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PREFACE

This volume is not designed as a presentation of any
general theory of cyclical movements. It does not even
pretend to assess the causes of the particular depression
which began in 1929 nor to suggest means for prevent-
ing the recurrence of depressions in the future. Such
contribution to cyclical theory as it may contain is merely
an incidental by-product of a general analysis focussed
strictly- upon the problems of recovery in the United
States at the present juncture.

To provide adequate background and foundation, it
has been deemed essential to review the great economic
changes which have occurred in recent years. In Part I,
entitled “The Sweep of World Events,” an attempt is
made to make clear the international setting of the dis-
location which has occurred in the United States. The
second division of the analysis, “Readjustments in the
United States,” is 2 more detailed study of the course
of depression and recovery to date as related to major
aspects of American economic life. In the final section,
“Readjustments Required for Recovery,” an effort is
made to integrate the analysis as a whole and to indicate
the primary requirements for stimulating and safeguard-
ing further progress.

Because of its comprehensive character, the carrying
out of the project has necessarily required the collabora-
tion of numerous specialists. Harold G. Moulton
planned and co-ordinated the analysis as a whole and
collaborated in the writing of Chapters VIII, XI, and
XII. He is primarily responsible for Parts I and III,
except for Chapter XIX. Maurice Leven is responsible
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for Chapters VI, VII, IX, and X. Leo Pasvolsky col-
laborated on Chapters I, II, and V and contributed
Chapters XV, XVI, and XIX. Charles O. Hardy is the
author of Chapters XIII and XIV. Malcolm Merriam
assembled the data and collaborated in the writing of
Chapters XII and XVIII. George Terborgh is responsi-
ble for the bulk of the material in Chapter VI1I, but, as
a result of a new commitment, was unable to participate
fully in the final writing of the chapter. Hugo Bezdek,
Jr. acted as general assistant and collaborated in Chap-
ters I, II1, IV, V, and XI. Kathryn R. Wright collabo-
rated in the preparation of Mr. Leven’s chapters. Shel-
don B. Akers assisted in the statistical work, and Louise
H. Bebb in the preparation of the charts. Dr. Nonny
Wright, of Geneva, Switzerland, rendered valuable
assistance in the assembling of the foreign material,
especially that presented in Appendix B.

The comprehensive factual foundation of this inquiry
was greatly facilitated by the availability of a wide
range of economic data currently gathered by the agen-
cies of the federal government. The international com-
parisons presented in this volume were largely made
possible by the exhaustive statistical and analytical
studies issued by the Financial and Economic Sections of
the League of Nations Secretariat.

The study has been conducted under a special grant of
funds from the Maurice and Laura Falk Foundation of
Pittsburgh.

Epwin G. Nourse
Director
Institute of Economics
December 1936
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PART I
THE SWEEP OF WORLD EVENTS



CHAPTER I
THE BACKGROUND OF THE DEPRESSION

Although it is beyond the scope of this investigation to
attempt any systematic or detailed analysis of the causes
of the world depression which began in 1929, it is essen-
tial that the reader have in mind a general picture of
the world economic situation out of which the depression
emerged. Thus without trying toindicate the relative im-
portance of the numerous factors which combined to pro-
duce a depression of unparalleled severity we may in this
introductory chapter note the range and complexity of
the forces and factors involved. Some of these were
essentially international in character, while others grew
primarily out of domestic conditions.

Certain phases of the profound maladjustments which
have characterized the depression period are rooted in
the economic consequences which flowed from the World
War. In attempting to appraise the cost of 2 war one
naturally thinks first in terms of the destruction of life
and property; and the consequences are ordinarily as-
sumed to be measured chiefly by the reduction of labor
power and the loss of capital which the conflict entailed.
Less apparent but of much greater ultimate importance
are the indirect results which a great war may produce
through disrupting the mechanism by which the eco-
nomic activities of the world are carried on.

The economic system may be likened to a complex
and delicately adjusted machine. When each part of the
mechanism is properly balanced with reference to other
parts, and when all parts are geared or meshed with one
another, the machine as a whole functions smoothly and
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4 THE RECOVERY PROBLEM

yields maximum results. But if the mechanism gets out
of balance or adjustment at any point, the efficiency of
operation is immediately impaired. Moreover, the eco-
nomic system, like the physical machine, may at a given
time be out of balance in several places. The war, in fact,
resulted in a series of maladjustments which seriously
impeded the functioning of the economic system. It was
this impairment of the economic mechanism rather than
the loss of life and property that proved to be of con-
tinuing significance throughout the post-war period.

I. MALADJUSTMENTS ARISING OUT OF THE WAR

The World War produced three types of economic
maladjustment: First, it upset the equilibrium or normal
balance in international financial and economic relations
both within Europe and between Europe and the rest of
the world, especially the United States. Second, it de-
stroyed fiscal and financial stability in many countries.
Third, it led to territorial realignments and modifica-
tions of national policies of far-reaching consequence.
The significance of each of these types of maladjust-
ment may be briefly indicated.

1.' Trade and fimancial changes. The war thoroughly
disrupted the former balance in international trade and
financial relations. The changes which occurred were in
part the direct result of the diversions of trade move-
ments ‘which accompanied the division of Europe into
two belligerent camps. They were even more largely
attributable, however, to the fact that in order to finance
the war most European countries had not only to sacri-
fice much of their present wealth but also to mortgage
their future. The steps in this process were fairly clearly
defined. '

"“In the first place, early in the war there was an ex-
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tensive movement of gold from belligerent to neutral
countries for the purchase of war supplies, The result
was an undermining of currency foundations in some
countries and in others the accumulation of excessive
reserves. While the flow of gold was checked in due
course by resort to government loans, the extensive shifts
that occurred served to complicate the problem of restor-
“ing financial equilibrium at the end of the war. More-
over, for several years after the war the process of ship-
ping gold from deficiency to surplus areas continued.

In order to finance the war, foreign investments were
also liquidated. For example, British and French in-
vestors were asked by their governments to sell Ameri-
can railroad and other bonds purchased in preceding
years in order that the proceeds might be available for
buying munitions and other war supplies. Many private
loans were negotiated through American banks for the
same purpose. After April 1917 the governments them-
selves borrowed tremendous sums from the United
States government. Thus the United States was con-
verted from a debtor to a creditor country, whereas the
European nations were transformed wholly or in part
from lenders to borrowers. To these financial changes
were added the complications resulting from the assess-
ment of stupendous reparation obligations against the
defeated powers.

The industrial and agricultural changes which oc-
curred during the war were quite as important as were
these financial shifts, While European economic activ-
ities—except in war production lines—were curtailed,
there was great expansion in countries outside the war
zone. The expansion of both agricultural and industrial
output in the United States was particularly stimulated
in consequence of shipping exigencies.
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When the war ended, the European countries found
themselves with greatly decreased productive power, but
also with greatly increased foreign obligations which
could be met only with the fruits of production. On the
other hand, the United States and certain other countries
possessed greatly expanded productive facilities, but
found reduced market opportunities abroad. For a brief
interval indeed—in 1919-20—American exporters made
large foreign sales, chiefly on short-term credits, for the
purpose of enabling European countries to replenish
empty larders; but thereafter, until about 1924, sales
abroad were restricted because of the lack of adequate
purchasing power in Europe and the general economic
and currency instability which made the extension of
foreign credit precarious.

2. Financial disorganization. The financial require-
ments of the war seriously undermined fiscal and mone-
tary stability. While methods of financing the war dif-
fered materially in the various countries, in every case
there was a huge growth of public indebtedness, and all
of the European belligerents suspended the gold stand-
ard. The degree of financial deterioration of course
varied widely in the several countries, being, with the
exception of Russia, least among the Allied countries and
greatest among the Central Powers. The difference was
to some extent attributable to the varying methods em-
ployed in financing the war, but more largely to the
greater accumulated reserves of the Allied nations, to-
gether with their ability to borrow abroad. Through the
repercussions of the war upon the economic life of the
world as a whole, financial stability was impaired also in
neutral countries.

The depreciation of the foreign exchanges was a result
of the combined influences of internal fiscal and mone-
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tary disorganization and external trade and financial
readjustments. During the course of the war the de-
preciation was checked by control devices, which need
not here be discussed, and the full extent of the disor-
ganization which had occurred was thus not fully re-
vealed until the war was over. The relative extent of
the depreciation of the exchanges in the various countries
reflected in a rough way the relative degree of economic
and financial disintegration which they had sustained.

This general disorganization of national finances seri-
ously complicated the problem of recovery. The accumu-
lation of indebtedness, both domestic and foreign,
greatly increased the burdens of taxation; and the in-
stability of currency enhanced the risks of business and
fostered speculative activity. Thus the basic foundations
for the conduct of private business operations were sub-
stantially undermined.

3. Territorial readjusiments. The process of world
recovery was impeded by the shifts in national bound-
aries which resulted from the war. The dismemberment
of the Russian, German, and Austro-Hungarian empires
resulted not only in enlarging the territory of some of
the victorious countries, but also in creating a substantial
number of new independent states. The efforts of the
new states to achieve a Jarge measure of economic inde-
pendence naturally led to extensive readjustments in
commercial and financial relations, Similarly, both the
enlarged and the dismembered countries found it neces-
sary to reorganize their economic activities in the light
of changes in their frontiers. Both of these developments
served temporarily to retard the re-establishment of a*
smoothly functioning economic system.

Whatever the political importance of the realign-
ment of territories which followed the peace, whatever



8 THE RECOVERY PROBLEM

the cultural and spiritual values involved in the estab-
lishment of new national entities, and whatever the ulti-
mate economic results may prove to be, there is not the
slightest question that the territorial changes which oc-
curred greatly increased the difficulties of restoring nor-
mal economic activity. Long established commercial and
financial relationships were disrupted, and an extensive
international organization was very seriously impaired.
The resulting confinement of commerce and finance
within narrower boundaries, and the effort on the part
of each nation to be economically self-sufficient, seriously
interfered with the economic life of a large part of con-
tinental Europe.

The situation was further complicated by the fact that
the treaties of peace imposed a condition of economic in-
equality upon the Central Powers. This was especially
true in the field of commercial policy. Under the terms
of the treaties, the defeated countries were virtually de-
prived—for varying periods of time—of their freedom
of action as regards tariff policies and were placed un-
der an obligation to grant the Allies unilateral most-
favored-nation treatment. It was not until 192§, when
this condition of inequality finally disappeared, that
European trade in general was freed from the disturb-
ing influence of these artificial restrictions.

The combined effect of these maladjustments was to
produce in the early post-war years more or less continu-
ous financial instability and economic uncertainty. Tak-
ing the world as a whole there was, it is true, an ex-

stensive expansion of production. But in Europe recovery
was spotted and halting, and much of it was inflationary
in character. Not until a series of disastrous financial
breakdowns occurred in Central and Eastern Europe was
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a serious effort made under international auspices to re-
construct the shattered financial and economic system.

II. CONFLICTING RECONSTRUCTION POLICIES

The reconstruction policies inaugurated after the war
were intended, on the one hand, to mitigate burdens and
solve immediate difficulties, and, on the other hand, to
provide a basis for the recovery and expansion of eco-
nomic activity. The re-establishment of the gold stand-
ard and stable international exchanges was conceived to
be the essential foundation for ‘economic rehabilitation,
A succession of financial stabilization plans, beginning
with that for Austria in 1922, were formulated and put
into operation by international agreement. Each in-
volved, on the one hand, reductions in the-schedule of
reparation payments and, on the other hand, the exten-
sion by a group of interested creditor governments of
large reconstruction loans to the afflicted countries. Thus
were funds provided with which to re-establish the gold
standard, and at the same time to ease the immediate
strain upon the foreign exchanges.

Beginning in 1923 a series of settlements were nego-
tiated with respect to the inter-Allied debts, which had
been in suspense since the end of the war. These “settle-
ments” pertained not only to the debts to the United
States, but also to the intra-European governmental
debts.

These various international reparation and debt ad-
justments also laid the basis for new private credit op-
erations on an extensive scale. The European countries
which had suffered financial collapse following a period
of disastrous inflation found themselves denuded not
only of the raw materials and supplies required by in-
dustry, but also of the liquid funds, or “working capital,”
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essential to the operation of 2 pecuniary system. Funds
with which to finance the rehabilitation and expansion
of plant and equipment were also in many cases im-
peratively required. In consequence, these countries were
willing to assume large new foreign obligations bearing
high rates of interest. This circumstance provided what
appeared to be highly profitable outlets for the abundant
investment funds of the creditor countries, particularly
the United States.

Accordingly, following the negotiation of the various
debt agreements, new private loans—both long- and
short-term in character—were extended in amounts
which usually greatly exceeded the current interest in-
stalments on the inter-governmental debts. These credits
were advanced not merely by the United States but also
by Great Britain, France, Sweden, and other creditor
countries. It is to be noted too. that loans were being
extended on an extensive scale not only for the re-
construction of impoverished Europe, but also for ex-
pansion in other parts of the world, especially in South
America and Australia.

For a few brief years this financial reconstruction proc-
ess was acclaimed by most observers as a genuine solu-
tion of the financial and trade difficulties which had re-
sulted from the war. The pressure of international debt
payments on the foreign exchanges was completely
eliminated. At the same time the rapid acceleration of
business enterprise materially eased the internal budget
problems of the borrowing countries.

To the superficial observer it seemed that a means had
also been found whereby the United States could play
the role of a creditor country without receiving any ex-
cess of imports over exports, and whereby the European
nations could meet their indebtedness while yet continu-
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ing to have large excesses of imports over exports. To be
sure, it was commonly recognized that ultimately, as the
new interest obligations mounted, there would have to
be readjustments in trade relations, but it was urged that
this would come about by such gradual stages as to have
imperceptible effects. That is to say, although the new
foreign loans involved costs usually amounting to from
8 to 10 per cent, it was nevertheless blithely assumed
that the productive enterprise thus fostered would not
only permit the payment of interest, but would also
make it possible to liquidate the huge accumulation of
war indebtedness as well.

This reconstruction effort did not, however, eliminate
the basic financtal maladjustments which originated in
the war days. Instead of liquidating foreign indebted-
ness, the new loans of course served to increase the ex-
ternal obligations of most European countries. Had these
loans been confined to essential requirements the net re-
sult might have been altogether beneficial; but under
the happy philosophy which prevailed the volume of
new credit expansions bore little relation to economic
possibilities. Thus difficulties were accumulating for the
future.

Meanwhile commercial policies continued to impede
economic recovery. The war had destroyed the network
of commercial treaties which had governed trade rela-
tions among the nations of Europe and had substituted
direct government control over the physical volume of
trade for the traditional device of customs tariffs as a
means of regulating trade movements. It was deemed
necessary to continue these measures of quantitative con-
trol in the early post-war years, especially since the dis-
ruption of currencies tended to nullify the effectiveness
of tariffs as a defense against the dumping of goods and
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other methods of unfair trade competition. International
commerce in Europe was for a time conducted on the
basis of what amounted to inter-governmental barter.

It was not until 1921 that general conditions became
sufficiently stabilized for the nations of Europe to begin
re-employing customs tariffs as the principal method
of regulating trade. A return to the type of commercial
agreement that had served before the war to stabilize
trade relations among nations was obstructed by the con-
dition of economic inequality to which the defeated na-
tions of Central Europe had been subjected by the
treaties of peace. The desire to achieve economic self-
sufficiency as well as to provide employment led many
countries into a rapid increase of protectionism. The
movement in this direction became intensified when Ger-
many and the other defeated nations regained their free-
dom of action in tariff matters in 1925.

This rapid rise of trade barriers, proceeding side by
side with a widespread reintroduction of the gold stand-
ard and an increase of international loans, soon began
to cause apprehension in some responsible circles. The
League of Nations Assembly, meeting in September
1925, discussed the problem and decided to convoke an
international economic conference to consider the situa-
tion. The World Economic Conference met in May 1927
and unanimously recommended the need of arresting
the protectionist mqvement and of liberalizing com-
mercial policy in general if the laboriously re-established
monetary stability were to be maintained, and a system
of international credit relations were to function effec-
tively. The Conference, in fact, made a categorical state-
ment that “the time has come to put a stop to the growth
of customs tariffs and to reverse the direction of the
movement.” It was suggested that this might be accom-
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plished in three ways: (1) by the individual action of
particular states in reducing tariffs; (2) by joint agree-
ment between two nations; and (3) by multilateral
agreements among several countries.

For a few months, some progress was made in the
sense that numerous contemplated increases in tariffs
were not put into effect, and a number of trade arrange-
ments designed to improve trade relations were con-
cluded. But, in late 1928 and 1929, a movement for
higher protection again gained momentum, being pre-
cipitated mainly by the increasing depression in agri-
culture in various countries. This European movement
was stimulated by the alarm and resentment felt in many
countries over the increased duties of the Smoot-Hawley
Tariff Act in the United States, which after a year of
discussion was finally passed in June 1930.

Thus not only were the recommendations of the
World Economic Conference never carried out, but the
barriers to international trade were markedly increased
at a time when the need of expanding international com-
merce appeared most necessary. In particular, the in-
creasing restrictions on imports by some creditor coun-
tries continued to work at direct cross purposes with the
trade necessities involved in the servicing and liquida-
tion of the mounting international indebtedness.

III. THE RAPID RECOVERY OF WORLD PRODUCTION

One of the most striking features of the post-war era
was the remarkable rapidity with which the volume of
economic activity reached and exceeded pre-war levels.
Gauged by productive output alone, recovery from the
war appeared truly phenomenal.

The recovery of agricultural production began in
Europe almost immediately after the war. Since farming
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is a relafively simple type of enterprise, production be-
gan to expand just as soon as demobilization relieved the
shortage of farm labor. Agricultural recovery was also
stimulated by government aid, especially in the restora-
tion of devastated areas. Moreover, agricultural develop-
ment came to be fostered by many European coun-
tries as an important part of the policy of promoting
national economic self-sufficiency. By 1925 agricultural
output in most European countries was back virtually to
pre-war levels,

While European industrial recovery, as already noted,
was retarded for many years by financial instability, after
1924 the growth of productive capacity was very rapid.
Not only was there restoration and expansion of indus-
trial production in the old industrial countries, but there
was also substantial growth of industry in regions hither-
to primarily agricultural. By means of tariffs, subsidies,
and other aids governments were everywhere fostering
industrial development, not only as a means of achieving
greater economic independence, but also with a view
to providing employment.

As early as the year 1923, the production of foodstuffs
and raw materials in the world as a whole exceeded pre-
war levels. Output—on a per capita basis—was 10 per
cent greater than in 1913. Even the European continent
had attained a level of production in these lines equal to
that of the last year before the war, The volume of world
trade was, however, still slightly below the pre-war
level; and European trade was 9 per cent below, with
exports lagging as much as 14 per cent.

Between 1925 and 1929 industrial activity and inter-
naticnal trade tended to catch up with the previous in-
¢rease in agricultural output. World population in-
creased about 4 per cent, the production of foodstuffs 5
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per cent, raw materials 20 per cent, and world trade 19
per cent. Available data indicate that the production of
finished manufactures increased more rapidly than the
output of raw materials. For example, the world pro-
duction of pig iron rose 28 per cent and steel 33 per cent.

The second distinguishing feature of the period 1925-
29 was the relative increase in European production.
Whereas up to 1925 expansion had been considerably
greater in other countries than in Europe, after 1925 the
expansion was more rapid in Europe than in other parts
of the world. Concretely, Europe with an increase in
population of 5 per cent showed an expansion in trade
of 22 per cent; while the rest of the world, with an in-
crease of 3 per cent in population, showed only a 12
per cent expansion in volume of trade. This remark-
able growth in European production and trade was of
course greatly facilitated by the enormous international
credits which were extended during those years.'

Thus it appeared—on the surface of things—that
within a very few years the productive power of the
world, and even of war-stricken Europe, had been fully
re-established. From a curve indicating the trend of
world production in 1900, 1913, and 1929, it would be
difficult to observe that the war had had any lasting ef-
fect upon the wealth producing capacity of the world.

