cambridge, 1$56), ““National
income and capital formation in Hungary, 1900-195G", pp. 14, 20, 53, 54.

Industrial concern network of leading Hungarian banks: 1938 {p. 190).

Source: 1.T. BEREND and Gy. RANK1, Magyarorszdg gydripara a masodik vildghaboru elott ésa
habori idsszakdban: 1933-1944 (Facrory industry of Hungary preceding and during the Second
World War: 1933-1944, Budapesrt, 1968), pp. 116-121.

Productive capaciues in terms of motive power
in Hungarizn manufacturing industries:
1921, 1925, 1930, 1933, 1938 (p. 191).

Sources: Annuaire statistique hongrois, 1919-1922, p. 81; 1926, p. 95; Special Supplement
(Flungarian Institute for Economic Research), No. 8, [ Vagrca, “Data on the Business Situation of
Hungarian manufacturing industry™ (in Hungarian}, p. 31.
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CURRENCY CIRCULATION AND ASSETS OF THE AUSTRIAN
ADMINISTRATION OF THE AUSTRO-HUNGARIAN
BANK AND THE AUSTRIAN NATIONAL BANK: 1920-1937

Mote cireulation Bitls,

and sight Warrants, Gotdii‘:‘rei'gn Stare debe Orher assets
Lizbilities loans SKERAnge.

Million Krone

31 December 1920 34,424 23,731 2,706 114 8,997
Change: 1921 158,397 12,255% .. 144,601%
1922 4,215,518 76,2167 . 2,413, 771% ..
1923 3,366,640 543,118 5,672,611 -23,99 --1,133,802
1924 1,166,038 556,213 1,700,772 —356,305 299,120
3t December 1923 8,541,217 1,881,593 7,901,638 2,178,185 161,366
Million Schilling
31 December 1924 894.12 188.02 448.14 217.82 348,300
Change: 1925 50.91 -7.77 85.05 —29.88 17.34
1926 39.63 —56.75 106.76 —10.64 6.60
1927 650,60 8.21 57.91 —4.10 —14.70
1928 78.57 7637 59.49 —57.02 —50.48
1929 34.45 97.57 —56.84 -7.52 12.19
1930 24.48 —157.62 189.32 —-7.44 4092
31 December 1930 1,182,77 §48.01 929.83 101.21 323,77
Chznge: 1931 128.63 759.76 -612.27 —-5.57 -10.57
1932 —179.19 —528.32 —128.97 56733 —12.63
1933 —37.56 ~104.31 13.14 ~38.53 —57.66
1934 223 —38.30 7572 — —j10.11
31 December 1934 1,117.96 236.35 277.45 624.44 132.80
Change: 1935 73,98 —10.86 77.51 — 9.60
1936 —43.85 —17.54 —=13.02 -~4.29 -~9.85
1937 48.40 —20.00 62.42 —§.35 —-7.16
31 December 1937 1,196,438 187,95 404,40 611.80 145.09

Note: For 1920-1922 — Austrian administration of Austro-Hungarian Bank; for 1923-37 —
Austrian National Bank.

* Esumate

* 1920-1924 including silver, etc, cains.

& Of which: foreign exchange notincluded in currency cover — 302.02.

Sources: See “Note on Statistics.”
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CURRENCY CIRCULATION AND ASSETS OF THE BANK NOTE
INSTITUTE AND THE NATIONAL BANK OF HUNGARY: 1920-1938

More circulation Bills, Gold,
and sight liab- WarTanes, foreign State debe Ocher
iliries lgans exchange? asaces

Million Korona

31 December 1920 17,336 9,575 — —_— 8,480
Change: 1921 —8,098 -9,375 - 1,800 -535
1922 : 66,472 32,867 16 14,700 3,903
1923 855,439 530,208 8 384,500 66,059
1924 5,652,109 1,413,613 2,449,962 1,573,781 2,924,554
1925 1,287,326 -299,631 890,545 —20,559 962,276
31 December 1925 7,870,784 1,677,527 3,340,531 1,954,222 3,996,217

Million Pengo

31 Decemnber 1925 629.66 134,20 266.29 156.34 320.65
Change: 1926 84.49 83.9% 19.49 ~21.61 ~44 82
1927 81.41 113.94 25.14 -2332 -30.90
1928 -41.29 85.35 ~355.83 -14.17 ~136.12
1929 —155.41 ~87.91 —48.28 -9.73 —43.81
1930 -62.95 -31.88 -10.79 -23.20 —4.55
31 December 1930 535.91 297 68 196,02 64.34 60.45
Change: 1931 12.99 143,19 —77.55 —-5.90 ~31.93
1932 —-117.90 31.53 -8.36 ~6.03 -1.08
1933 40.70 163.39 -19.24 -2.30 10.07
31 December 1933 471 70 635.79 90.87 50.11 17.37
Change: 1934 15.32 —4.43 §.40 ~0.12 -5.37
1935 77.01 —44.55 12.9% 27.00 69.94
1936 85.04 ~37.45 14.18 20.89 57.40
1937 62.77 —82.68 16.18 17.40 84.03
1938 347.41 58.98 78.01 152.89 90.20
31 December (938 1,059.26 525.66 220.60 268.17 333.71

Note: Before 1 August, 1921, the Hungarian administration of the Austro-Hungarian Bank.
From | August, 1921 — Bank Note [nstitute; from 24 June, 1924 ~— National Bank of Hungary.
The Hungarian adininistration of the Austro-Hungartan Bank handed over o the Bank Note
Institute on { August, 1921, but continued to keep accounts up to and including 31 December, 1921.