IV. CONTINUING INTERNATIONAL MALADJUSTMENTS
The costs of the war had, however, in no sense been
liquidated. Profound maladjustments in agriculture and
industry and in trade and financial relations which had
been produced by the war were not only still existent
but had in some respects been gravely complicated by the

* For detailed data, sec League of Nations, World Economic Surcsy,
1931-32.
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reconstruction process. We may consider first the situa-
tion with respect to agriculture.

The restriction of agricultural production in Europe
during the war had enormously stimulated agriculture
in other parts of the world, especially in North America,
the prevailing high prices making it profitable to open
up extensive new areas to cultivation. The recovery of
European agriculture after the war was not, however,
accompanied by any corresponding readjustment in agri-
cultural production in other countries, As a result, the
great increase in agricultural production in the post-war
period was accompanied by a persistent decline in farm
prices. After the precipitate collapse of 1920-21, the
price of wheat recovered materially; but from 1925 on
the decline was almost continuous. Cotton, wool, silk,
sugar, and coffee showed similar trends; while the prices.
of a number of other farm products, notably rice, tea,
cocoa, jute, hemp, and flax, began to fall in 1926-27.

This expansion of world agricultural output, more-
over, led to a progressive accumulation of unsold stocks
of farm commodities. Instead of each year’s production
being completely disposed of, for whatever the crop
would bring, prices were often sustained by temporarily
withholding supplies from the market, and by “valoriza-
tion” schemes supported by government credit. The out-
come was a persistent piling up of unsold stocks of the
principal agricultural commodities. With such supplies
hanging over the markets, and with production con-
stantly increasing, the world agricultural situation was
highly unstable.”

Thére were maladjustments of a similar sort in the

*For a detailed study of the movement of agricultural prices and
stocks, see Viadimir P. Timoshenko, World Agriculture and the De-
pression,
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field of industry. The reconstruction and “rationaliza-
tion” of industrial plant and equipment in the old in-
dustrial countries of Europe, and the expansion of in-
dustry in nations hitherto primarily agricultural had not
been accompanied by any corresponding readjustment in
the productive capacity of the United States, On the
contrary, the large foreign markets, made possible in
part through credit policies, contributed toward further
expansion of productive capacity in the United States in
nearly all lines of production. By the end of the period
competition in international markets was becoming more
intense; and it was this in part which accounted for the
development of new tariff restrictions, to which reference
has already been made. At the same time, the greatly
expanded volume of international indebtedness had in-
creased the necessity for ultimate modifications in the
currents of international trade.

In short, the stimulation of business activity through
the granting of huge international credits and the in-
ternal subsidization of agriculture and industry led to
a great concurrent expansion in the volume of produc-
tion. But the process did not restore the pre-war state
of economic equilibrium. On the contrary, it served to
increase some of the existing maladjustments and thus
to magnify, as we shall see in the following chapter, the
extent of the economic dislocation of the ensuing years.

Mention should also be made of the divergent move-
ments of prices in different countries. The stabilization of
currencies that began about 1923 was far from uniform
in character, being effected in the different countries at
widely different levels. As a result, the relations between
price levels in different countries were disturbed for
varying periods of time. It is possible that even by 1929
the readjustment of costs and prices to the changed
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monetary units had not been completed. Maladjustment
in the international price system, however, was probably
not an important factor in the situation.

V. INTERNAL MALADJUSTMENTS

Economic stability is dependent not only upon ex-
ternal trade and financial relations, but also, and in no
small degree, upon domestic policies and conditions. Ac-
cordingly, this survey of the economic background of the
depression of 1929 would not be complete without some
consideration of the purely domestic factors in the situa-
tion. Again, we shall not attempt any detailed statistical
study designed to show the relative importance of vari-
ous factors or the time sequence in the movement of
events. While our primary interest is in studying the
problem of recovery as it presents itself in the United
States, it is necessary to mention certain factors of mal-
adjustments existing in other countries.

In foreign countries. In the first place, many coun-
tries were confronted with difficult fiscal situations. Both
as 2 legacy from the war and as a result of extensive
post-war public loans for reconstruction and relief, the
budgets of central governments were in many cases
seriously unbalanced. These fiscal difficulties were not
only increasing the burdens of taxation, but were also
complicating the problem of maintaining monetary and
exchange stability.

It should be pointed out, also, that in many countries
domestic credit was being employed for purposes of
expansion on an extremely Jarge scale. Extensive loans
were being made by banking institutions for the develop-
ment of private business activity, and at the same time
large public and quasi-public loans were being floated for
purposes regarded as socially important. In the case of
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countries borrowing in the international markets, these
internal loans were in fact made possible by the inflow
of foreign funds. The mounting burden of indebtedness
—both public and private—was to prove a factor of great
difficulty once the depression had begun.

While the situation varied materially in different
countries, there were numerous cases in which business
activity had for years been greatly stimulated by re-
construction activities, by a boom in housing, and by the
upbuilding of domestic agriculture and industry as'a
part of the process of territorial and economic readjust-
ment. With the tapering off of such activities, economic
difficulties were here and there beginning to manifest
themselves. In some countries, moreover, notably in
Great Britain, the whole process of post-war economic
and financial recrientation had produced continuing eco-
nomic difficulties.

In the United States. In considering the factors of
maladjustment within the United States, it will be help-
ful first to recall the general trend of business in the
post-war years. From early 1919 to the spring of 1920
there was a commercial boom, accompanied by rapidly
rising commodity prices, which was directly related to
the replacement—both in the United States and in Eu-
rope—of depleted stocks of commodities required for
ordinary consumption. The so-called “buyers’ strike” of
May 1920 was followed by an acute depression involv-
ing a precipitate decline of prices and a drastic liquida-
tion of commerdial credit. Recovery began late in 1921
and continued with slight interruption until the spring
of 1924. Then came a sharp curtailment of industrial
production which lasted, however, only until the autumn
of that year. Another moderate recession extended over
the greater part of the year 1927. On the whole, how-
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ever, the period from 1922 to 1929 is not inaccurately
described as one of great and well-sustained prosperity;
and in any event we are not here concerned with the
minor fluctuations which occurred.

A number of factors, apart from large foreign sales,
combined to produce the great business activity of the
twenties. Of greatest significance were the enormous ex-
pansion in the field of construction, made necessary by
the shortages produced by the war, and the phenomenal
growth of the automobile industry. These two develop-
ments require 2 few words of explanation. )

During the course of the war, except in fields directly
related to the war program, building operations were
largely suspended. This was, of course, particularly true
of the housing field. Moreover, during the brief pros-
perity period of 1919-20, there was but 2 moderate in-
crease in building activity. With population, particularly
in urban centers, steadily increasing, five or six years of
suspended construction inevitably served to create a great
shortage of housing accommodations. The recovery of
1921 was undoubtedly stimulated by the increase of con-
struction which began early in the year and steadily
gained momentum. As prosperity returned, there was,
moreover, a cumulative increase in all forms of construc-
tion, including industrial plant and equipment, railroad
and public utility replacements and improvements, pub-
lic works-—federal, state, and local—and a number of
new industries as well.®

The phenomenal growth of the automobile industry
was closely related to developments in housing. The
higher levels of income made it possible for vastly in-

* For further data on trends in the construction industry, see Chap.
VIII and Appendix D.
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creased numbers of people to own automobiles; and, in
turn, the ownership of automobiles greatly stimulated
the housing industry by shifting population from urban
to suburban regions. Similarly, also, the growth of the
automobile necessitated a vast program of highway con-
struction. Thus widespread business activity was cumu-
latively accelerated.

In view of the rapid expansion, particularly in the
fields of construction and automobile production, the
question whether the pace could be maintained was fre-
quently raised. In the case of houses, it was pointed out
that the rate of increase had been faster than the rate of
increase in population; and it was frequently observed
that the saturation point would sooner or later be reached
with respect to automobiles. Without endeavoring to
analyze the issue thus raised, it-is clear that just as the
existing shortage of housing facilities in 1920 and 1921
had created a situation helpful to recovery, so also might
the surplus of housing in the late twenties lead to general
depression, The data show a gradual decline in housing
construction from 192§ on; but this was more than off-
set by expansion in other construction.

Economic expansion was also facilitated by the liberal
use of credit. In addition to the extensive international
loans to which reference has been made, credit zalso
played a large role in the domestic field. On the con-
sumption side, sales on the instalment plan made pos-
sible a substantial increase in purchases of automobiles
and a wide range of household commodities. Similarly,
houses could be bought on time payment plans involving
but small initial investment. State and local governments
also employed their credit in floating securities for the
purpose of financing highway construction and other
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public enterprises.* Commercial bank credit was, more-
over, extended on a large scale for both short- and long-
term financing,

The distribution of national income was manifesting
increasing inequality. During the post-war period there
was a rapid increase in the total national income. The
per capita income from current production activities (in-
flationary gains excluded) increased between 1919 and
1929 by as much as 23 per cent. This increase was not,
however, participated in equally by all portions of the
population. For example, as a result of the persistent de-
cline in agricultural prices, the income of the farm popu-
lation as a whole did not expand. Wages which, as al-
ready noted, were relatively high after the price declines
of 1920-21, continued to increase. But wages did not
increase in proportion to the increase in productive effi-
ciency or to the national income as a whole. The most
rapid rate of increase occurred in the high income groups,
including salaried officials and receivers of profits from
business enterprises.

In consequence of the increasing concentration of in-
comes in the higher brackets a larger percentage of the
national income tended, as the years passed, to be saved
for investment. That is to say, the proportion of the total
income that was directed into consumption channels did
not grow as fast as the amount that was directed into
savings channels.. The results were manifested in two
ways.

On the one hand, producers of consumer goods, con-
stantly confronted with markets inadequate to permit the

*For chart showing growth of state and local government debt, see

P. 310; for detailed data and discussion of the growth of debt in general,
see Chap. XII.
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full utilization of their productive resources, sought to
expand sales by means of liberal credits both at home
and abroad. Intensive efforts by means of advertising and
enlarged selling organizations were made to overcome
what was called “sales resistance,” but which was in
reality inadequate purchasing power among the masses,
whose income is directed chiefly to the purchase of con-
sumption goods. There was, however, no piling up of
inventories, the volume of actual production being in
most lines adjusted to sales.

On the other hand, the flow of funds into investment
channels was greatly in excess of the current needs of
business enterprisers for the development of additional
capital in the form of plant and equipment. This situa-
tion, together with the abundance of commercial bank
credit available, promoted developments such as the
Florida real estate boom, the flotations in American
markets of a great variety of European and South
American securities, many of them highly speculative in
character, and the issuance of investment trust and hold-
ing company securities, not for the purpose of financing
new capital construction, but of acquiring control of exist-
ing corporations. It was this superabundance of invest-
ment money, still further enhanced by commerdal credit
loans for stock speculation, that was chiefly responsible
for the phenomenal rise in the prices of stocks.” Short-
term interest rates were high, as a result of Federal Re-
serve policy; but rates and yields on bonds were not,
while yields on stocks were unprecedentedly low (see
page 369.) Mention should also be made of the large
flow of foreign funds to the United States in 1928-29—

*For a fuller discussion of this problem, see H. G. Moulton, The
Formation of Capital, Chap. X.
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attracted by high rates of interest on short-term funds as
well as by the possibilities of speculative gains in the se-.
curity markets.

In short, the flow of funds through consumption or
trade channels was inadequate to call forth the full utili-
zation of our productive capacity; while, on the other
hand, the flow of funds into investment channels was
greater than business men would use under the existing
conditions in building additional plant and equipment.
A maladjustment of a fundamental character had thus
arisen out of the distribution of the national income.

VI. SUMMARY OF ECONOMIC SITUATION IN 1929

The decade of the twenties was an era of exceptional
economic activity, built upon insecure foundations. While
the direct losses resulting from the war appeared to have
been overcome in an incredibly short period of time, and
although the volume of world production and trade ma-
terially exceeded that of pre-war days, the situation was
nevertheless fundamentally unstable. The economic ma-
chine was seriously out of adjustment in several impor-
tant respects; or perhaps one might better say it was
vulnerable in a number of places. Without endeavoring
to assess their relative importance in producing the in-
tense depression which was soon to begin, we may never-
theless conclude this discussion of the economic back-
ground by enumerating in summary form the major
sources of maladjustment then existing:

International trade and financial relations were
fundamentally unbalanced, being supported for
the time being by a continuous stream of funds from
creditor to debtor nations.
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The stabilized international exchanges were in
many instances dependent solely upon the continu-
ance of credits, particularly those of short duration.

The reconstruction of plant and equipment in the
old industrial countries of Europe and the fostering
of manufacturing development in the new nations
established at the end of the war were intensifying
international competition and further stimulating
the growth of trade barriers.

‘The recovery and expansion of world agricultural
production had depressed the prices of basic farm
products everywhere, and at the same time unsold
stocks were steadily accumulating.

The governments of many countries were bur-
dened with domestic indebtedness, and in few cases
were budgets safely in balance.

The expansion of private credit, for both produc-
tive and consumptive purposes, had proceeded at a
pace which could not be indefinitely maintained and
which was storing up troubles for the future in
meeting interest obligations.

In the United States the prolonged boom in the
construction industry had served to replace defi-
ciencies by surpluses, while the output of automo-
biles had reached a level difficult to maintain.

‘The distribution of income in the United States
was becoming increasingly concentrated, and the
flow of funds into consumptive channels was per-
sistently inadequate to purchase at prevailing prices
the full potential output of our productive estab-
lishments.

The flow of savings and of bank credit into invest-
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ment channels was excessive, producing an infla-
tion of security prices and consequent financial in-

stability.

Such, in brief, was the general economic situation on
the eve of the depression, the course of which we shall
trace in the ensuing chapter.



CHAPTER II
THE COURSE OF THE DEPRESSION

In the analysis of the trend of economic events prior
to 1929, no effort was made to assess the relative weight
or significance of the several types of maladjustment
which were found to exist on the eve of the depression.
Moreover, we shall not undertake to make such an ap-
praisal in the present chapter. Our major purpose is
rather to trace the course of events during the depression
and to reveal thg interacting and cumulative conse-
quences of the various maladjustments which existed.

We are not interested in attempting to determine the
cause of the depression—for the analysis of the first
chapter indicates that the depression was the outgrowth,
not of some one single disturbing element but of 2 num-
ber of factors. Inasmuch as the world economic system
was vulnerable in several important respects, it was only
a question of time until a break would occur somewhere
—the precise moment and place being perhaps more or
less a matter of accidental circumstance. Moreover, once
a serious break occurred at any place in the complex
mechanism the effects would spread throughout the en-
tire system.

It may be useful, however, in helping to show the
complexity and the geographic spread of the forces in-
volved to note here that economic changes were mani-
festing themselves in various ways and in various places
before the acute break which came in the New York stock
market in October 1929. In Australia and the Dutch
East Indies the depression clearly began in the last quar-

27
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ter of 1927. The year 1928 showed business recession
in Germany beginning early in the year and in Finland
and Brazil in the third quarter. In 1929 Poland showed
a decline in the first quarter, Canada and Argentine in
the second, and Italy, Belgium, Egypt, and the United
States in the third.* The extent of the recession was, how-
ever, in most cases not pronounced and, as revealed in
the preceding chapter, world production was in the ag-
gregate continuing to expand. It was not until after the
break in the American stock market that the stage of
severe depression may be said to have begun.

The recession involved two distinct phases. The first
extended until the spring of 1931, and the second from
then until 1932-33—the date of the upturn, as we shall
see in the following chapter, showing considerable varia-
tion from country to country. The first phase was com-
paratively moderate in character, resembling in many
respects an ordinary business recession. While the extent
of the business decline was extremely severe, there was
no acute breakdown of the economic structure, and it
seemed to many observers that the processes of normal
recovery would shortly manifest themselves. The sec-
ond, and acute, stage of the recession was marked by
a collapse of international credit and monetary systems,
and by a profound distuption of the internal banking and
financial structure of many countries.

The spread of the depression throughout the principal
countries of the world and the intensification of the eco-
nomic dislocation are indicated in the accompanying dia-
gram. The quarterly movements from 1929 to 1933
shown in this diagram are based on a composite series
of statistical indexes which have been compiled by the

*See accompanying chart; also League of Nations, World Ecomomic
Surosy, 1931-32, p. 65.
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League of Nations Secretariat, for the purpose of reflect-
ing changes in national income.*

In studying these diagrams the reader should bear in
mind that the data do not pretend to measure the extent
of the reduction in the volume of business activity, but
only the direction of movement from one quarter to the
next. It will be observed that in general the recession de-
veloped slightly earlier in Oceania, the Americas, and
Asia than it did in Europe, that it spread rapidly in late
1929 and early 1930, and that by 1931 it was practically
universal and steadily growing in intensity.

In the first major division of this chapter we shall in-
dicate the extent and character of the early phase of the
depression, In the second section we shall show the bear-
ing of the international debt situation on the acute finan-
cial crisis which came in the spring of 1931. In the third
and fourth divisions we shall analyze the profound ef-
fects of this crisis upon the financial and economic struc-
ture of the world with particular reference to the United
States.

1. SEVERE BUSINESS RECESSION, 1929-31

The most striking and significant developments dur-
ing the first phase of the recession—from late 1929
to the spring of 1931—were as follows: (1) 2 sharp de-
cline in the prices of stocks; (2) a drastic fall in the
prices of foodstuffs and raw materials; (3) a substantial
curtailment of industrial production; (4) a marked de-

*The original charts from which the accompanying diagram has
been adapted will be found in League of Nations, World Economic
Survey, 2931-32, p. 643 and same for 1933-34, p. 320. The explanalory
note; acoompanymg the ongmal charts state that they summarm changes

ded in the p
centnl banks, and busmeas cycle institutes in the various countnes, and
that in certain cases the national snmm:mea avmlahle have been sup-
plementcd by using the istics of prod , employ , and trade
in the countries concerned.
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crease in world trade; and () a rapid reduction in the
flow of new international loans. The course of each of
these developments may be briefly summarized.

1. The bresk in stock prices. While, as we have seen,
a slight business recession was occurring here and there
before the autumn of 1929, the first striking evidence
that the boom period was over was afforded by the sud-
den collapse of stock prices in the New York market,
The movement of stock prices in leading international
markets from September 1929 to June 1931 is revealed
by the following indexes, which are based on September
1929 as 100.

New York London Paris  Berlin

1929, September ....... 100 100 100 100
December ....... 68 84 89 86
1930, March .......... 75 81 92 89
June ... 66 78 85 87
September . ... ... 64 76 81 74
December ....... 47 69 66 62
1931, March .......... 52 67 68 66
June ........... 40 57 62 54

The collapse of the security market boom in the
United States was quickly reflected in general business
activity. The transformation of speculative profits to
losses checked certain types of consumptive expendi-
tures, particularly of the luxury variety, and at the same
time the shock to confidence led to the curtailment of
new business commitments. In the early spring of 1930
there was a substantial rise in security values. Further
drastic liquidation took place in the second half of 1930,
followed by a slight recovery in the first quarter of 1931.
The coming of the acute stage of the depression in the
second quarter of 1931 precipitated a new downward
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movement. The trend in European financial centers was
similar, though a little less pronounced in character.

2. Decline of foodstuff and raw material prices. Sup-
plies of many of the basic foodstuffs and some of the im-
portant raw materials had been accumulating and prices
had been declining for some time before 1929, With
the coming of the depression, a catastrophic fall occurred
in the prices of both foodstuffs and raw materials. Efforts
to arrest the decline by means of valorization schemes
and cartel agreements were of no permanent avail.

The following table shows the extent of the decline in
the world market prices of a selected group of foodstuffs
and raw materials. The first column reveals the per-
centage decline from the average of the year 1928 to
the average for the month of June 1930; the second in-
dicates the magnitude of the cumulative drop from the
same 1928 base to June 193I.

June  June June  June
Foodstuffs 1930 1931 Raw Materials 1930 1931
Wheat ....... 28 61 Wool ........ 38 68
Rye ......... 64 Cotton ....... 28 55
Corn . 60 Silk ... 29 54
Rice .. 51 Hides . 37 65
Coffee 50 Tin .. 40 54
Sugar . 48 Copper .. 15 42
Bacon 50 Petroleum 31 43

Butter .. 36 Rubber ..

It will be observed that in some cases prices held up
comparatively well in the first nine months of the de-
pression, but that drastic declines everywhere ensued in
the second year.

The prices of manufactured commodities fell much
less than those of foodstuffs and raw materials. In the
United States, for example, price indexes show a decline
between June 1929 and June 1931 of about 20 per cent
in finished manufactured products, 33 per cent in indus-
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trial raw materials, and 37 per cent in foodstuffs and
agricultural raw materials.

This smaller relative decline in the prices of manu-
factured products is attributable to several factors. There
had been no great accumulation of unsold stocks of goods
in manufacturing lines, the flow of production having
been adjusted rather closely to current demands. It was
also possible for industry in some measure to adjust pro-
duction schedules to changed conditions, whereas agri-
cultural output proceeded unabated. However, the at-
tempt on the part of debtor countries producing agricul-
tural products and raw materials to meet debt obliga-
tions by forcing exports exerted a downward pressure on
the prices of these primary commodities.

3. Curtailment of industrisl production. The first
phase of the recession showed a substantial decline in
the volume of industrial production in all manufacturing
nations. The reader will find on pages 56-67 the annual
changes in the volume of production in manufacturing,
crude foodstuffs, and raw materials for the whole period
1925-35. The decline of industrial production in the
United States by quarterly intervals from September
1929 to June 1931 is shown by the following table.
These monthly index numbers are based on the average
for the year 1929 as 100.*

1929, September ...... .. ... ... 103
. December ........ . .. .. 8
1930, March .. ... .. .. . . 87
June ......... e 82
September ... .. ... .. 76
December ......... . A 4|

1931, March .. .. . .13
Juoe ... o 70

* For monthly data to June 1936 see Appendix A, Table 1o.
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4 Reduction of world trade. The decline in the total
value and “quasitum”™ of world trade from the third
quarter of 1929 through the second quarter of 1931 is in-
dicated below. The figures are based upon the average
for the year 1929 as 100.*

Quarter “Quantum”  Value
1929, July-September ...... 98.3 98.3
October-December . ... 105.9 102.2
1930, * January-March . ... .. 94.8 89.1
April-June ..... ... .. 92.6 82.4
July-September .. .. .. 88.0 75.7
October-December ...  95.7 76.1
1931, January-March ...... 845 62.5
April-June . ..... .. .. 84.4 59.9

It will be seen that the volume of international trade
held up reasonably well throughout this period, but the
value declined sharply after the middle of 1930 and con-
tinued to fall through the first half of 1931. This sharp
decline in the total value of world trade, occasioned
mainly by the collapse of the prices of many basic com-
modities entering into international trade, helped,
through its repercussions upon the international credit
structure, to weaken the economic position of many coun-
tries, particularly those exporting raw materials.

5. Conzraction of new international loans. The flow
of international loans began tapering off well before Oc-
tober 1929. Foreign loans from the United States were
decliniing. At the same time French funds which had in

“ These so-called quantum figures are not, strictly speaking, physical
units, They are derived from the value figures corrected for price changes;
and d\ey therefore reflect the volume of trade in a rough way. This

measure is used here because physical quantity data are not available for
all countries,

* The ﬁgum huve been compxled hy the League of Nations Secretariat,
See Monthly B of § ber 1934, p. 531
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preceding years been invested abroad were returning to
France. On the debtor side the borrowings by such coun-
tries as Germany, Poland, and Hungary were declining.

Perhaps the best means of indicating what was occur-
ring in the field of international financial relations during
these years is to show the net movement of funds,
whether arising out of new loans, repayments, or with-
drawals of investments. The accompanying table shows
the net outflow of funds. from principal creditor coun-
tries and the net inflow to principal debtor countries from
1927 to 1931 inclusive,

NEeT INTERNATIONAL MovEMENT oF Funbps, 1927-31°
(In millions of dollars)

Country 1927 1928 1929 | 1930 | 1931
United States + 518 | +1,113 [ 4225 | 4295 0
United Kingd: .4 3854 570 | 4574 | 4112 | =313
France...... |+ S04 | 4+ 237 | — 20| —258 { —787
Germany. . ....|—1,058 | — .974 | —508 | ~120 | 4506
Poland. . |- 82| - 124 —-67}— 1]+ 5
Hungary. .. ... ... ... — 8 |— 9}—38|—24]- 39
Australia................. — 188 | ~ 18| ~214 | — 15] + 56
India.................... — 121 — 671 —-371~92]4 86
Argentine................ + 127 | — 184 | — 4| —243| + 27
» League of Nations, Balance of P. 1931 and 1932, p. a1, These
figures have been derived not from recorded data but from mllysa of the
annual bal: of of the The plus sign

means net outflow; the minus sign, net inflow.

It vnll be seen that the outward flow of foreign credits
from the lending countries was enormously reduced by
1930 and disappeared in 1931; indeed there was a sub-
stantial inflow to France in 1930 and 1931, and also to
Great Britain in the latter year. The net outflow from
Germany, Australia, Argentine, and India which began
in 1931 reflects, of course, not the extension of new
credits but rather the repayment of existing debts, and—
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in the case of Cerma.ny—a flight from the mark during
the period of panic.

During the first stage of the depression there were re-
curring waves of optimism as to the possibilities of re-
covery. Many observers sought to explain the develop-
ing situation in terms of previous downswings of the busi-
ness cycle and were inclined to regard the events of 1930
as representing the normal operation of the forces of re-
adjustment. The slight improvement manifested in the
early spring of 1930 led many to conclude that the de-
pression was over, and there was widespread confidence
that recovery would not be long delayed. An important
British economic journal, in analyzing developments in
the United States in 1930, described them as constituting
“continuous but orderly deflation in security prices, com-
modity prices, credit outstanding, and in the manufac-
ture, distribution and sale of goods.” With the new
slight improvement which manifested itself in various
countries at the beginning of 1931, the remarkable re-
siliency of the economic system became the subject of
widespread comment.

The apparent stability in the international economic
situation contributed greatly to sustaining the prevailing
spirit of hopefulness. The international monetary system
which had been laboriously restored in nearly all coun-
tries between 1924 and 1930 remained, in general, firm-
ly anchored to the gold standard; and the structure of
international indebtedness, public and private, which had
come into existence as a result of the war and post-war
developments, showed no sign of imminent breaking.
The only important countries to depart from the gold

¢ “Commercial History and Review of 1930, The Ecomomist, Feb,
14, 1937, .
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standard during this period were Australia and Argen-
tine, which suspended gold payments as early as De-
cember 1929. The currencies of Bolivia, Brazil, Panama,
Uruguay, and Venezuela declined from their gold pari-
ties, but there was no official abandonment of the gold
standard. On the other hand, in two countries, Japan and
Yugoslavia, the gold standard was for the first time
since the war re-established during the year 1930. By
and large, international debt payments, both public and
private, continued to be met on schedule, notwithstand-~
ing the substantial curtailment in the volume of new in-
ternational credits,

It is true that some uneasiness was occasioned by the
inability of Australia and Argentine to meet their inter-
national obligations without abandoning the gold stand-
ard; but in general there was inclination to regard the
difficulties of these countries as special in character, be-
cause of their dependence upon the exportation of food-
stuffs and raw materials, chiefly wheat and wool, which
had suffered unusual price declines. While it was not
regarded as impossible that some debt concession might
become necessary in the case of other countries, if they
were to avoid monetary breakdown, it was not believed
that such readjustments would need to be of substantial
character. In September 1930 the Young Plan was put
into effect in the belief that the payments required, which
represented only a moderate reduction from the Dawes
Plan schedules, were well within the economic power of
Germany to fulfill.

II. INTERNATIONAL DEBTS AND THE CRISIS OF 1931

The factor directly responsible for the disastrous
breakdown which occurred in the second quarter of 1931
was the huge volume of international indebtedness. It
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would be idle to speculate on the question whether, in
the absence of the extraordinary international debt situa-
tion, the severe business depression might shortly have
been arrested by the normal processes of adjustment,
It is possible that serious difficulties might in any case
have developed because of the numerous other forms of
maladjustment which existed. However this may be, it
is certain that the financial collapse of 1931 was made
inevitable by the international debt situation. Hence, as
a preliminary to an analysis of the second phase of the
depression, it is essential to indicate the character of the
international debt problem at this juncture.

The volume of international indebtedness had as-
sumed proportions which dwarfed that of pre-war days.
While precise data as to the extent of international debts'
—both long- and short-term, and public and private—
are not available, they may be conservatively estimated
as aggregating at the end of 1930 at least 6o billions of
dollars. The interest and amortization charges on this
vast sum required payments across national frontiers ap-
proximating 3 billion dollars annually.’

As we have already seen, the instalments on both pub-
lic and private indebtedness continued to be paid through
1930 without apparent difficulty. However, the process
by which the debtor countries succeeded in making these
payments and at the same time in preserving monetary
stability was directly contributing to subsequent difficul-
ties. Unable to borrow as much as before, and at the same
time faced with a reduction of income per unit of exports

" The reparation and mter-Alhed mdebtedness as funded aggregated
at the end of 1930 a principal sum of 1y 20 billion dollars.
The League of Nations Secretariat estimates that the volume of private
fixed interest indebtedness was 35 billion dollars at the end of 19325 no

estimate has been made for direct investments in business enterprises and
securities.
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as a result of the sharp decline in the prices of basic ex-
port commodities, they found it necessary to make dras-
tic efforts to obtain means with which to meet foreign
debt payments. They strove simultaneously to reduce
imports and to expand the physical volume of exports as
a means of offsetting the reduction in the value per unit.
Most of them succeeded in varying degrees. Imports
were curtailed, in part as a result of conscious policy and
in part as a natural consequence of the depression, while
the physical volume of exports was stimulated mainly by
means of price concessions.

In the table below we show the changes in the physi-
cal volume of trade and resulting effects upon the mone-
tary balance of eight debtor countries; also the reverse
effects upon the trade of the principal creditor countries.

‘TRADE CHANGES IN SELECTED COUNTRIES, 1928-30"

Exports Imports Balance of Trade
(In thousands of {In thousands of (In millions of old
Country metric tons) metric tons) U. S. gold doltars)

1928 | 1929 | 1930 | 1928 | 1929 | 1930 1928 1929 1930

54,770|s7,103 |66,005(66,778/56,953| — 298+ 9|+ 592

2,873( 2,462| 6,628) 6,710| 4,885| - “67|— 4[4+ i1

7.065| 9,215 53] 1,1 80§5|—~ 32| — A+ 3

313 '543|  3e0| ‘sos| 317|— - M+ 9
21,038|18,922| 5,165| 5,088 3,571|— 98— 33|+ 10

2189 2.274| 5)838) 6,108] 4,881+ 33[+ o[+ 7

4,686 5,289| 6.645| 5.889( 6.067] 4,508(— - - M

. |17,02916, 703[11,027 |12.538{13 2,364} + 210+ 88— 102

’ 57,035/57,475/49, 731 [45,642(50,985(47,563[+ 738|+ 382[+ 386

Ao e o b L | [=1,718—1,854 —1,878

a1,128/39,906|36, 681 (49, 340[s9, 462(60,921 | — "129) ~ '435[ — 's06
Switze 977 1) o19| 8,020[ 8,711 8.553|— 104~ 115[— 151
Netherlands. (15, 725{16 ,302{16,606 [29,851[30,980|31,395| — 28— 306(— 281

® The plus sign means cxcess exports; the minus sign, excess imports.

The process indicated by the table had repercussions
of far-reaching importance. The stimulation of the
physical volume of exports, consisting mainly—except
in the case of Germany—of foodstuffs and raw ma-
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terials, tended to drive down still more the already de-
pressed prices of these commodities, and thus to render
increasingly difficult the maintenance of international
income by the debtor countries. The resulting intensifi-
cation of competition led to demands on the part of pro-
ducers in creditor countries for protective measures
against this flood of low-priced imports. The contraction
by the debtor countries of imports, consisting largely of
manufactured goods, reduced the exports of industrial
countries and tended to depress the prices of manufac-
tured goods and to curtail industrial activity generally.
The optimism engendered by the stability of the gold
standard and the structure of international indebtedness
was thus built on shifting sands.

A particularly dangerous feature of the international
debt situation was the large accumulation of short-term
obligations. By the end of 1930 obligations of this type
constituted from 12 to 14 billions of dollars, Of this total
7 or 8 billions was in the form of commercial credits
arising out of trade transactions. The remainder repre-
sented the snvestment of funds, and included the foreign
exchange holdings of central banks, amounting to ap-
proximately 2.§ billions of dollars.*

The abnormal amount of international short-term in-
vestments was attributable in part to the fiscal and mone-
tary disorders of the post-war years, which created a

® These estimates of short-term indebtedness are based on the foreign
exchange debts and claims of the three principal countries—the United
States, Great Britain, and G y d on less plete data for several
other countries. The distribution by types is arrived at in the following
manner: the figure for central bank holdings is obtained from official
reports of the banks, while the volume of commercial credit is assumed to
be from 12 to 15 per cent of the total value of world trade. The estimate
is of necessity 2 very rough approximation, but is in close correspondence

with an estimate of 14 billion dollars made by the Bank for International
Settlements at the end of 1930 (sec its Fowrth Annual Report, p. 27).
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widespread feeling that short-term loans were safer than
long-term investments. Second, there were large shift-
ings of funds from one country to another to take ad-
vantage of the possibilities of speculative profits, Third,
central bank policies contributed to the creation of such
indebtedness in a twofold way. The re-establishment of
an international monetary system based on gold had in-
volved the wide adoption of what is known as the gold
exchange standard, under which central banks were per-
mitted to include in their reserves not only metallic gold
but also foreign exchange instruments representing
claims to gold in other countries, In addition to the gold
exchange banks, many other central banks adopted the
policy of holding large amounts of foreign exchange
among their assets as 2 convenient and presumably liquid
form of short-term investment. In fact, the volume of
foreign exchange holdings by these banks was much
larger than that of the banks operating under the gold
exchange system. The Bank of France was of overwhelm-
ing importance in this situation, its foreign exchange
holdings alone exceeding at the end of 1930 those of the
ten principal central banks operating under the gold ex-
change system. All these holdings of foreign exchange
represented international short-term indebtedness and
the funds involved were subject to removal from one
country to another at a moment’s notice.’

The world’s greatest debtors on short-term account
were the United States, Great Britain, and Germany.
The large volume of short-term debts owed by the
United States and Great Britain were the result of two
factors: the predominant role which these countries
played in the financing of international trade; and the

® For detailed data relating to foreign exchange holdings of the world’s
principal central banks, see Appendix H, Table 9.
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fact that they were the repositories of short-term funds
from other countries which were seeking safety or invest-
ment opportunity. Germany’s short-term indebtedness
represented in part credits granted by foreign financial
centers, chiefly New York, London, and Paris, and in
part direct commercial obligations arising out of trade
relations with various countries. We present in the fol-
lowing table the short-term debts and claims of the
United States, Great Britain, and Germany respective-
ly as of the end of 1930.” The figures are in billions of
dollars.

Country Debts  Claims Net Debts
United States .. .. .. 2.7 1.8 0.9
Great Britain ... ... 2.0 0.8 1.8
Germany ......... 25 1.2 1.3

The intricate inter-relationship of short-term debts
and claims and the constant movement of liquid funds
across national frontiers, operating as a sort of endless
chain, presented no difficulty so long as confidence pre-
vailed. But the moment a break in the chain occurred at
any place, accompanied by withdrawals on 2 large scale,
panic was certain to ensue. The total volume of short-
term obligations abroad was in the case of many coun-
tries, including Germany and Great Britain, much
greater than the total monetary reserves of the central
banks; hence large withdrawals would precipitate an
exchange panic and force the suspension of gold pay-
ments. The situation was identical with that of an in-
dividua! bank which holds demand deposits greatly in
excess of cash reserves. So long as there are no unusual

* The data for the United States are from Department of Commerce,
The Balance of International Payments of the United States in 1930; for

Great Britain from the Report of the Macmillan Commitiae; for Ger-
many from the Report of the Wiggin Committee.
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demands for payment the credit structure is safe; but
once 2 run on the bank begins the suspension of payments
becomes inevitable.

II. FINANCIAL AND MONETARY COLLAPSE

Although surface indications seemed reassuring at the
beginning of 1931, the foundations of the international
financial and economic structure were steadily being un-
dermined and the inevitable collapse was near at hand.
The forces immediately responsible for the financial
crisis which occurred in the second quarter were in part
economic and in part political.

On the economic side, the continued decline of pro-
ductive activity was imposing an increasing strain on the
internal finances of practically every country. At the
same time, the sharp shrinkage in the value of world
trade which began in the first quarter of 1931 as a result
of the cumulative effects of the trade adjustment poli-
cies that had been pursued gravely complicated the abil-
ity of the debtor countries to continue meeting interna-
tional debt payments. (Refer again to trade data on
page 33.)

Political factors in the situation were also serving to
weaken the financial situation, especially in Central
Europe. The growing strength of the Nazi movement in
Germany, disclosed by the elections held in October
1930, served to frighten foreign creditors, especially the
French, into substantial withdrawals of short-term funds.
Similarly, the autumn elections served to induce many
Germans to transfer their funds abroad in the hope of
obtaining greater security. This outflow of funds, slow
at first but increasing in magnitude as the months passed,
was reflected in a gradual diminution of the gold and
foreign exchange holdings of the Reichsbank, which de-
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creased between December 1930 and March 1931 by
more than 100 million dollars.

The financial collapse of Central Europe in May 1931
was precipitated by political developments. On March
11 Germany and Austria announced the conclusion of
a customs agreement—a move which was construed as a
violation of the treaties of peace. This action led im-
mediately to large withdrawals of foreign funds, par-
ticularly by France. Within a few months this drain,
together with internal difficulties, brought the Austrian
financial system to the stage of collapse, the first outward
appearance of which was the failure of the country’s
largest bank, the Kreditanstalt. This event produced a
panic among the short-term creditors of all Central
European countries. The ensuing withdrawals quickly
forced the abandonment of the gold standard and the
suspension of a substantial part of the international debt
payments, both public and private.

No financial catastrophe of the past had ever compared
with this one in the magnitude of the economic shock
produced and in its terrifying implications. Apprehension
transcending human experience prevailed in every politi-
cal and financial center in the world. In an effort to stem
the tide of financial dissolution drastic steps were soon
taken both in the countries directly concerned and by
governments and financial institutions in all the nations
involved, The Hoover moratorium of June suspended
reparation and war-debt payments for a period of one
year. The foreign short-term creditors of Germany and
Austria agreed to “stand still” agreements with their
debtors under which withdrawals of foreign funds were
either suspended or reduced to a2 minimum. Large new
short-term loans were extended to Germany, Austria,
and Hungary by the principal central banks, as well as
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by the Bank for International Settlements. In addition,
various means for controlling capital movements were
introduced by some of the Central European countries
themselves.

While these measures served to retard the process of
financial disintegration in Central Europe, new strains
soon developed elsewhere. The freezing of a huge vol-
ume of short-term funds in Central Europe inevitably
led to apprehension over the safety of short-term funds
in other quarters, and a2 mad scramble began for the
repatriation of liquid funds while there was yet time.
The most immediate, and by far the most serious, effect
was the strain placed upon Great Britain, the second weak
link in the short-term credit structure.

Great Britain was on the whole in a very strong credi-
tor position. But, as we have seen, her short-term obliga-
tions abroad exceeded her short-term claims against other
countries. Her long-term investments could not quickly
be converted into cash, and at the same time a large part
of her short-term claims had become unrealizable be-
cause of the situation in Central Europe. Meanwhile,
however, Britain’s short-term obligations to foreigners
were payable on demand.

Within a short time the run on the relatively slender
gold reserves of the Bank of England precipitated a for-
eign exchange and monetary crisis. In an attempt to meet
the strain and prevent a collapse of the finandal and
monetary structure, the Bank and the British Treasury
contracted loans in the United States and France during
the late summer of 1931 to the amount of 650 million
dollars, But even these resources were insufficient to meet
the double drain occasioned by the simultaneous with-
drawal of foreign funds and the flight of British capital
which followed the revelation of an acute budget situa-
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tion. On September 21 the British government took the
momentous step of abandoning the gold standard.