* Up o 31 December, 1923, calculated at original parity rates (one Kilogramme of fine gold =
Korona 3278) — without reckoning for loss in the current value of currency. Subsequently
corrected for loss in value at one gold Korona = 14 960 current Korona in 1924 and 14 482 current
Koronain 1925, One Kilogramme of fine gold = Pengd’3,794.

Sources: See “Note on statisucs.™
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GRQOSS DOMESTIC PRODUCT, FIXED CAPITAL FORMATION

AND INDUSTRIAL OQUTPUT IN AUSTRIA: 1924-1937

{(Million Schilling and - in tralics - annual percentage rates of change)

At current prices

At canstanl prices*

Gross Fixed Indust- Gross Frxed Tosdusi-
domestic caparal nial dumestie capinal rial
product formaticn owtpu® produc Torematiom ouspul®

Totals in 1924 9,357 628 4,166 9,965 627 3,555
Change: 1925 112 34.1 12.8 6.8 4.6 2.8
1925 -1 13.7 20 I6 135 2.2
1927 8.0 -6.8 3.0 3.1 =31 1.7
1928 5.1 27.5 8.9 4.6 229 7.7
1929 3.5 1.7 4.3 I3 10.¢ 2.8
Totals in 1929 12,087 1,270 5619 11,358 1,138 5,185
Change: 1930 —4.4 —143 -7.7 ~2.8 -iL3 -6.2
1931 =104 —19.4 —14.3 —-§.0 —J%3 -10.8
1932 -7.8 =335 -12.8 —-{03 —-33.1 3.0
1933 -5 —I87 —-a.1 -313 R —6.4
Totals in 1933 9,020 473 3,513 8,803 459 3,532
Change: 1934 0.4 8.0 3.3 0.8 8.7 34
1935 -1.8 117 3.5 2.0 i34 2.0
1936 2.0 13.8 1.5 2.9 14.5 L7
1937 5.4 105 8.2 5.4 i1.3 6.9
Totals in 1937 9,822 721 4,128 9,832 721 4,128

* Prices of 1937,

b Includes: mining and manufacturing: eleciricity, gas, water; small-scale industry;
Sources: See *Note on statistics.”
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GROSS DOMESTIC PRODUCT, FIXED CAPITAL FORMATION
AND INDUSTRIAL OUTPUT IN HUNGARY: 1924/25 - 1938/39
(Million Pengd and - in italics - annual percentage rates of change)

Arcurrent prices

Arconstant prices*

Geoss Fiaed Inelusi- Gross Fixed Fodust-
dumestic tapital rial domestic capatal rial
priuduct furmation output® produce formnation ourpuc®

Totals in 1924725 5,058 358 1,487 3,883 3il 1,094
) Change: 1925/26 6.4 318 182 19.7 36.3 f7g
1926/27 — 103 2.4 —1.4 3315 0.7
1927728 7.7 29.5 5.2 6.3 24.2 7.t
1928/29 7! ¥ 17 6.7 5.3 .4
1929/30 ~4.6 —-254 34 13 —-234 16

Torals in 1929/30 6,480 643 1,900 5,266 560 1,572
Change: 1930/31 -10.7 —24.7 —-10.8 —-I.8 218 4.5
1931732 ~13.2 —116 —13.2 -53 -840 =73
1932/33 —10.¢4 —26.3 ~8.0 —4.8 —19.4 -39
1933/34 21 227 —-1.5 8.4 =204 5.0

Totals in 1933/34 4,406 238 1,351 5,059 258 1,458
Changc: 1934/35 1.5 -13 4.4 1.2 —1.2 6.4
1935/36 7.2 257 6.2 4.4 212 9.1
1936/37 §.2 Je.0 9.6 6. f Jgt 4.4

1937/38 3.9 170 &4 2.2 .7 —_
1938/39% & 12.1 i1+ 4.6 io.s 10.2

Torals in 1938/3% 5,800 510 1,946 5,800 45 1,946

* For gross domestic product and industrial output prices of 1938/39; for fixed capital formanion prices of 1937,

b Mining and ferrous metallurgy; manufacturing; small-scale industry; construcuon.

Sources: See “Note on statistics.”
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LOAN CAPITAL, CORPORATION-OWNED CAPITAL,
PROFITS AND LOSSES OF INDUSTRIAL AND MINING CORPORATIONS:

1921-1938
Total of
b:lt;:w‘i _L".‘*" Share Reserves Prafies Fosses
et capital capital
Million Korona
31 Drecember 1921 29,249 18,542 4,387 4,978 1,342 280
Changc: 1922 §9,9%36 69,928 5,246 §,754 6,008 —50
1923 1,491,500 1,042,085 87,104 169,164 193,147 1,507
1924 6,244,633 5,216,216 107,929 108,340 412,148 39,417
1925 16,064,792 3,405,303 6,407,155 6,264,135 —11,801 211,704
31 December 1925 23,920,110 9,752,074 6,611,821 6,755,371 BOC,E44 252,858
Million Pengd”

31 December 1925 1,914 780 529 541 64 20
Change: 1926 580 151 206 195 28 4
- 1927 290 178 4 RS 30 3

1928 339 239 56 3 8
1929 225 110 65 45 5 11
31December 1929 3,348 1,458 900 855 135 41
Clange: 1930 -24 —76 1 65 —24 17
1931 -18 —18 11 18 —-29 28
1932 79 29 [ 60 —16 39
1933 =55 20 —42 9 -2 -13
31 December 1933 3,330 1,373 886 1,007 64 112
C}Iange: 1934 41 45 —i7 4 9 —-24
1935 43 17 -4 18 12 i
1936 165 88 2 54 21 =23
1937 144 72 3 55 12 9
1938 230 177 10 38 5 -3
31 December 1938 3,953 1,772 B8z 1,176 123 72

Sources: See *'Note on staristics.”
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