In October the strain was transferred to the United
States. As in the case of Great Britain, the long-term
debts due the United States were of no immediate use
and the short-term claims were largely frozen. As a
result of large withdrawals of short-term claims held by
foreigners, American gold soon began to flow abroad; in
the month of October as much as 338 million dollars of
gold was exported. But thanks to the enormous accumu-
lation of gold in the United States resulting from war
and post-war trade and financial relations, this country
was able to withstand the strain, While there was grave
concern for a time over the increase of interfial hoarding
and the flight of capital, the outflow of gold soon ceased.
Great Britain lost the gold standard; the United States
lost only gold.

Great Britain’s abandonment of the gold standard
resulted in a wholesale breakdown of the international
monetary system. The British act of September 1931 was
a signal for similar action on the part of a large number
of other countries. As soon as the gold standard system
began to crumble, governmental control of foreign ex-
change transactions also began to be widely introduced.
Some countries used exchange control in conjunction
with the abandonment of gold for the purpose of regulat-
ing fluctuations in foreign exchange rates; others em-
ployed it to prevent depreciation of their currencies, thus
insuring a nominal maintenance of the gold standard. In
either case, these artificial measures represented essen-
tially an abandonment of the gold standard.

The rapidity with which the international gold stand-
ard system disintegrated is shown graphically in the
table on the following page.
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DISINTEGRATION OF THE GOLD STANDARD SYSTEM

I. Countries Which Abandoned the Gold Standard

Prior to | Jan.—Aug. t.—Dec. | Jan.—June | July-Dec. Year
1931 1931 Sepmu 1932 1932 1933

Argentine | Mexico Bolivia Chile South Austria
Australia Canada Ecuador Africa | Estonia
Colombia Greece Uhited
Denmark Peru States
t Siam

United King-

lom

II. Countries Which Introduced Exchange Control

Brazil Argentine Costa %upan United
Chile Austria Rica araguay States
Germany | Bolivia Ecuador
Hungary | Bulgaria Rumania
Spain Colombia
Czechoslo-

vakia
Denmark
Estonia
Greece
. Latvia
Nicaragua

Uruguay
Yugoslavia

The disintegration of the gold standard in its turn
exerted a profound influence upon trade and tariff poli-
cies. The struggle to maintain financial solvency, the
collapse of international credit, and the sudden altera-
tion in the terms of commercial competition resulting
from the new depreciation of currencies with respect to
gold led to utter turmoil and confusicn in the field of
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commercial policy. As already noted, numerous debtor
countries had, in 1930, resorted to restrictive trade poli-
cies with a view to maintaining financial equilibrium.
While the United States in June of that year had passed
the Smoot-Hawley Tariff Act, it was not unti] after the
financial crisis of 1931 that commerdial policies every-
where turned sharply in the direction of violently re-
strictive action.

The following enumeration of some of the methods
adopted during this period gives a graphic picture of the
trade war that followed the breakdown of the gold
standard.

In the sixteen months after September 1, 1931, general tariff
increases had been imposed in twenty-three countries, in three
of them twice during the period—with only one case of a gen-
eral tariff reduction. Customs duties had been increased on in-
dividual items or groups of commodities by fifty countries, in
most cases by a succession of enactments which, in several coun-
tries, numbered over twenty tariff changes in the sixteen months.
Import quotas, prohibitions, licensing systems and similar quan-
titative restrictions, with even more frequent changes in several
important cases, had been imposed by thirty-two countries. Im-
port monopolies, for the most part of grains, were in existence in
twelve countries; milling or mixing regulations in sixteen
others. Export premiums were being paid in nine, while export
duties or prohibitions had been imposed in seventeen.

This bare list is utterly inadequate to portray the harassing
complexity of the emergency restrictions that were superimposed
upon an already fettered world trade after the period of exchange
instability was inaugurated by the abandonment of the gold
standard by the United Kingdom in September 1931. By the
middle of 1932, it was obvious that the international trading
mechanism was in real danger of being smashed as completely
as the international monetary system had been.™

In due course many countries, especially those of
South America, defaulted outright on international in-

™ League of Nations, World Economic Survey, 1932-33, pp. 16-17.
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debtedness, while others adopted novel devices for re-
lieving the strain of foreign payments. Various countries
declared “transfer moratoria” under the terms of which
annual payments to foreign creditors would be made in
domestic currency to a designated institution within the
country, but would not be subject to conversion into for-
eign currencies except under certain prescribed condi-
tions. In many cases, even current payments on account
of commercial transactions were “blocked” or suspended,
and a considerable part of international trade thus came
to represent merely forced loans by exporters in one
country to importers in another.

Finally, out of all these difficulties grew the system of
clearing arrangements, under the operation of which
a substantial portion of international trade was reduced
to barter terms. Since a clearing arrangement could be
operated successfully only between two countries, the
use of such arrangements naturally tended to bring about
a direct trade balance between each pair of countries. The
growth of this bilateral balancing process greatly reduced
the scope of roundabout trading operations, diverted
commerce from its accustomed channels of economic ad-
vantage, robbed the trade process of much of its neces-
sary flexibility, and served to intensify the vicious inter-
action between trade shrinkage and financial and mone-
tary disintegration.

The constriction of world trade and the continued re-
duction in prices which accompanied the breakdown of
the international financial system is revealed by the table
on the opposite page, which shows the “quantum” and
value of international trade, quarterly, from the middle
of 1931 to the middle of 1933."

* The figures are based on the average for the year 1929 as roo. For
preceding quarterly data, and source, see p. 33.
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Quarter “Quantum”  Value
1931, April-June .......... 84.4 59.9
July-September .. .. .. 82.1 55.8
October-December ...  90.3 52.4
1932, January-March ... ... 76.2 41.9
April-June .. ... ... .. 73.0 39.8
July-September .. .. .. 67.9 353
October-December ...  78.4 39.2
1933, January-March ...... 72.7 34.9
April-June . ......... 71.8 34.1

The ultimate consequence of this series of national
measures—the suspension of gold payments, exchange
controls, increased tariffs, import quotas, monopolies,
licensing systems, each of which was introduced with a
view to maintaining the stability of a particular country
" —was to produce profound instability in the interna-
tional economic system as a whole, However unavoidable
or inescapable some of these policies may have been, once
the breakdown of the international monetary system had
begun, the net result was greatly to reduce production,
increase unemployment, and impoverish the people of
the world.

IV. REPERCUSSIONS UPON THE UNITED STATES

The collapse of the international system served not
only to contract the volume of international trade but
also to intensify the internal depression in every coun-
try. The resulting curtailment in the volume of indus-
trial production for the world as a whole, as well as in
selected countries, may be seen by studying the diagrams
on pages 65 and 68. There were, moreover, further dras-
tic declines in the prices of commodities and in security
values. Since the focal point of our interest in this study
is the United States, we shall confine our analysis of the
effects of the breakdown of the international system to
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its repercussions upon the American economic situation.

The American export trade was very sharply reduced.
In 1929 the value of American exports was well above
400 million dollars monthly. In 1930 it had shrunk to
an average of 320 millions monthly, and in 1931 to 202
millions, By July 1932 it was down to 107 millions, with
the monthly average for the year 134 millions. Imports
showed a corresponding decline.

Notwithstanding the previous severe decline in the
prices of foodstuffs and raw materials, there was further
collapse. From an average of 70.6 in March 1931 the
price index of American foodstuffs declined to a low of
42.8 in March 1933. Raw material prices fell during the
same period from 69.4 to 49.4. The price of wheat
dropped from 76 cents a bushel in May 1931 to a low of
46 cents in December 1932, while cotton fell from 10.9
cents per pound in March 1931 to 5.3 cents in June
1932.

The depression of American industry was also greatly
intensified by the international collapse. The effect mani-
fested itself both directly and indirectly. At the same
time that exports of manufactured goods were sharply
curtailed, the deepening of the agricultural depression
led to a great shrinkage in the demand for manufactured
goods from the agricultural areas of the country. The
index number of industrial production, which stood at
70.6 in January 1931, fell to 62.2 in December 1931,
and to a low of 48.7 in July 1932. Data showing the
monthly changes in industrial output are given in Ap-
pendix A, Table 10.

The shrinkage of industrial output and of corporate
earnings, together with increasing pessimism as to the
ability of the economic system to withstand the strain
to which it was being subjected, led to renewed drastic
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declines in the prices of securities. Although the index
of stock prices in New York had already shown a decline
of 50 per cent from the peak in 1929, between March
1931 and July 1932 two-thirds of the remaining values
were wiped out. The monthly indexes from July 1931
to July 1932 are shown in the table below.

The prices of bonds also declined heavily during this
period. Up to the middle of the year 1931 they had re-
mained practically stationary; indeed, as is common in
periods of depression, they rose several points during
the first year of the recession. But after June 1931 the
collapse in the prices of low-grade bonds was compa-
rable to that of stocks; and even high-grade issues suf-
fered a heavy depreciation. The monthly price indexes
of representative groups of stocks and bonds were as fol-
lows (September 1929 is equal to 100) :**

Quarter Stocks Bonds
1931, July ............... 42 105
August . ......... . 41 104
September .......... 35 101
October ............ 30 94
November .......... 31 94
December .......... 25 86
1932, January ............ 25 85
February ........... 25 85
March ............. 25 85
April ... .. ... 19 84
May .............. 18 79
June ...l 16 76
July ... oo 17 78

The wholesale shrinkage in values produced a grave
debt crisis. Even before the depression began, the per-
sistent decline in agricultural prices had created a diffi-

™ Stock price indexes are from Standard Statistics; bond price indexes
from the Federal Reserve Bulletin,



52 THE RECOVERY PROBLEM

cult farm-debt problem. Mortgage obligations incurred
on the basis of war-time prices of farm lands could not
readily be met even on the basis of prices obtaining in
1928-29. With the drastic decline in agricultural prices
which came during the first stage of the depression, the
farm-debt problem was rendered acute; with the further
drastic decline in 1931-32 the meeting of farm-debt obli-
gations became virtually impossible.

Meanwhile the debt situation was also becoming in-
creasingly serious elsewhere. State, city, and local gov-
ernment units, which had for years been borrowing for
various and sundry purposes, were finding it increasingly
difficult to meet interest obligations. In the field of urban
mortgages, large numbers of individuals whose incomes
were steadily shrinking were unable to continue meeting
interest and mortgage instalments. Urban real estate
mortgage companies and their bond issues, which were
inadequately secured even on the basis of pre-depression
values, were falling into default. The railroads seemed
threatened with wholesale bankruptcy, while many pub-
lic utility and industrial corporations were also in seri-
ous condition. The stability of insurance companies and
other financial institutions, of trust and endowment
funds, was directly dependent upon the continuance of
the flow of interest and mortgage payments. Involved in
the whole network of relationships was the safety of the
deposits and investments of all classes of people.

The final stage in the process of financial disintegra-
tion was the collapse of the American banking system.
Small-town and country banking was, of course, depend-
ent upon the prosperity of agriculture.* During the first

* For some years before the depression, rural banks had been failing
by the hundreds annually, partly because of agricultural depression but
more largely on account of the decline in importance of small towns

ioned by i1 P :
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stage of the depression the mortality rate was greatly in-
creased, and in the second stage the whole rural credit
structure was undermined.

The country banks were in turn closely articulated
with “correspondent” banks in the larger cities. For
years city institutions had been helping to carry their
country bank clients along in the hope of gradual im-
provement. The situation which developed in 1931 made
it apparent that it could be only a question of time until
this aid would have to be withdrawn. Many city banks
were, moreover, heavily involved in urban real estate
financing, and when this situation broke wholesale bank
failures became inevitable.

Meanwhile, also, the decline in the value of securities
was adding to banking difficulties; and a race for liquid-
ity began. As margins on collateral loans became inade-
quate, payment was demanded and often the collateral
had to be taken over by the bank and sold at a loss. The
shrinkage in the value and the income of bonds directly
owned by banks also presented a serious problem, Fear-
ful of still further shrinkage in value, and often in
need of cash, the banks attempted to sell their holdings
of second-grade bonds. The combined result of the liqui-
dation of the collateral of distressed borrowers and of
their own investments was to demoralize still further the
security markets. The greater the efforts of the banks
to save themselves by the liquidation of securities, the
greater became the demoralization of security values.

In due course the situation led to a renewed flight of
funds to other countries and also to extensive hoarding
within the United States. The flow of gold abroad was
resumed on a large scale; in the six months January-
June 1932 the net ouflow was 620 million dollars.
The situation was relieved somewhat by the moderate
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recovery which occurred both in business activity and
security prices in the second half of 1932.”* But in the
winter of 1933 the business situation again became worse,
and the collapse of the banking structure ensued.

Whether the situation might have been tided over by
governmental action at an appropriate time is a matter
of speculation into which we do not care to enter, Our
object here is merely to reveal the chain of events, world-
wide in scope, which led us in four short years from the
heights of 1929 to the depths of 1932-33.

¥ See dingram, pp. 78-79.



CHAPTER III
THE WORLD IMPACT OF THE DEPRESSION

Thus far in the analysis we have been concerned
merely with outlining the successive stages of the busi-
ness recession which began in 1929 and with revealing
its international ramifications and  repercussions. We
shall next consider the general magnitude of the depres-
sion and the force of its impact on the economic life of
the world. How severely were production, trade, and
employment reduced? What were the relative effects
upon the different divisions of economic activity? Were
all countries more or less equally or quite differently
affected? To what extent has recovery occurred in the
various countries? In what ways have governments at-
tempted to influence the recovery process? Several chap-
ters will be required to answer these questions. The pri-
mary objective of the present chapter is to reveal the ef-
fects of the depression on the economic activities of the
world conceived as an aggregate entity, and also to show
the relative severity of the depression in the principal
countries.

In order to reveal the impact of the depression upon
the economic activities of the world as a whole—our first
task—we present a series of diagrams covering world
trends in production and trade. As a means of indicating
the varying intensity of the depression in different sec-
tions of the world, we are also showing, in the cases
where data are available, the trends by continental areas.
The data are given, where possible, for the years 1925-
35 inclusive, thereby revealing more adequately the con-
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trast between economic activities in a period of prosperity
and in a period of depression, :

" 1. WORLD FLUCTUATIONS

In studying the diagrams presented in the following
pages, the reader should bear in mind that no adjust-
ment has been made for the growth in population, which
amounted to approximately 10 per cent over the ten-
year periad.’ All of the production diagrams are based
on index numbers, with the average volume of produc-
tion for the five-year period 1925-29 as a base of 100
per cent.

1. Production of foodstuffs. The chart on page 57
shows the trend in the production of crude foodstuffs for
the world as a whole and also for continental divisions.
Inasmuch as agricultural production is ordinarily not
centrally controlled to any appreciable extent, one would
naturally expect fluctuations in the production of food-
stuffs during a period of depression to be relatively small
in magnitude as compared with changes in industrial out-
put.

The upper diagram on the opposite page shows that
the fluctuations in aggregate world production of food-
stuffs have been indeed slight. The range between 1928
and ‘1934 was only two points. The slight decline in
1935 is clearly attributable to the decrease in production
in North America—as a consequence largely of the
drought and in lesser degree the agricultural adjustment
program of the United States government,

The data for the continental areas reveal some inter-
esting variations in trend. Europe (including Asiatic

* Nor is allowance made for any increase in productive efficiency since
1929. In discussions of production trends in the United States during the
depression period, in Chap. VII, allowance is made both for population
h and changes in productivity
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Russia) shows an appreciable increase during the period
of the recession. Separate figures for Europe, with the
Soviet Republic excluded, reveal a similar upward trend.
The most marked increases in agricultural output, not
only during the recession but over the whole period,
occurred in Africa and Oceania (which includes Aus-
tralia and New Zealand).

On the whole, it appears that the depressxon did not
appreciably affect world production of foodstuffs. As we
have seen, however, there was a drastic decline in agri-
cultural prices, which profoundly affected the income of
agricultural producers. (See pages 31 and 32.)

2. Production of industrial raw materials. This gen-
eral classification includes such agricultural raw mate-
rials as textiles, tobacco, vegetable oils, wood pulp, and
rubber; and such non-agricultural raw materials as fuels,
metals, non-metallic minerals, and chemicals. The chart
on page 59 shows the production of all raw materials for
the world as a2 whole and by continents; the double chart
on page 61 reveals the fluctuations in agricultural and
non-agricultural raw materials respectively; while the
diagrams on page 63 show the fluctuations of output in
a selected group of raw materials.

There was a steady increase in aggregate world pro-
duction from 1925 to 1929. The decrease between 1929
and 1932 amounted to 29 per cent. In the next three
years over two-thirds of the lost ground was recovered.
North America shows much the greatest decline,
amounting to 42 per cent. The decrease in Latin Amer-
ica was about 32 per cent and in Europe (including
Asiatic Russia), about 23 per cent. But Europe, exclusive
of the Soviet Republic, showed a decline of as much
as 30 per cent. In Soviet Russia the production of raw
materials increased throughout the period, except in the
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single year 1932. The index number stood at 75 in
1925, at 126 in 1929, and at 232 in 1935. The decline
in Africa amounted to 20 per cent.

In Asia and Oceania the declines were not only much
less, but the bottom was reached at an earlier date—in
Asia in 1931, and in Oceania in 1930. In Asia (exclud-
ing Asiatic Russia) the peak of raw material production
was reached in 1930 and the decline amounted to only
12 per cent. In Oceania, 1928 was the year of greatest
production and the.decline was only about 6 per cent. In
these three continents, the output in 1935 was above the
levels attained in the preceding prosperity period.

When we turn to the fluctuations in agricultural and
non-agricultural raw materials respectively, as shown
in the diagrams on page 61, we find some interesting
contrasts. Comparing first the world figures, it will be
seen that the decline in the output of agricultural raw
materials was very much less than in the non-agricul-
tural raw materials, amounting between 1929 and 1932
to 10 per cent in the former class and 34 per cent in the
latter.

It is of interest to note that the production of agri-
cultural raw materials in North America was substan-
tially lower in 1934 and 193§ than in 1932—owing no
doubt to the drought and the agricultural curtailment
program in the United States. Europe, including or ex-
cluding Russia, is the only continent which shows a
steady yearly gain in the production of agricultural raw
materials since the bottom was reached in 1932.

The decline in the production of non-agricultural
raw materials was very much greater in North America
and Latin America than elsewhere, The percentage de-
crease in North America was 47 per cent and in Latin
America 43 per cent. In Europe, including Russia, the

47245
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decrease was only 25 per cent; with Russia excluded,
it was 30 per cent. Russia showed a steady increase from
137 in 1929 to 323 in 1935.

Africa and Oceania showed an extreme decline of 2§
per cent, and Asia a maximum of 8 per cent. In Africa
the decline did not manifest itself until 1931, while in
Oceania the low point was reached in that year.

The relative effects of the depression upon a selected
list of raw materials is revealed in the diagram on page
63. Sharp differences in the degree of recession are here
in evidence. In some cases, it will be observed, the maxi-
mum decline was comparatively small—with the output
in 1935 equal to or in excess of that of 1929; in other
cases the reductions were of catastrophic proportions.

The greatest declines were in pig iron (59 per cent),
copper (52 per cent), potash (45 per cent), and sulphur
(37 per cent). The smallest declines were in wool, cot-
ton, and petroleum, amounting to 4, 9, and 13 per cent
respectively. Cotton was lower in 1934 than in any pre-
ceding year of the depression.

3. Manufacturing activity: The term “manufacturing
activity” is somewhat less inclusive than the term “in-
dustrial production.” The latter classification includes
both manufacturing and mining. Since mining has al-
ready been included in the discussion of raw materials,
we shall here present only the index of manufacturing
activity. In any event, because of the close relationship of
manufacturing to raw material production the indexes
vary but slightly. In the diagram at the top of page 65
we give the aggregate index of manufacturing activity
from 1925 to 1935 inclusive, and also indexes for North
America and Europe exclusive of Russia. Separate data
are not available for all the continental areas.

It will be seen from the chart that the aggregate
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index of manufacturing activity declined precipitately
from 1929 to 1932, the amount of the reduction equal-
ling 31 per cent. The decline in North America was ap-
preciably greater than that in Europe, even with Russia
excluded. The extreme decline from 1929 to 1932 was
.46 per cent in North America and 30 per cent in Europe.

4. The volume of world trade. In the second diagram
on page 65 the effects of the depression on the aggregate
movement of goods between countries is revealed for the
period 1929-35. At the bottom of the diagram the fluc-
tuations in the international movements of foodstuffs,
raw materials, and manufactured articles are given sep-
arately. The aggregate decline amounted to 2 § per cent.
Trade in foodstuffs declined, at the-maximum in 1934,
by 16 per cent. Trade in raw‘materizls and manufac-
tured articles, which reached bottom in 1932, declined -
by 18 per cent and 42 per cent respectively. The recov-

"ery to the end of 1935 had been slight. This aspect of
the general problem of world recovery will be enlarged
upon in Chapter XIX..

5. Unemployment. All of the data thus far presented
merely record the impact of the depression in physical
terms. The ultimate effects of the changes thus re-
corded .are manifest in the reduction of individual in-.
comes throughout the world. The decrease in productive
activity has affected practically all forms of income,
whether derived from direet services or from investment
in properties. World data with respect to national in-
comes are not available; hence we shall attempt here
merely to indicate the effects upon the volume of un-
employment. ) ' i

Data with respect to unemployment everywhere leave
much to be desired, and the reliability of the figures
varies widely in different countries. Nevertheless, the
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general trend from 1929 to 1935 is revealed by an in-
ternational index of unemployment computed by the In-
ternational Labor Office. Owing to the increased em-
phasis that has been placed upon the collection of un-
employment data during the course of the depression,
it is probable that the data for 1935 are more inclusive
than those for 1929; therefore the upward movement
may be slightly overstated. We present the figures, how-
ever, as the best available evidence as to unemployment
tendencies in the world as a whole. With the volume
of unemployment in 1929 taken as 100, the figures for
the period 1929-3§ are as follows:*

1929 ... ....... 100 1933 ........... 274
1930 ........... 164 193¢ ... ... 221
1931 ... ... 235 1935 ........... 193
1932 ... 291

It will be observed that, as in the case of the series
dealing with production and trade, the peak of unem-
ployment was reached in 1932. The subsequent im-
provement has, however, been of moderate proportions
only.

It is not possible, by way of concluding this survey, to
present any precise quantitative measurement of the ef-
fects of the depression upon world economic activity as
a whole. One can, however, make a number of rough
generalizations, as follows: industrial and manufactur-
ing activity decreased by approximately one-third; the
output of agricultural raw materials fell only about 10
per cent; while the production of foodstuffs showed no
appreciable decline. The depression was most acute in
the industrial areas of North America and Europe, with

* League of Nations, Statistical Yearbook, 1935-36, p. 75. Data com-
piled by the International Labor Office are given for 18 selected countries
in our Appendix A, Table 9.
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the closely articulated raw material producing areas of
Latin America following.

II. FLUCTUATIONS IN SELECTED COUNTRIES

We may now indicate in brief summary fashion the
effects of the depression upon the economic life of
23 selected countries, For this purpose we shall use
general indexes showing the physical volume of in-
dustrial production, and shall not attempt to break the
discussion down into the effects upon different divisions
of economic activity. In considering these data it should
again be borne in mind that the production figures are
not on a per capita basis, and hence do not take account
of the growth of population, which has varied materially
in different countries.

The production indexes which are presented are those
published by the League of Nations. In each case the
year 1929 is taken as a base of 100 per cent. The reader
should bear in mind that the method of compiling and
computing indexes is far from uniform in the different
countries. The number of groups or series of products,
as well as the number of individual commedities in-
cluded, varies widely. Accordingly, these indexes do not
permit any close or precise measurements of the relative
effects of the depression upon the different countries.
They do, however, afford a fair general idea of tenden-
cies within each country, and also a rough gauge of
the relative severity of the decline in the various coun-
tries. The detailed figures and an indication of their gen-
eral character and reliability will be found in Appendix
A, Table 8.

In the diagram on pages 68 and 69 we show the course
of production from 1929 to 1935, for 23 countries. The
countries selected include both highly developed indus-
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trial nations and agricultural and raw material produc-
ing countries, 2nd they show a wide geographic distri-
bution. Australia and New Zealand are omitted because
of lack of data. The countries are arranged in the order
of the degree of decline from 1929 to the low point of
the depression, as shown by the production index.

The group showing the greatest degree of depression
includes Germany, the United States, and Poland. Pro-
duction declined in Germany by 46.6 per cent, in the
United States by 46.2 per cent, and in Poland by 46.1
per cent. In each case the year 1932 marked the low
point of the depression.

The second group comprises Canada, with a 41.9
per cent decline, Czechoslovakia with 39.8, and the
Netherlands with 37.7. In Czechoslovakia the low year
was 1933; in the others it was 1932.

Included in the next group are Austria, Italy, France,
and Belgium with declines respectively of 35.7, 33.1,
32.6, and 30.9 per cent. Austria, Italy, and Belgium
show 1932 as the low year; but in France 1935 appears
as the low year. In should be noted also that the level
of production in France in 1930 was slightly above that
of 1929,

In the fourth group are six countries with reductions
as follows: Hungary, 23.1 per cent; Chile, 22.1 per
cent; Estonia, 21.9 per cent; Norway, 21.7 per cent;
Sweden, 20.9 per cent; and Finland, 20.0 per cent. In
three of these countries—Finland, Norway, and Chile—
1931 appears to be the bottom of the depression, with
1932 marking the low point in Sweden, Hungary, and
Estonia. Norway and Chile show no recession for the
year 1930.

In the next group are the United Kingdom and Spain.
The former shows a decline of 16.5 per cent to a low
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in 1932, while the latter shows a reduction of 15.6 to
alowin 1933.

Rumania, Denmark, and Japan show reductions of
11.5, 9.0, and 8.4 per cent respectively. In Japan the
low year was 1931, and in the other countries it was
1932. It is of interest that production in Denmark was
substantially higher in 1930 than in 1929. ’

Greece showed a continued expansion of production
in 1930 and 1931, and the decline of 1932 still left the
volume of output slightly above the level of 1929. The
production index of Russia shows a sustained expansion
throughout the period under review, which coincides
closely with the period of planned industrial develop-
ment in that country.

In general the nations and the continental areas which
are prevailingly agricultural show a smaller degree of
depression than the highly developed industrial regions.
It should be borne in mind, however, that the degree of
decline shown reflects both differences in the composi-
tion of the index numbers themselves and—since they
are all figured from a 1929 base—differences in the de-
gree of prosperity in the base years. For example, the
year 1929 was one of only moderate activity in the
United Kingdom, whereas in the United States and
many of the continental countries activity was exception-
ally high.

The course of production in the various countries
finds general support in the available data with refer-
ence to unemployment. While unemployment figures are
not available for all of the countries which we have cov-
ered above, in those countries for which we have them
as a rule they show tendencies similar to those of the pro-
duction data—this despite the widely varying complete-
ness and accuracy of unemployment data.



CHAPTER 1V

THE EXTENT AND CHARACTER OF THE
RECOVERY

In Chapter 11 we traced the downward course of the
_ depression through its two stages, covering the period
from the autumn of 1929 to the spring of 1933. We
noted in this survey that, in many countries, the bottom
of the depression seemed to have been reached in the
middle of 1932, but that elsewhere it continued with lit-
tle interruption until the second quarter of 1933. In the
present chapter we shall focus attention upon the revival,
endeavoring to locate the upturn in time and place, to
show the extent and character of the revival in the lead-
ing countries of the world, and to reveal the significant
characteristics of the recovery movement.
Unfortunately there is no completely satisfactory
means of following the course of economic conditions
as 2 whole. The best method would obviously be to
show changes in aggregate income; but reasonably satis-
factory figures are available for only a few countries,
and even for these the figures are on an annual basis. The
most significant single index is that showing fluctuations
in industrial production; but this does not, of course,
reflect changes in the agricultural situation, which is of
dominant importance in certain countries. Nor does it
disclose the degree to which expansion may be attribu-
table to military outlays, emergency public works, and
other subsidies, as distinguished from a recovery of nor-
mal private enterprise. Industrial data are, however,
very useful in giving a rough indication of the course
of economic conditions in general.
72



EXTENT AND CHARACTER 73

I. WHEN AND WHERE RECOVERY BEGAN

In secking to determine the time at which recovery
began in the various countries, we are able to present
two types of evidence. In addition to industrial indexes
showing monthly changes in the volume of production
there are quarterly measurements, which reflect in a
rough way changes in national income. These quarterly
movements have already been presented in the diagram
following page 28, which shows fluctuations from 1929
to 1933 inclusive. The reader should bear in mind that
this chart does not reflect quantity changes, but indicates
only the direction of movement.

It will be seen from the diagram that in the last quar-
ter of 1931 a change was evident in a few countries,
namely, the United Kingdom, Brazil, India, and Aus-
tralia—with Argentine showing a change in the first
quarter of 1932. In the United Kingdom, Brazil, and
Argentine the improvement did not last, but in India
and Australia no new recession is indicated.

In the third quarter of 1932 an upward movement
is indicated in Germany, France, Finland, the United
States, Japan, South Africa, and New Zealand, with the
United Kingdom, British Malaya, Belgium, and the
Netherlands showing improvement in the fourth quar-
ter. However, the United States showed renewed reces-
sion in the first quarter of the year 1933.

Italy began to show improvement in the first quarter
of 1933, while in the second quarter the upward trend
is evident in all countries but Austria, Norway, Poland,
Switzerland, Czechoslovakia, the Irish Free State,
Yugoslavia, Egypt, Argentine, Brazil, and the Dutch
East Indies. It may be said that by the end of 1933
the recovery movement was practically universal, except
that 2 number of countries, mainly those which remained
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on the gold standard, suffered a slight recession in the
last quarter of the year.

The evidence afforded by monthly indexes of indus-

trial production reveals much the same story as do the
general indexes of business activity. Data are not avail-
able for some of the important countries included in
-the other series, such as Australia and New Zealand,
Argentine and Brazil, India and British Malaya; but
nearly all of the leading industrial nations of the world
are covered.

The date of the lowest point of the depression in a
group of twelve selected countries is shown in. the table
below. The final column shows the lowest level to which
production declined as measured from a base of 100 per
cent in 1929.

Date of Production Index
Country Low Point at Low Point
Japan . ...l March 1931 85.1
Hungary ... .. ...... ... 4th quarter 1931 62.7
Chile ... .. . January 1932 65.0
Belgium . . . o July 1932 48.5
United States . . July 1932 48.7
Sweden .. ... . .. July 1932 67.3
Germany . ............. August 1932 50.3
France .. .. .. ... .. .August 1932 66.4
United Kingdom . ... ...3d quarter 1932 77.7
Czechoslovakia . . . December 1932 54.0
Canada .. .. ... ...February 1933 48.0
Poland .. ... . . . . March 1933 46.0

In some of these countries, however, subsequent reces-
sions occurred, and a2 noteworthy improvement is not
revealed until several months later. This is especially
the case with the United States, Germany, and Hungary.

In the chart on pages 78 and 79 we show the monthly
fluctuation of industrial production in twelve countries
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from January 1931 to June 1936. The indexes are based
on 1929 as 100 per cent. It will be observed that the
recovery dates shown by these industrial indexes cor-
respond fairly closely with those for general business re-
covery presented in the chart following page 28.

A sustained forward movement in industrial produc-
tion began in Japan and Chile in February 1932; in
Belgium, Sweden, and Hungary in the late summer and
early fall of 1932; in the United Kingdom in the last
quarter of 1932; while in Germany, the United States,
Poland, Czechoslovakia, and Canada a sustained upward
movement is not revealed until the early spring months
of 1933.*

In concluding this discussion of the turning points of
the depression, it Should be emphasized that while in
many countries an increase in industrial production was
evident in the second half of 1932 the recovery move-
ment remained somewhat sporadic in character and mod-
erate in proportions until the spring‘of 1933. Perhaps
the safest statement would be that in general the bot-
tom of the depression was clearly reached in the summer
of 1932, but that a strong and broad forward movement
did not begin until nine months later.

We shall make no attempt here to answer the moot
question: What forces were responsible for arresting the
depression and bringing about a new advance in business
activity? To settle this issue would require a detailed
analysis of the movements of statistical series in all
countries; and even then the answer would be inconclu-
stve—on account of imperfect and inadequate statistical
data and because of imponderable elements in the situa-

! Evidence that improvement was under way in the late summer of
1932 is also afforded by the moderate rise in the prices of some basic raw
materials,
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tion, such as the state of business psychology and the in-
fluence of governmental policies.” Whether, for example,
the new hopes for enduring peace and a co-operative
solution of economic difficulties which were raised by the
Lausanne Conference of July 1932 played an important
role, as many believe, in restoring business confidence,
no one can definitely establish.

In any case, it is a fact of striking interest that the
recovery began within so short 2 time after the depres-
sion entered its acute stage. It was little more than a
year after the financial collapse in Central Europe in the
second quarter of 1931 that the bottom of the depression
was reached and the slow, if halting, process of recovery
was under way.

II. THE COURSE AND EXTENT OF THE RECOVERY

We turn now to the more interesting question, name-
ly, the degree to which the recovery movement has
proceeded. Did the improvement once under way con-
tinue at a steady pace? Was it more or less uniform in
different countries, or are marked variations in evidence?
How near have we approached the levels of 1929?

The extent of the recovery for the world as 2 whole
through the year 1935 has already been indicated in the
world trade and production data given in the diagrams
in the preceding chapter. In considering these data, it
should be remembered that since 1929 world population
had increased by about § or 6 per cent. World pro-
duction of foodstuffs in 1935 was one per cent above
the 1929 level; production of industrial raw materials
stood at 92 per cent of the 1929 total; while manufac-
turing activity had risen to 96 per cent of the 1929 level.
Since in time of depression the ostpuz of agricultural

* See Chap. II
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products does not show wide variations, accounts must
be taken of the trend of agricultural prices when the
degree of recovery is being considered. Relevant data
for a series of countries cannot conveniently be presented
here; but the fact is that, in general, farm prices have
risen considerably more than industrial prices, thereby
expanding farm purchasing power.®

The recovery movement in the various countries has
developed irregularly and has followed a very uneven
course. It will be seen from the monthly figures of in-
dustrial production shown in the diagrams on pages
78 and 79 that the expansion of industrial production
when once under way was more or less continuous in
Japan, Sweden, the United Kingdom, Hungary, and
Chile, but that the rate of expansion varied considerably.
In Poland.and Czechoslovakia there were mild recessions
in the second quarter and in the last half of 1934 respec-
tively.

In the United States the upward" movement shows a
very irregular trend. After the sharp rise in production
in the spring and early summer of 1933 there was a sub-
stantial recession in the autumn. Through 1934 and the
first half of 193 5 there were periodic advances followed
by more or less corresponding declines. It was not until
the middle of 1935 that a strong and persistent advance
occurred. The movements in Canada correspond in gen-
eral to those in the United States but have been less
pronounced.

In Belgium, following the upturn in 1932, produc-
tion remained practically stationary until the end of
1934. In France, after one year of expansion in 1932-

* The degree to which pre-depression price relations between farm and
industrial products has been restored in the United States is shown in
Chap. XI. The data for several countries will be found in League of Na-
tions, World Production and Prices, 1934-35, pp. 109-11.
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33, production declined throughout 1934 and showed lit-
tle recovery thereafter.

The degree of recovery in a group of important coun-
tries is indicated in the following diagram, which shows
the volume of industrial production in June 1936 as
compared with the level obtaining in 1929. It should be

INpusTRIAL PrODUCTION, JUNE 1936, COMPARED
WITH 1929"
(1929 = 100)
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* For data, see Appendix A, Table 10.

borne in mind when studying the diagram that the fig-
ures are not altogether satisfactory for the purpose of
comparing the trends in different countries. In the first
place, the degree of prosperity in 1929, the base year,
varied considerably in the several countries; and, in the
second place, the figures of industrial production do not
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make allowance for a growth in population. which has
been rapid in some countries and practically stationary
in others. The data do, nevertheless, afford a fair gen-
eral picture of the degree to which pre-depression levels
in industrial production have been restored.

It will be observed that in Japan, Chile, Hungary,
Sweden, Germany, and the United Kingdom industrial
production in 1936 actually exceeded the level in 1929,
France and Poland show the smallest degree of recovery.

II. SOME CHARACTERISTICS OF THE RECOVERY

Some interesting features of the world business recov-
ery have already been revealed. For example, the re-
vival has proceeded much further in Asia and Oceania
than it has in the more highly industrialized continents
of North America and Europe. And, as we have just
seen, the rate and degree of improvement have been far
from uniform in the various countries. Attention will
now be directed to other significant features of the re-
covery movement.

First, the current recovery movement has been un-
usually slow and halting. According to such records asare
available for previous periods of expansion, no recovery
of the past has been interrupted by as many minor rever-
sals as has been the case in the present instance; and the
general pace of recovery, except perhaps in one or two
countries, has heretofore never been so restrained. As a
rule, full recovery has occurred in less than half the
time that has elapsed since the beginning of the present
advance.*

In this connection it is of great interest to note that
_ the current expansion has not only been at a slow pace,
“Based on Leonard Ayres index, “American Business Activity since

1790,” published in current numbers of the Cleveland Trust Company
Business Bullstin,



82 THE RECOVERY 'PROBLEM

but has already continued for a much longer time than is
usually the case before 2 new recession occurs. As meas-
ured from the low levels of 1932, more than four years
have elapsed since the upturn began, and, figuring from
April 1933 when the forward movement definitely be-
gan in the United States, 42 months have passed. The
average length of 20 expansion movements since 18535,
according to the studies of the National Bureau of Eco-
nomic Research, has been 25 months, and, if the Civil
and World War periods are omitted, the average is 23
months. The longest advance was 36 months. Whether
the greater duration of the upswing is attributable to its
restrained and hesitant character, or to other factors, we
shall not attempt to determine,

Second, the recovery of international trade has lagged
behind the expansion of world production. Although the
degree to which international trade has recovered varies
materially in different classes of goods, we find that in
manufactures and foodstuffs foreign trade has recovered
much less than world production. In the case of raw
materials, however, production and trade show similar
growth. The table below indicates the quantity increase
in production and in international trade in these cate-
gories of commodities from 1932 through 1935.

INCREASE IN WoRLD PRODUCTION AND TRADE, 1932-35"

(1929 =100)
C di Production Trade
Class 19321933 | 1934 [ 1935 | 1932 1033 | 1934 | 1935
Manufectures. . ....... 63| 7] 771 84| 58] 60] 66| 69
Rawmaterials. ... 71| 79| 85| 92| 82| 88| 90| 94
Foodstuffs......... .. 101 {101 | 100 [ 100 91| 85| 84| 86

» League of Nltiom, Woerld Production and Prices, 1934-35, p. 94-
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The very substantial lag in the recovery of interna-
tional trade in manufactured goods reflects not only the
disorganizing effects of currency instability but also the
growth of commercial regulations designed to protect
and stimulate domestic industry. It will be seen that
the recovery of trade in raw materials kept pace with
the revival of world production in 1933 but lagged in -
subsequent years. In the first year of the recovery the
increase is largely attributable to the necessity of replen-
ishing depleted stocks; in 1934 and 1935 the lag re-
flects the interference with the free movement of inter-
national commerce which resulted from the bilateral
trade agreements arising out of the system of exchange
control. While world production of foodstuffs has shown
little variation from the 1929 level, the volume of in-
ternational trade in this class of commodities declined
materially during the depression and has remained well
below former levels.

A third interesting aspect of the present recovery is
the continuance of an unstable situation in the sphere of
international monetary relations. In former depressions
there were sporadic instances of suspension of specie pay-
ments, but such financial breakdowns usually did not
last long and did not result in substantial alterations in
the foreign exchange rates of the currency units in-
volved. During the current depression the breakdown
of the gold standard has been almost universal and
changes in the foreign exchange rates have been of very
great magnitude.

Prior to the present depression, the abandonment of
the gold standard and the depreciation of national cur-
rency units as registered in the foreign exchanges were
generally regarded as unfortunate and unavoidable con-
sequences of profound economic dislocations. This was



84 THE RECOVERY PROBLEM

true in some countries during the recent collapse of the
gold standard; but in 2 number of important cases the
abandonment of gold and the depreciation of the cur-
rency unit were the result of deliberate policy, designed
either to relieve the strain of falling gold prices or to im-
prove the nation’s competitive position in international
trade.

Adherence on the part of statesmen to the various
theories of monetary management, which were for the
first time put to the test of practical application during
the current depression, has been in large measure re-
sponsible for the failure of the nations of the world to
return to a system of stable foreign exchanges. It should
be noted, however, that since the middle of 1935 a de
facto stability of the principal currencies has been main-
tained although the exchange rates of these currencies
have not been definitively linked together.

A fourth feature of the present recovery has been
the failure of commodity prices to rise appreciably since
the first stage of the revival. Notwithstanding the ex-
traordinary decline that had occurred, the upward move-
ment since the low points of 1932-33 has been very
moderate. The chart on pages 86 and 87 shows the
movements of wholesale commodity prices in a group of
countries from 1929 to 1936. It will be seen that since
the first year of recovery there has been little advance in
the general level. Regardless of the fact that foodstuff
and raw material prices have risen appreciably, it is evi-
dent that the industrial expansion has been accompanied
by little if any rise in the prices of manufactured goods.

This comparative stability of prices is especially in-
teresting in view of the existence of powerful forces
which it is believed were bound to produce rising prices.
In addition to the stimulus to price advances which ex-
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panding business demands ordinarily provide, govern-
mental policies have in many countries been designed to
promote “reflation.” Among these the most important,
of course, have been the deprediation of currency values
and the extensive employment of government credit in
expanding purchasing power. In addition there has been
in many countries an abundance of loanable funds avail-
able at low rates of interest.

The stability of prices in the United States is particu-
larly remarkable in view of the powerful and many-
sided “reflation” program that was undertaken by the
government. Nearly all of the rise in prices that has
taken place occurred in the first few months of the re-
covery period. Since the autumn of 1933 the prices of in-
dustrial products in the United States have remained
practically stationary, standing at 85.3 in October 1933,
and at 86.0 in June 1936.

A fifth characteristic of the recovery movement is the
lag in the recovery of the durable goods industries. In
a period of depression the decline in the production of
capital equipment, housing facilities, and other durable
products which involve substantial outlays, is naturally
much greater than the decrease in the output of goods
required for current consumption. The explanation of
this phenomenon is given in Chapter VIII, which is de-
voted to a discussion of the situation of the durable goods
industries in the United States. During the present de-
pression, the output of goods required for current con-
sumption declined in general by 20-30 per cent, whereas
the output of durable capital and consumer goods de-
créased by 40-60 per cent—even more in particular in-
stances.

Since 1933 the output of goods destined for current
consumption has approached much nearer to normal
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than has the production of capital equipment; and in
many countries housing faclities and other durable
products also show a substantial lag. The methods of
compiling data with reference to so-called producer and
consumer goods vary materially in different countries;
hence close direct comparisons should not be attempted.
But figures for various countries show conclusively that
the volume of output of productive capital goods in the
form of plant and equipment is nearly everywhere still
lagging behind the output of current consumption goods.
It is of interest to note, however, that in some countries,
notably in the United Kingdom, Sweden, and the Neth-
erlands, building construction has more than kept pace
with the expansion of output of goods destined for cur-
rent consumption. In the United States the lag is very
great both in capital goods proper and in housing.®

Many observers have pointed to the persistence of an
extraordinary volume of unemployment as perhaps the
most outstanding characteristic of the present recovery
movement. It is contended that this reflects continued
technological improvement as well as the growth of
population, Data with respect to both employment and
unemployment are not sufficently accurate to permit
reliable statistical measurements, However, unemploy-
ment data as compiled by the International Labor Office
for a group of selected countries are given in Appendix
A, Table 9; and an appraisal of the unemployment sit-
uation in the United States will be found in Chapters V1
and IX.

A final noteworthy feature of this recovery to which

® For data showing the degree of recovery in the producuon of pro-
ducers’ investment gcods, current comumpuon goods, :n durable con-

sumptive dities in various ix A, Table 12.
For detailed discussion of durable goods i in the United States, see Chap.
VIIL
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attention should be called is the accompanying extraor-
dinary increase in publicindebtedness. In former periods
of depression the people did not commonly depend upon
the government to carry a substantial part of the financial
losses and burdens incident to the depression itself, or
look to the government to use its powers and financial
resources to stimulate recovery. Such deficits as occurred
were largely due simply to a decline in revenues. The
present reliance upon government aid is in part an in-
evitable outgrowth of the greater complexities of mod-
ern life; but it is also in part attributable to the evolution
of a theory that increased governmental expenditures
may be made to counteract the effects of the curtailment
of private expenditures and thus serve both as a balance-

GrowTH oF PusLic DErTs, 1932-36"
(In millions of the standard monetary units of the
respective countries)

Country 1932 1933 1934 1935 1936
United States. .. ... 19,487 | 22,539 | 27,053 | 28,701 | 33,779%
Japan........ ] aese | “Slesa| 7268 Tmianee| TN
Germany. ] slo1s| 9290 | 100347 | 10)7200| 12,473
France... ..| 276,058 | 303,537 | 322,380¢] 337,874=| 352, 15008

taly..... 95,572 | 97,215 | 102,622 105 710 107 ,0788
Belgium.. 28,956 | 30,178 | 30,428 33,279“ .
Hungary. e 259 7 357 432 “dsem
Poland............ 449 759 1,346 1,475° es
Unned Kingdom. . 6,557 6,799 6 994 6,866 6,987°

ustralia 586 607 '629 6504 Yes
2,155 | 2,350 | 2,349 | 2,487 | 32,3800
783 827 810 837 .

* Data from League of Nations, Slmmnl Yeardook, 193536, pp. 294-303.
{) e 30. * March 31. ¢ March

ec. 31, 1935. These data do not mclude the “unrecorded” future short-

term obhgmona of the Reich arising from advance tax certificate transac-

t'ons, interest subsidy ] short-term fi of the
Pr | high m.., The total of
N ded"” and “ ded” debts d to 25,500 million reichsmarks

in Mud\ 1933 and 33,000 m|ll|ons in March 1936.
1). » March 27 (unoﬂicul) 1 June zo.
‘Sept 3o, 193i)mDecembet31 'Junego = March 31. » December.
March 31. 7 31, 1935. 9 June 30. * June jo. 'Febnnry 1936. * June.
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wheel and a stimulus to revival. It is assumed, of course,
that once the revival is well under way government ex-
penditures can again be reduced and fiscal stability re-
stored. Moreover, in many countries military programs
have played an important part in piling up government
debts.

The table on page 89 shows the changes in the in-
ternal public debt of a group of important countries, as
officially reported. The figures represent millions in
terms of the national currencies of the respective coun-
tries. Owing to the prevailing tendency among govern-
ments to conceal, or at least to delay showing, the full
extent of the growth of the public debt, these figures
in many cases materially understate the existing situa-
tion. Thus recovery has been accompanied by develop-
ments which may have serious repercussions in the fu-
ture. The trend of federal, state, and local indebtedness
in the United States, and its significance from the stand-
point of recovery, will be fully discussed in later chap-
ters.

It is apparent from this analysis of the extent and
character of the recovery movement that, great and
widespréad as the improvement has been, the economic
condition of the world is still far from stable. The prob-
lem of unemployment with its social and political impli-
cations remains everywhere grave. The position of agri-
cultural populations has been somewhat improved as a
result of more favorable price ratios, but farm incomes
still remain well below the levels of 1929. The problem
of maintaining fiscal and monetary stability has been
seriously complicated by the universal expansion of pub-
lic indebtedness; and heavier tax burdens are in store for
the future. World trade and financial relations are still
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profoundly abnormal, and, although the surge of eco-
nomic nationalism appears definitely on the wane, ex-
traordinary barriers to international commerce remain.
We are still endeavoring in substantial measure to oper-
ate an international economic system on principles of
national independence.

Moreover, a new development—arising largely from
disturbances incident to the depression itself—has come
to menace the resumption of international trade, the
stability of public finance, and the whole process of eco-
nomic recovery. Vast military programs threaten the
peace of the world. While currently contributing to the
expansion of industrial activity and employment, mili-
tary outlays make no permanent contribution. to recov-
ery. They do, however, imperil the foundations of the
economic system.



CHAPTER V

GOVERNMENT POLICIES IN RELATION
TO RECOVERY

For the first time in industrial history the powers of
government have been extensively invoked to stem the
tide of depression and to stimulate recovery. Hence
any account of the world recovery movement, however
general and tentative in character, must give some atten-
tion to the role played by government policies. In the
nature of the case, it is impossible in a general analysis
of this kind to make a conclusive appraisal of the results
of governmental actions in each of the leading countries.
It may well be doubted, indeed, whether it would be
possible in any case to disentangle the complex and reper--
cussive effects of various policies, both public and private,
in such a way as to indicate beyond question whether the
results of governmental intervention have on the whole
been helpful or detrimental. Moreover, the final evi-
dence is not as yet available, for the experiment is far
from finished.

A brief summary of the recovery measures adopted
should, however, serve to correct prevailing erroneous
impressions as to the general character of the programs
of different countries and at the same time afford in-
teresting comparisons. In this chapter we shall accord-
ingly present, in bird’s-eye proportion, a picture reveal-
ing the variety and character of the recovery policies
which have been employed in leading countries. Many
of these have been developed by individual governments
as purely national programs while others have involved
extensive international co-operation. We shall first re-

93
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view the efforts that have been made to promote world
revival through international action and thep give a
brief account of the polides adopted in the principal
countries to stimulate domestic recovery. Consjderation
of the American recovery program will be deferred to
Chapter XVII.

L ATTEMPTS AT INTERNATIONAL ACTION

Efforts to promote world recovery through concerted
international action have been of varied types. Some have
had for their objective the adoption, by all the nations
of the world, of common policies in dealing with certain
outstanding international economic problems. Some have
been more limited in scope, both as regards the problems

.involved and the number of nations participating. Some

of them have centered upon questions of commerdal
-policy; while others have been chiefly concerned with
international finandal and monetary relations.

The first large-scale attempt at international action,
made soon after the depression began, was concerned
primarily with the problem of commerdal policy. It
grew out of the World Economic Conference of 1927,
to which reference has elsewhere been made. That con-
ference, in addition to recommending to governments the
need of Iiberalizing their commerdal polices, suggested
the creation, by the League of Nations, of an Economic
Consultative Committee, to meet periodically for the
purpose of taking stock of current developments and of
making further recommendations to governments. The
Committee met only twice, in 1928 and 1929. On the
ocaasion of its last meeting, which coincided with the
second anniversary of the Conference, the Committee
came to the conclusion that the governments did not ap-
pear disposed to act upon the recommendations which
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had been embodied in the resolutions of the Conference
and reiterated in the Committee’s own reports. This
conclusion was made the subject of discussion at the
Tenth Assembly of the League of Nations, meeting in
September 1929, and, as a result, the League decided
to attempt a new approach to the whole problem.

Whereas the Conference of 1927 and the Economic
Consultative Committee were merely advisory in char-
acter, the new approach was to be through the medium of
a diplomatic conference of official government represen-
tatives, authorized to negotiate the necessary conven-
tions. The principal task assigned to the Conference was
the conclusion of a tariff truce as the first step in the
process of demobilizing trade barriers.

The new parley, at first officially known as the Cus-
toms Truce Conference, took place at Geneva in Febru-
ary and March 1930. It was predominantly European
in character, consisting of representatives of all the
countries of Europe, with the exception of the Soviet
Union, and of only three other nations—Japan, Peru,
and Colombia. It was marked by a strenuous but fruitless
effort to carry out the task of negotiating a tariff truce.
Finally, in order to mask its failure, it renamed itself
officially a Preliminary Conference for Concerted Eco-
nomic Action and contented itself with negotiating a
Commercial Convention, under the terms of which the
signatories undertook, for one year, not to denounce their
existing commercial treaties, except under certain pre-
scribed conditions, and with signing a protocol embody-
ing a program of future negotiations in the sphere of eco-
nomic relations.

This first attempt was not conceived in terms of any
policy of recovery, but rather as a part of a continuing
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effort to place international commercial relations upon
a sounder basis. At the second Conference for Concerted
Economic Action, convened in November 1930, the dis-
cussion of commercial policy was, however, dominated
mainly by considerations of economic recovery. The Con-
ference was entirely European in character and was de-
voted to an effort to direct the trade policies of the
European nations away from the channels of increased
protectionism into which the developments of the de-
pression period had been pushing them. Although by
that time the relation of the growth of trade barriers to
the continuation and intensification of the depression was
beginning to gain wide recognition, the nations repre-
sented at the Conference utterly failed to find a basis for
agreement. After a wholly inconclusive session, the Con-
ference 'was adjourned until March 1931; at which time
the participating governments agreed that there was no
possibility of putting into effect even the relatively in-
nocuous Commercial Convention negotiated a year
earlier, and the whole attempt was abandoned. The in-
crease of protectionism in the United States, manifested
by the enactment of the Smoot-Hawley Tariff Act in
June 1930, contributed in some measure to the failure
of the European attempt at tariff reduction,

In the meantime, another movement on 2 European
scale had been inaugurated at Geneva. In September
1929 Premier Briand of France proposed the creation of
a European Union for the purpose of improving the po-
litical and economic relations among the nations of Eu-
rope. After a year of preliminary studies, a Commission
of Inquiry for European Union was created under the
auspices of the League of Nations. The Commission set
up a number of committees for the examination of specific
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problems, mainly in the field of economic relations, in
an effort to bring about at least partial improvement in
this sphere.

During this period, also, three attempts were made, on
an even more narrowly regional scale, to improve inter-
national trade relations. Representatives of the agricul-
tural countries of Eastern Europe met several times in
the summer and autumn of 1930, and finally succeeded
in working out a program of action which called for co-
ordinated national control of exports and a system of
tariff preference to be granted to the agricultural coun-
tries by the industrial nations of Western Europe. This
program was submitted to the Second Conference for
Concerted Economic Action, but failed of endorsement
and could not, therefore, become operative, at least with
respect to the system of preference. In December 1930
representatives of Holland, Belgium, and the three
Scandinavian countries signed the Oslo Convention,
which was designed to stabilize their mutual tariff rela-
tions; the Convention failed of ratification and was never
put into effect. In March 1931 Germany and Austria
concluded a Customs Union, but subsequently gave up
the project under pressure from former Allies.

By the middle of 1931, the rapid unfolding of the
financial crisis pushed into the background the problem
of commercial policy. Attempts at international economic
action shifted to the field of debt relations. The Hoover
moratorium of June 1931 led to a series of conferences
in which some or all of the countries concerned with the
reparation and war-debt payments took part. The prin-
cipal purpose of these conversations and negotiations was
to find some sort of solution for the German debt prob-
lem which, by that time, had come to be almost univer-
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sally recognized as an important disruptive factor in the
economic life of the world.

A meeting of the official representatives of the seven
principal nations concerned with the war-debt problem,
held in London in July, was immediately followed by
meetings of specially constituted committees of finandal
experts and central bank representatives. These confer-
ences resulted in implementing the Hoover moratorium
and in devising other international measures of financial
relief. A meeting of Germany’s short-term creditors,
which took place in Berlin about the same time, nego-
tiated the first “standstil]” agreement with that country.
Similar agreements were negotiated by the short-term
creditors of Austria and Hungary. In December 1931
the Bank for International Settlements convoked a2 meet-
ing of its Special Advisory Committee for the purpose
of canvassing the whole German situation and making
recommendations with regard to permanent measures.
All these were steps in the process of international action
designed to salvage the finandally prostrate countries of
Central Europe.

The process culminated with the convocation of the
Lausanne Conference, which was held in June-July
1932. At that momentous parley, the slate was virtually
wiped clean as regards the vexatious reparations problem
which since the end of the war had plagued the economic
life of the world. The statesmen gathered at Lausanne
realized, however, that reparations constituted a segment
of a very complicated problem of international indebted-
ness. Moreover, by that time the international gold
standard was in almost complete collapse, the interna-
tional credit structure had broken down, international
commerce was being throttled by unprecedented barriers
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to trade, and unrelieved depression was almost every-
where deepening. They decided, therefore, to inaugurate
an attempt to deal, by means of international action, with
the entire complex of economic factors which were mak-
ing for a prolongation and intensification of the de-
pression.

The new attempt was to be in the form of an official
monetary and economic conference, in which all the na-
tions of the world would be asked to participate.- The
Lausanne Resolution dealing with the convocation of the
new conference emphasized in particular “the necessity
of restoring currencies to a healthy basis and of thereby
making it possible to abolish measures of foreign ex-
change control and to remove transfer difficulties,” and
urged “the vital need of facilitating the revival of inter-
national trade.” In order to achieve these objectives, it
was thought necessary to submit the following questions
to a thorough examination: monetary and credit policy;
exchange difficulties; the level of prices; the movement
of capital; tariff policy; prohibitions and restrictions of
importation and exportation, quotas, and other barriers
to trade; and producers’ agreements.

In the opinion of the Lausanne conferees, the proce-
dure was to involve two distinct steps. First, a prepara-
tory committee of experts was to explore these and other
related problems and to suggest the measures which
would be needed to deal with them. Second, a confer-
ence was to be called to examine the recommendations of
the experts and to negotiate the necessary agreementsand
conventions requiring concerted action on the part of the
governments concerned. The League of Nations was to
be entrusted with the preparation and convocation of the
new parley.

The committee of experts met in October-November
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1932, and again in January 1933. It produced for sub-
mission to the governments an Annotated Agenda, in
which the basic economic problems of the world were
subjected to a systematic analysis. The committee re-
frained from recommending specific measures, leaving
their determination to the forthcoming conference. But it
reiterated emphatically the fundamental ideas which
really constituted the motive force behind the Lausanne
Resolution. They were strikingly expressed in the follow-
ing passage:

It will not be possible to make substantial progress by piece-
meal measures. A policy of “nibbling” will not solve this crisis.
We believe that the governments of the world must make up
their minds to achieve 2 broad solution along the whole front,
Action in the field of economic relations depends largely upon
monetary and financial action and vice versa, Concerted meas-

ures in both fields are essential if progress is to be made in
either.

‘When the World Economic Conference convened in
London in June 1933 it was soon evident that the prin-
cipal nations of the world were still unprepared to proceed
along these lines. The Conference foundered on the rock
of discordant monetary policies. The United States re-
fused to accept any commitment with respect to the
stabilization of foreign exchanges, although it was
willing to discuss trade problems; while France and the
other countries which remained on the gold standard an-
nounced their conviction that any discussion of economic
problems was entirely useless while the principal nations
remained unwilling to achieve a solution of the monetary
problem.

The failure of the London Conference left unchecked
the drift toward concentration of attention by individual
nations upon purely domestic policies of recovery, which
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the whole effort begun at the Lausanne Conference was
intended to arrest. Since the adjournment of the London
Conference in July 1933 no more efforts have been made,
on a large scale, to attempt “a broad solution” of the de-
pression problem by means of international action.

Attempts to attain more limited objectives along the
lines of international recovery policies were made, both
shortly before and since the London parley. Just after
the Lausanne Conference adjourned, the Netherlands,
Belgium, and Luxembourg signed an agreement at
Ouchy, under the terms of which they undertook a grad-
ual mutual reduction of tariffs which would be extended
to other nations willing to enter upon 2 similar under-
taking. Like the Oslo Convention, the Ouchy Agreement
was never made operative.

A system of regional economic agreements was created
in August 1932 at Ottawa by Great Britain and the other
self-governing members of the British Commonwealth
of Nations. This system was based upon the principle
of exclusive imperial preference. While it provided a
basis for improved trade relations within the British Em-
pire, it constituted a backward step from the point of
view of general commercial policy. The Ottawa agree-
ments were based upon a general increase of protection-
ism on the part of the nations concerned as against the
rest of the world. They led to substantial diversions of

" trade and in actual application have not proved to be
fully satisfactory even to the British nations themselves.
They were originally negotiated for a period of five
years, and are now in the process of revision.

In September 1932 a conference at Stresa attempted
to find a solution for the acute economic difficulties ex-
perienced by the smaller countries of Central and Eastern
Europe. This conference grew out of another decision
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of the Lausanne Conference, in accordance with which
a special body was to be set up for the purpose of ex-
amining these difficulties and reporting its findings to
the Commission of Inquiry for European Union. The
Stresa Conference worked out two series of proposals.
The first dealt with trade problems and called for the
granting, by the industrial countries of Western and
Central Europe, of special trade and financial concessions
to the economically weaker nations of the continent, espe-
cially those of a predominantly agricultural character.
The second envisaged a reconsideration of the short- and
long-term debts of the heavily indebted countries and
the creation of an international Currency Normalization
Fund to assist in a regularization of monetary conditions
in the countries of Eastern and Central Europe. The
proposals of the Stresa Conference were reviewed by the
Commission of Inquiry for European Union and were
referred by the latter to the Monetary and Economic
Conference. They disappeared from the scene with the
demise of that ill-fated parley.

One of the principal objectives sought by the Stresa
Conference—an improvement in the position of the agri-
cultural countries of Eastern Europe—bid fair for a time
to be achieved in another way. An outgrowth of the
London Conference was an attempt to deal, on a world
scale, with the acute problem presented by the disastrous
fall in the price of wheat. After much preliminary con-
sultation and negotiation, a Wheat Conference assembled
in London in August 1933, and an agreement was signed
between the wheat-exporting and wheat-importing coun-
tries. The object of the agreement, as stated in its pre-
amble, was “to adjust the supply of wheat to effective
world demand and eliminate the abnormal surpluses
which have been depressing the wheat market, and to
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bring about a rise.and stabilization of prices at a level
remunerative to the farmers and fair to the consumers
of breadstuffs.” The exporting countries undertook to
reduce their output and to limit their exports in accord-
ance with an agreed schedule. The importing countries
undertook to cease all efforts for the encouragement of
wheat production within their frontiers and, after the
world price of wheat had reached an agreed level, to
begin a reduction of their customs duties on wheat. The
agreement was never fully put into effect because of the
recalcitrance of some of the exporting countries, and the
machinery set up under it is now in the process of
liquidation.

The last formal attempt so far made to improve inter-
national economic relations by international action was
the adoption of the Seventh International Conference of
American States, held at Montevideo in December 1933,
of an agreement, proposed by the United States, which
related to the application of the most-favored-nation
principle in the case of multilateral economic conven-
tions. In order to encourage the conclusion by groups of
nations of arrangements designed to promote economic
relations among them, the signatories of the agreement
undertook to refrain from invoking their rights under
the most-favored-nation principle unless they chose to
become parties to the multilateral arrangements and to
assume all the obligations thereof. The agreement stipu-
lated that it applied only to conventions “which are of
general applicability, which include a trade area of sub-
stantial size, which have as their objective the liberaliza-
tion and promotion of international trade or other inter-
national economic intercourse, and which are open to
adoption by all countries.” The agreement has been rati-
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fied by the United States and a number of other Ameri~
can nations. So far, however, no multilateral convention
of the type contemplated has been negotiated.

IL NATIONAL RECOVERY MEASURES

In every important country in the world the current
depression has been marked by vigorous efforts on the
part of the government to influence or control the course
of business. In part because of a growing belief that the
government may be used as a sort of balance wheel in
the economic system but more, perhaps, because of sheer
desperation, the powers of government have recently
been utilized in ways which are wholly incompatible
with the economic and political philosophy of the nine-
teenth century.

The measures that have been adopted by individual
governments during the course of the depression and
recovery have been of widely divergent types and have
had varying objectives. Many of the earlier acts were
primarily of a defensive nature, intended to check the
downward spiral of deflation or to bring relief to eco-
nomic groups in acute distress. Other measures were
essentially offensive in character, designed to start a
stalled economic engine and promote a new forward
movement, In some cases primary reliance was placed
upon monetary and fiscal policies; in others the main
emphasis was upon stimulating industrial and agricul-
tural revival. Some of the measures employed have been
deflationary in character, that is, directed toward reduc-
ing costs and prices as a means of establishing a sound
basis for revival; others have conceived the way out to
be through a “reflation” of prices, accomplished either by
monetary policies or by the artificial expansion of pur-
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chasing power. Some countries show considerable special-
ization in the matter of recovery policy, while others
have employed a wide variety of measures, sometimes
inconsistent with one another.

Because of the complex and varied character of recov-
ery legislation it is in most cases impossible to discover
any clearly defined, coherent program which might be
made the subject of a clean-cut, simple appraisal. Accord-
ingly, we shall have to be content for present purposes
with indicating the principal types of measures that have
been adopted in the leading countries. A summary state-
ment of the depression and recovery legislation of four-
teen representative countries—Great Britain, France,
Belgium, Germany, Sweden, Norway, Finland, Poland,
Denmark, Italy, Austria, New Zealand, Australia, and
Japan—will be found in Appendix B. Only by glancing
over such a digest as is there given can.one obtain any
real conception of the extent to which government aid in
the solution of our problems has been sought, and only
by studying the summary with some care can one appre-
ciate the range and far-reaching implications of the poli-
cies that have been adopted. The recovery measures of the
United States government are not included in this sum-
mary.

The measures passed in the various countries may as
a rule be grouped as affecting: (1) money and credit;
(2) the budget; (3) labor and unemployment; (4) agri-
culture; (5) industry; and (6) foreign trade—though,
to be sure, the effects in many cases are interacting in
character. This classification has been followed, in most
cases, in the appendix digest. For purposes of general
comparison a brief, but necessarily over-simplified, char-
acterization of .the depression and recovery legislation
is given at this place. Its principle value is in indicating
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the relative emphasis upon various types of measures in
the various countries.

In Great Britain, the gold standard was abandoned;
fiscal stability was maintained; agriculture and industry
were protected and encouraged by new commerdial legis-
lation; and employment was stimulated through the
granting of subsidies, particularly for the construction of
houses.

France maintained (until 1936) the value of the cur-
rency; vainly tried to maintain a balanced budget; and
sought to reduce costs and prices in industry. But with
this deflationary policy was coupled an extensive program
of agricultural aid through subsidies and the control of
production and prices, and extensive appropriations for
public works as a means of relieving unemployment.

Belgium followed in the main a deflationary policy
until the spring of 1935; but it then devalued the cur-
rency, reorganized its financial system, and embarked
upon a systematic policy of stimulating recovery, espe-
cially by means of expenditures for public works.

In Germany two distinct stages are in evidence—be-
fore and after the emergence of the National Socialist
Party. In the former period major emphasis was placed
upon monetary and credit stability, the balancing of the
budget, and the reduction of costs and prices with a view
to stimulating exports. In the second period the govern-
ment exercised strict control over production, prices, and
trade, and largely eliminated unemployment through a
simultaneous reduction in the number of “available”
workers and an increase in the number of jobs through
extensive programs of public works and by vast outlays
for military purposes. Gold parity has been maintained,
though with extensive exchange control; while the
budget has been seriously unbalanced.
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The Swedish government, contrary to prevailing as-
sumptions, did not adopt an extensive recovery program.
The currency was linked to the pound sterling; the
budget was only moderately unbalanced; aid was ex-
tended to agriculture; and provision was made for the
relief of unemployment.

In Norway we find a wider range of legislative meas-
ures. As in Sweden, primary emphasis was placed upon
monetary and fiscal policies. The currency was adjusted
to the pound, and vigorous efforts were made to maintain
a balanced budget. :

Finland remained on the gold standard, and attempted
to maintain a balanced budget through rigid economies
and increased taxation. On the other hand, extensive aid
was extended to agriculture, and appropriations were
made for public works as a means of relieving unem-
ployment.

The government of Denmark carried through a very
extensive program, involving not only the alleviation of
distress but the regulation of production, trade, and
prices. '

Poland maintained the gold standard; endeavored by
rigorous methods to maintain a balanced budget ; reduced
“inflexible prices” by negotiation or decree; and “stabil-
ized” industry by means of syndicates or cartels. A
moratorium was proclaimed on agricultural debts, and
financially distressed industries were relieved by a com-
pulsory general bankruptey law.

The Italian program extended to practically every
phase of economic activity, great emphasis being placed
upon the control of production, prices, and wages. Gold
parity was maintained until the autumn of 1936, and
systematic but unsuccessful efforts were made to keep
the budget in balance.



GOVERNMENT POLICIES 107

The Austrian government, during the acute stage of
the depression, devoted its energies chiefly to the re-
establishment of finandial stability, with the co-operation
of the League of Nations. The gold standard was defi-
nitely abandoned in 1933. Relief aid, particularly to
agriculture, was extended throughout the whole period.

The government of New Zealand concentrated atten-
tion upon monetary, credit, and fiscal policies. The gold
standard was abandoned and fiscal stability maintained.
Extensive aid was given to agriculture, and a public works
program was instituted.

The Australian recovery program is distinctive for the
systematic effort made to lower costs of government and
the level of commodity prices by means of reductions in
wages and interest rates. At the same time relief was ex-
tended to distressed debtors and to the unemployed.

In Japan we find perhaps the most extreme case of
inflationary action. Not only was the gold standard aban-
doned, but public credit was extensively employed for
the promotion of industry, the development of foreign
trade, and the carrying out of a military program. No
effort was made to maintain a balanced budget, and most
of the government’s loans were placed directly with the
central bank. )

In the light of this summary sketch of the efforts made
in various countries to modify or control economic
trends, what conclusions if any may be reached as to the
results attained? One thing is altogether obvious—that
under modern conditions governments cannot possibly
escape the adoption of defemsive measures designed to
check the collapse of economic institutions and to afford
relief to distressed individuals, whatever their effects
upon business conditions may prove to be. The issue of



108 THE RECOVERY PROBLEM

primary importance is whether positive offensive gov-
ernment measures may be made to stimulate an earlier
and more extensive recovery than would occur were
business allowed to run its “natural course.”

On the basis of the record can one say what types of
recovery program have the greatest ment? Does the de-
gree of recovery attained in the various countries show
any positive correlation with particular recovery poli-
cies? While it is not possible to answer such questions
with the conclusiveness which one naturally desires, cer-
tain observations may be made which should be helpful
in clarifying some popular misconceptions.

(1) It is not possible to prove from the availsble evi-
dence whether recovery has been impeded rather than
promoted by governmental activity. In no country did
the government entirely refrain from interference with
private economic activity; hence it is impossible to com-
pare the results in countries which invoked the pow-
ers of government with the outcome in countries follow-
ing a policy of strict laissez faire. If one is to establish
a presumption for or against government intervention
it must still be by means of theoretical reasoning. The
most that might be said on the basis of the data is that
in some countries recovery was apparently under way
before extensive governmental recovery programs were
launched.

(2) 1t is not possible to measure with any precision
the relative merits of specific types of recovery effors.
This is because nowhere do we find any clear-cut ad-
herence to a single method of promoting business revival
and expansion. As a rule several methods have been
employed simultaneously, and at best there have been
varying degrees of emphasis upon different types of re-
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covery policy. It is accordingly impossible to disentangle
the interacting and in many cases conflicting results of
recovery programs. :

(3) Countries which remained on the gold standard
show as a rule a considerably smaller degree of recovery
than do those which abandoned or modified that stand-
ard. 1t does not follow from this fact, however, that the
abandonment of the gold standard promoted world re-
covery—for it disorganized international economic rela-
tions and profoundly affected the volume of world trade.
All that is indicated by the fact that the “gold bloc coun-
tries remained relatively depressed is that they suf-
fered from the consequences of the policies of other
nations. It is to be noted that in some countries re-
covery began before the gold standard was abandoned,
and, also, that in some cases the degree of recovery in
countries which did not depreciate the currency compares
favorably with that in countries which did. Finally, it
should be pointed out that in some cases the abandon-
ment of the gold standard has been accompanied by de-
flationary fiscal and business policies, while in others it
has been combined with inflationary measures. Similarly,
some of the countries which refrained from depredat-
ing the currency have endeavored to maintain a balanced
budget, while others have not.

(4) Thedegree of recovery does not correlate closely
with the extent to which government funds have been
employed for the purpose of promoting expansion.
Among the important countries showing the greatest de-
gree of recovery are Japan, Great Britain, Australia,
Sweden, and Germany, While Japan and Germany have
made prodigal use of public funds, in the other three
there has been but a moderate increase in the public debt,
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and in consequence the present fiscal situation is com-
paratively stable. On the other hand, it should be ob-
served that in some countries with decidedly lagging
recoveries the public debt has rapidly increased, as in
France, Belgium, and Poland; in these cases the re-
curring deficits are of course in substantial part attribu-
table to the continuance of severe depression of business.

Perhaps the inference that may most definitely be
drawn from a comparison of government recovery meas-
ures with the degree of recovery attained is that no
significant positive correlation is apparent. By and large
the extent of recovery appears to be more or less inde-
pendent of the particular program adopted. Certainly
it is impossible to discover from this summary outline
any sure formula by means of which the processes of re-
covery may be controlled. One other conclusion may with
certainty also be drawn—that statesmen are scarcely to
be envied the responsibilities they assume.

* For data on the debt increase in various countries, see p. 8.
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INTRODUCTION

The primary purpose of Part I was to place the
American depression in its world setting. That is, we
sought to reveal the interacting and ramifying forces at
work in the world economy as a whole, with particular
reference to their impingement upon the economic life
of the United States. We did not, however, give detailed
attention to the ways in which the depression affected
the different divisions of the American economic system
or to the extent and character of the recovery movement
in this country. This will be the task of the second di-
vision of the analysis.

We shall review in turn the effects of the depression
upon employment and production, upon wages and
prices, upon government and private finance, and upon
international trade and financial relations. In each of the
eleven chapters which comprise this section we shall be
primarily concerned with revealing the facts with refer-
ence to the changes which have occurred in connection
with important phases or divisions of economic activity.
The data thus assembled will be found to throw light
upon numerous theoretical issues pertaining to cyclical
movements, as well as upon various practical questions
of current importance. They provide also the essential
groundwork for the interpretative analysis and recom-
mendations which make up the third division of the
study.

3



CHAPTER VI
EMPLOYMENT AND UNEMPLOYMENT

Production and employment are basic and ultimate
points of reference in modern industrial life. Depression,
like prosperity, is a phenomenon which is significant
primarily in these terms, and no understanding of the
factors of recovery may be gained without a thorough
consideration of these two elements of economic activity.
Production refers to the volume of commedities and
services which is made available for consumption; and
employment gauges the degree of utilization of available
human energy in the productive process. Employment,
moreover, serves as a means of distributing the national
product, for it is through employment that the majority
of the people acquire claims to the goods and services
which are being produced. Employment, therefore, is
itself 2 determinant of production,

In this and in the following three chapters we shall
attempt to set down the basic facts on employment and
production with a view to indicating the magnitude of
the problem of re-employment and what is involved in
its solution. We shall address ourselves first to 2 con-
‘sideration of the available labor force—its composition,
growth, and employment immediately before and dur-
ing the depression. Subsequently we: shall examine the
changes which have taken place in the volume and char-
acter of production. Special consideration will be given
to the durable goods industries, which are usually so
important in accentuating both prosperity and depres-
sion. The material to be presented in these chapters is
basic in character and should serve as a background for

114
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all proposals seeking to lead the country towards full
recovery.
L THE LABOR FORCE

On April 1, 1930 there were 48.8 million persons
reported by the Census of Occupations as “gainful work-
ers.” This means persons who, whether or not actually
employed at the time, had gainful occupations and con-
stituted the working force of the nation. This group, in-
cluding business and professional people as well as farm-
ers, factory workers, and laborers, comprised almost 40
per cent of the total population. On the basis of the pro-
portion of gainful workers in the population of working
age in 1930, the most recent year for which we have
adequate data, we estimate that the “gross labor force”
of the nation at the end of 1936 will number about 53
million individuals.!

The over-all figure of the labor force does not, how-
ever, convey an accurate impression of the volume of
effective human energy available for production. In or-
der to gain a clearer picture of the full magnitude of this
force, it is necessary to examine its composition. For lack
of more recent data we must again consider figures re-
corded for the beginning of 1930. The results will then
be applied, in summary, to the situation as it is today.

1. A bird’s-eye view of the labor force in 1930. A de-
tailed analysis of the distribution of the working popu-
lation at the beginning of the depression will be found
in Tables 1 and 2 of Appendix C. For convenience of
presentation the salient facts are depicted in a series of
simple graphs on page 117. Agriculture is treated sepa-
rately because of its peculiar position with regard to

! See Appendix C, Table 3.
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employment and production. The non-agricultural Iabor
force, which comprised nearly 80 per cent of the aggre-
gate, was divided roughly as follows: manufacturing
(which was the largest single group), 24 per cent;
wholesale and retail trade, 15 per cent; domestic and
personal services, 10 per cent; transportation and com-
munication, 9 per cent; professional services, 6 per cent;
and building construction, 5 per cent. The remaining 9
per cent was attached to numerous smaller industries.

From Figure I it will be seen that although farm
workers comprised little more than 20 per cent of all
workers, agriculture contained the major portion of the
self-employed. Outside of agriculture there were only
3.6 million persons who were earning their living as in-
dependent enterprisers. On the other hand, agriculture
included only 2.8 millions of the 37.5 million employees.
Because of the high proportion of enterprisers in agricul-
ture, the labor force in that industry is more stable and
less subject to the problems of unemployment, in the
usual sense, than the non-agricultural group which con-
sists for the most part of employees.

Figure 2 shows the age composition of the working
population. In 1930 over 2 millions of the 48.8 million
gainful workers were under 18 years of age, and a slight-
ly larger number were 65 years and over. Thus, those of
active working age numbered only about 44.5 millions,
or 91 per cent of the total reported. Female workers,
who constituted about 22 per cent of the total, comprised
a larger proportion of minors and a smaller proportion
of elderly people than did the male contingent of the
gainfully employed. As will be shown later, a high per-
centage of the young workers were on farms and were
to a large extent “unpaid family workers.”
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The sex and the age composition of the employee
group alone are shown in Figure 3. Females constituted
only 2§ per cent of the total number of employees within
the 18-64 age group and nearly 40 per cent of those un-
der 18. But the proportion of females in the ages 65
and over was only about 1§ per cent. Almost half of
these elderly women were in occupations connected with
domestic and personal services. The male employees 65
years of age and over were well distributed through the
various industries, the majority being urban wage earn-
ers.

Figure 4 shows that the self-employed group con-
tained a considerable proportion of individuals above 65
years of age. While among employees only about 3.5
per cent were reported in the older groups, more than ¢
per cent of the self-employed were 65 years of age and
over. Only a small proportion of the entire group were
females,

As may be seen from Figure §, nearly one-half of the
unpaid family workers were under 18, and 29 per cent
of the total were females. Unpaid workers are more or
less an anomaly. They are neither employees nor self-
employed; and their contribution to production in the
narrow sense of the word is not ascertainable. More-
over, although there is a counterpart of this group in
urban pursuits—in retail trade, for instance, and in some
“sweat-shop” hand trades where the whole family as-
sists in the business—the Census records only the num-
ber in agriculture. We shall have occasion later to dis-
cuss the relationship of unpaid family workers on farms
to the problem of employment and unemployment.

The age composition of gainful workers in non-agri-
cultural and agricultural pursuits is shown in Figure 6.
About 20 per cent of the active adult labor force were
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in agriculture. But it is significant to note that the minors
working on farms constituted approximately 45 per cent
of all workers under 18 years of age, and the agricul-
tural workers 65 years of age and over about 38 per
cent of the total number of gainful workers in this age
group.

In the foregoing paragraphs special attention has
been given to the age composition of the working popu-
lation. While the age limits used are arbitrary, the clas-
sification is helpful in the analysis of the problem. Chil-
dren and aged workers, though still important in our
industrial organization as a source of productive energy,
present problems of employment and unemployment
which are sufficiently different from those encountered
in connection with the main current of the nation’s labor
force to warrant separate consideration. The inclusion of
minors and superannuated workers in the count of the
gainfully employed somewhat distorts the picture of
the labor force and its potential productive capacity.
Moreover, it confuses the problem of re-employment
since their peculiar position in society may well indicate
solutions which are not applicable to others—as, for ex-
ample, the raising of educational age requirements and
the establishment of an adequate system of old-age
pensions.

2. The increase in the number of gainful workers.
The labor force is a function of population. Although
the ratio of one to the other is modified in the long run
by wvarious social and economic trends, the change is
usually slow enough to make it possible to estimate the
number of available workers in intercensal years from
estimates of population on the basis of a ratic obtained
from the data for the preceding Census. The effect of the
social and economic changes is partially eliminated if
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the gainful workers are correlated with a pertinent sec-

tion of the population (a specific age group, for instance)
. rather than with the entire population. The differences

existing in current estimates are due largely to the use
of different population bases.

The estimates of the number of gainful workers since
the last decennial Census shown in the chart on page 121
have been made on the basis of the population of the
ages I5-64 inclusive. This choice of base has been con-
sidered advisable in view of the fact that restriction
of immigration,” decrease in birth rates, and prolongation
of life have introduced progressive changes into the age
distribution of the population. Because of these tenden-
cies the rate of increase in the older groups has been and
will no doubt for some time continue to be considerably
different from that of the population as a whole.*

Exclusive of unpaid family workers, the ratio of per-
sons in gainful occupations to the population 1§ to 64
years of age has remained stable at about 59 per cent in
the last three Census enumerations. This ratio applied

*The rutncuon of lmmngramm has had two opposing influences un
the age of the popul and hence the number of gainful
workers: in the first place, because the birth rate is usually higher for the
immigrant than the native population, it has reduced the proporuon of
young persons in the population; and, in the second place, it has cut off
a lupply of adult labor.

* The ion of the population base has been made posible by
recent esti of future population by broad age groups prepared
Warren Thompson and P K Whelpton of the Scripps Foundation for

in Pop See 5. of Fusure Population

1 R Board, D ber 1934.

In further explanation of the Aiff between the estimates here
presented and those used in other studies it should be stated that the
ratio calculations bave been made after excluding the “unpaid family
workers on farms” Tt is believed that the number of these workers
varies not with the growth in general population but with the economic
P of f; , in order to obtain rough estimates of the
aggregate number of gainful workers within the Census definition, the

number of unpaid family workers as reported for April 1930 has been
added as a constant to the other estimates.
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to population yields an estimate of about 51 million
workers for July 1936. The addition of the unpaid
family workers raises this estimate to §2.7 millions.
Thus, between January 1, 1930 and July 1, 1936 the
labor force was increased by 4 millions.

Tue IncreasE oF GAmnrFuL WORKERS, 1930-36°
MILLIONS MILLIONS

1830 95 n33 995

I 45 oF arri 1930 P77 increasE SINCE APRR. 1930
* For data, see Appendix C, Table 3.

The estimates indicate that the number of workers
available for gainful occupations in the past six or seven
years has increased at a higher rate than has the total
population. Estimates on the basis of total population
would show, in fact, that in July 1936 the total number
of available gainful workers, including unpaid family
workers, was §1 millions, or only 2.3 millions higher
than at the beginning of 1930, as compared with our esti-
mate of 4 millions.
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The difference is clarified by the comparison of the
age composition of the population in 1930 with that in
1935, which is recorded in Appendix C, Table 4. The
table shows that while the total population increased
only about 4.6 millions in the five years, the number in
the age groups 1§ years and over was increased by more
than 6 millions, the difference being made up by a loss
of 1.5 millions in the age groups under 15. In other
words, the gain in population was confined to the ages
from which most of the gainful workers are drawn. As
a matter of fact, the increase in the number of persons
of working age surpassed by some 15 per cent the net
increase in the entire population. ’

Seen in this light, the problem of employment with
which we are now faced assumes more than cyclical sig-
nificance. It would appear that the present depression is
complicated by the operation of a deep-rooted secular
change in the population of the United States. Both the
decrease in birth rates and the increase in longevity tend
to increase the supply of workers relative to the total
population. The first, in addition to increasing the ratio
of adults to the total population, tends to release women
from the home for gainful employment, and the second
increases the labor force by lengthening the average pe-
riod of active employment.

While in the long run this phenomenon is favorable
to greater prosperity, immediately it intensifies the prob-
lems of readjustment. It puts a greater premium on the
available jobs, the number of which has been restricted
by the purely cyclical factors of the depression, and
it also undoubtedly creates basic disturbances in de-
mand. In an advanced industrial society, where food con-
stitutes a comparatively small fraction of the budget and
items generally called “sundries” such a large propor-
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tion, needs change with age. The requirements of adults
are different from those of children, and it is reasonable
to believe that the shift in the age composition of the
population has introduced significant changes in the
character of goods entering into consumption.

Although the tendencies toward an “older” popula-
tion were in evidence even before the depression, it
appears that the movement is now in a phase of accelera-
tion.* Indeed it may itself be accentuated by the depres-
sion, Certainly the normal decrease in birth rates has
been intensified by thecyclical decrease in the marriage
rate resulting from the depression. Be that as it may, the
problem is not one of re-employment alone but of added
employment as well. Even beyond the measure of the
statistics, the reduction of family incomes has pro-
duced a larger number of would-be gainful workers than
the number required to re-establish the 1929 level of
per capita production. It should be noted, however, that
not all of the individuals seeking employment under
present conditions would be available under prosperity.
Many would undoubtedly prefer leisure and non-
pecuniary activities if family incomes were re-established
on a more or less secure basis.

It is necessary to draw attention to an additional fea-
ture coneerning the excess of persons desiring jobs over
the number employed. In so far as greater longevity
and better health add to the labor supply, it is possible
to have a volume of employment commensurate with
pre-depression levels and still have unemployment. In

*The proportions of the total population represented by those 15
years of age and over, as shown by the last four enumerations of the Cen-
sus of Population, are as follows: 1900, 66 per cent; 1910, 68 per cent
1920, 68 per cent; and 1930, 70 per cent. Thompson and Whelpton
have estimmated that in 193¢ this group formed 73 per cent of the total
and that by 1940 it will have increased to 75 per cent. See Estimates
of Fusure Population by States, p. 3.
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other words, production and employment in proportion
to population might be as high and even higher than
in 1929 and yet leave unemployed workers. Presum-
ably if the distribution of the products of industry were
dependent on some principle other than employment,
the population would be no worse off; but, in our
economy, having a job is for the bulk of the people the
only means of getting a share in the national product.
Aside from the fact that the people could use more goods
and services and that unemployment represents a waste
of social energy, the nation cannot be satisfied with bring-
ing employment back to the best pre-depression stand-
ards, if that means that some persons who are able and
willing to work will be unemployed or under-employed.

3. Deterioration of the average efficiency of the labor
force. The labor force of the United States, like the
population itself, is constantly undergoing changes in
composition through losses from illness, death, and re-
tirement, and through replacements and additions. Skill,
knowledge, and efficiency, which have long distinguished
American labor, must, therefore, be carried and trans-
mitted through the flowing stream of new workers.
Should the instruction and training of the young be
halted for one reason or another, the most important
element in the productive capacity of the nation would
become lost with the disappearance of the older workers.

Such a degeneration has in fact gone on throughout
the depression. Many of those who have entered the
ranks of would-be workers during the past six years have
still to find their first real work, and hence have yet to
acquire the skill and efficiency that come only through
experience at the job.

It is impossible to determine with any precision the
extent of deterioration of the working force of the nation
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which has taken place during the depression. Some idea
of the situation may, however, be gained from the fact
that in the six and one-half years following January
1930 some 10 million experienced workers dropped
from the effective working personnel of the country and
that a large proportion of those who came in have as yet
had no opportunity to obtain work and acquire occupa-
tional skill. The new workers who came in during the
period indicated, together with the addition to the work-
ing personnel resulting from the growth in population,
numbered about 14 million persons at the middle of
1936 and constituted about 27 per cent of the entire labor
force.® Normally replacements occur so gradually that
at any given time the number of inexperienced work-
ers is comparatively small.

The composition, by sex and probable location in in-
dustry, of the group which reached the bread-winning
stage during the depression is as follows (in millions):

Agriculture:

Males ... ... .. ... 1.62
Females ... ... .. ..... . e 0.20
1.82

All other activities:
Males .. ........... P 8.30
Females ... ... .. .. .................... 4.15
12.45

It may be assumed that in so far as agricultural labor
is concerned working efficiency has not suffered on ac-
count of unemployment. Unemployment in agriculture
is never a significant factor since most of the work is done
by the farm operators themselves. Also, during the de-

* See Appendix C, Section I for description of the method of arriving
at these estimates, and Table 5 for the data.
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pression a larger number of workers have remained on
the home farms than in pre-depression years when the
farm population was supplying labor for other indus-
tries; and remaining on the farm is for the most part
tantamount to engaging in the business. The young
workers who are destined to take over the farm work of
the country have therefore not been without training in
this occupation during the depression. Only those who
will leave the farm for industrial pursuits when economic
conditions improve will enter their occupations as inex-
perienced recruits.

The lack of training and skill among those who look
to non-agricultural industries for employment presents
a far more serious problem. This is because the numbers
involved are much larger, and because, unlike unpaid
family workers on farms, they have little opportunity to
learn how to work without a bona fide job. The estimates
given above show that more than 87 per cent of the total,
or about r2.5 million new workers, would be needed in
non-agricultural industries to maintain the labor force
of 1930 and to allow for population growth. In this
group there would be about 4.2 million females and 8.3
million males.

The loss of efficiency attributable to the fact that new
female workers have been unsuccessful in obtaining jobs
is somewhat mitigated by two interacting factors. The
first is the temporary character of most women’s partici-
pation in industry, The second is that, in general, women
enter occupations requiring comparatively little skill.
The estimated annual replacement rate® for all female
workers outside of agriculture exceeds § per cent as com-
pared with less than 3 per cent for males. The turnover

*The rate of replacement is used here to describe entrance into and
exit from the category of “gainful workers”; it does not take into con-
sideration changes from one job to another.
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among females is particularly great in the occupations
requiring no extended preparation and training. For in-
stance, among telephone operators it is about 8.5 per
cent, among clerks 7.8 per cent, and among stenog-
raphers and typists between 11 and 12 per cent. On the
other hand, in some of the professions (medicine, for
example) the replacement rate among females is not
much higher than among males.

In this connection it is of interest to see in which occu-
pations the majority of the female gainful workers out-
side of agriculture are to be found. The following dis-
tribution is based on the 1930 Census:

Percentage

Occupational Group Distribution”
Self-employed, professional ... . ... ... 06
Self-employed, others .. ... .. .. . .. 37
School teachers® . . AU ..... 88
Trained nurses R 29

Professional and executive employees exclusive of

school teachers and trained nurses ... ... ... . 2.8
Foremen and lower managerial employees .29
Clerical and other lower salaried employees .. 312
Skilled wage earners ... ... ... ... . . 04
Semi-skilled wage earners . . .. . 21.6
Unskilled wage earners . ... .. . 25.1
Total ............ .. ... ... ... .......100.0

The foregoing tabulation fails to give an accurate pic-
ture of the allocation of the 4.2 million new female

" Based on Table 2, Appendix C. The classification is of necessity very
rough.

* Net including college hers; they are grouped with “p
and executive employees.” A very large proportion of the school teachers
who are in rural and elementary schools cannot properly be considered
professional workers. They enter teaching with little training and for
the most part remain only a short time. The replacement rate among
school teachers as a group (the data do not permit of a more detailed
analysis) appears to be about 7.3 per cent per year.

Erecinnal
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workers who entered the labor force since the beginning
of the depression. Because of the differences in the rates
of replacement the proportions of new workers in the
non-skilled occupations would be larger and in the
skilled occupations smaller than shown in this tabula-
tion.

More serious has been the effect of the depression
upon the efficiency of the male contingent of industrial
and other non-agricultural workers. In 1930 this group
included 28.5 million individuals or more than §8 per
cent of the total number of gainful workers, distributed
as follows:

Percentage
Occupational Group Distribution®
Self-employed, professional ... ................ 1.6
Self-employed, others ................ ... ... 9.7
School teachers and trained nurses™ ... ... .. ... .. 0.7

Professional and executive employees exclusive of

school teachers and trained nurses . . ... . ... 5.6
Foremen and lower managerial employees . ... .. .. 2.8
Clerical and other lower salaried employees . . . . . . 16,6
Skilled wage earners .... . ........ ... . ..... 18.9
Semi-skilled wage carners . .. ... .. e 18.9
Unskilled wage earners . . ... ......... .. 252

Total ........... ... ... ... 100.0

In addition to being the most important group nu-
merically, it contained by far the highest proportion of

* Based on Table 2, Appendlx C. An attempt was made to make this
comparable with the for hers and trained nurses
are therefore listed separately. The classification is not precise. It is ob-
vious that the class descriptions cannot have exactly the same meaning
for males and females,

* Not including college teachers; they are grouped with “professional
and executive employees.” The proportion of trained nurses is less than
0.1 per cent. See note g above.
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skilled workers. While experience and training are im-~
portant factors in all occupations, they are especially sig-
nificant in skilled trades, in the professions, and in execu-
tive and managerial occupations. From the accompany-
ing tabulation it may be seen that these selected groups
comprised at least 30 per cent of the total number of
males in non-agricultural activities. It is significant that
the replacement rate among these workers is higher than
among the semi-skilled and unskilled.* A rough esti-
mate indicates that of 9 million male workers in 1930
whose productivity depended upen skill or prolonged
training and experience,* little more than 7 millions are
now available for active employment—a loss of nearly
2 million men. If with revival of business activity we
should need the same proportion of this type of worker
as before the depression, the total required at the end of
1936 would be roughly 1o millions, which means an
aggregate of about 3 million new workers since 1930.

For male workers as a group the personnel enumer-
ated by the 1930 Census has been reduced through natu-
ral causes at the rate of 2.8 per cent per year. In the

"1In this respect males differ from females. Among females—because
of their temporary stay in industry-——it is in the occupations requiring
little skill that we find the highest replacement rates.

It is found that while for the emtire group of male non-agricultural
workers the rate was 2.8 per cent, the rate for skilled wage earners was
3.t per cent, for foremen and lower managerial workers 3.3 per cent,
and for officials and executives in manufacturing 3.5 per cent. (For
method of estimating these rates, see Appendix C, Section 1.)

The National Industrial Conference Board has estimated that the
“obsolescence and mortality rate” among skilled artisans in normal years
was § per cent per year a.nd that “the percentage has probably been
higher during the d ion.” (National Industrial C Board,
Wanted: Skilled Labor, June 1935, p. 4.)

2 Included in this category are skilled wage earners, professional men,

executives, and f and lower g yees, as well as a
portion of the entreprencurs,
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meantime the stream of available workers has not only
been kept numerically intact through replacements but
has been increased as a result of growth of population.
It is estimated that at the middle of 1936 the number of
males available for gainful employment, exclusive of
agriculture, was about 31.6 millions, and that it included
8.3 million individuals, or 26 per cent, who came in after
January 1930. How many of the 8.3 million new male
workers have had an opportunity to acquire the neces-
sary training during the depression is, of course, not
known.™

In so far as formal education and training are con-
cerned, the labor force probably has not suffered during
the depression. Colleges and universities granted more
degrees in the academic years 1931-32 and 1933-34 than
in any previous years.’ However, many of the graduates
have not been able to establish themselves in their chosen
work and have drifted to other activities. This, by the
way, has happened among the older professional men as

*One approach, which would tend toward the conclusion that the
new workers have been at a competitive disadvantage in applying for
the available® jobs and have, therefore, not been able to get much experi-
ence, is an of of by age groups.
The available data are limited to the federal Censua of Unemployment
made in 1930 and a study made in Massachusetts in 1934. (See Appendix
C, Tables 6 and 7,) Both show that the percentage of unemployment was
lngher among males under 25 years of age than in the other age groups.
In 1930 about 15 per cent of the urban male employces 15 to 19 years
old were unemployed and 12 per cent of those 20 to 24 years, as com-
pared with approximately g per cent for the groups 25 to 45 years.
The contrast is more marked in the Massachusetts survey in January
1934. About half of the male “employables” under 25 were unemployed
while for those from a5 to g5 years the ratio was less than 25 per cent. .
‘These are over-all figures which make no distinction as to skill.

“U. S. Department of the Interior, Bienmial Survey of Educationm,
1931-32, Chap. III, p. 26 for 1931-32; 1933-34 figure from unpublished
data,
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well. How many will have returned when full recovery
has been achieved and to what extent they will be able
to regain their former efficiency is of course unknown.
It is certain, however, that the loss of potential produc-
tive effidency through occupational and geographical
dislocations is considerable.

The deterioration of skills during the depression is
somewhat offset by a relative decrease in demand for
skilled workers which has been brought about by
changes in technology. The NRA report on the automo-
bile industry indicates not only a displacement of labor
by new machinery but also a substitution of non-skilled
or semi-skilled for skilled workers.”

The extent to which recovery will be impeded because
of the deterioration of the labor force cannot be measured
quantitatively from the available data. But expressions
in the press and results of industrial surveys indicate that
a shortage is already being felt in some lines.

IL CURRENT ESTIMATES OF EMPLOYMENT
AND UNEMPLOYMENT

Several series of estimates measuring employment and
unemployment have had currency during the depression,
the most commonly quoted being those of the American
Federation of Labor, the National Industrial Conference
Board, and the President’s Committee on Economic Se-
curity. The methods of deriving these estimates differ
only in detail, and, since the same basic data are used in
all, the results are very similar.

The methodology consists in (1) establishing the em-

"™ Research and Phnmng Division, NRA, Pnhﬂiwy Report om the

Sl-dv of ng-lamo- of Enployue-c Improvement of Labor
4 bile Industry, Appendix B, Exhibit 16, Jan. 23,

1935,
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ployment situation as it existed in April 1930 when the
first federal Census of Unemployment was taken; (2)
projecting estimates of employment in the several
branches of industry on the basis of indexes of the United
States Bureau of Labor Statistics, the Interstate Com-
merce Commission, and miscellaneous employment sur-
veys; (3) projecting estimates of total gainful workers
reported in the Census of Occupations in 1930 in accord-
ance with a population factor; and (4) subtracting the
number employed from the total number of gainful
workers—the residual representing the number of gain-
ful workers unemployed.*

1. Total employment and unemployment. The course
of unemployment during the depression as depicted by
the three series of data is shown in the accompanying
chart. It will be observed that although at the begin-
ning of the depression the estimates of unemployment
almost cotncide, in 1936 there is a difference of more
than 2 millions between the lowest and the highest. The
American Federation of Labor estimates (line 4) indi-
cate that in August 1936 we had approximately 11 mil-
lion unemployed persons as compared with an average
of about 2 millions in 1929. All three series show that
the highest unemployment in absolute terms was
reached in the first half of 1933. In March of that year
the American Federation of Labor estimated total un-
employment at 15.7 millions; the President’s Commit-
tee on Economic Security at 15.1 millions; and the Na-
tional Industrial Conference Board at 13.5 millions."

* For further discussion, see Appendix C, Section II.

" The present and subsequent references to the estimates of the
N.I.C.B. pertain to the series made available prior to the Board’s re-
vision of Nov. 13, 1936, The new estimates follow very closely d\ose
of the A. F. of L. and the Pmldem’t f‘ ittee on E
(See “New Esti of Ei 1 and the Size of
the Labor Force,” Conference Board Bullum, "Nov. 13, 1936.)
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There Is closer agreement among the different esti-
mators as to the number of persons employed than to the
number unemployed. Thus in 1930 the three series show
the total number employed as 44.0 millions, 44.0 mil-
lions, and 43.9 millions respectively. In 1935 the aver-
ages still run close together. The lowest of the three is
39.1 millions, as estimated by the President’s Commit-
tee on Economic Security, and the highest is 40.3 mil-
lions, as estimated by the National Industrial Confer-
ence Board. The estimate of the American Federation
of Labor stands practically in the middle, 39.6 millions.

The reason why the three estimates of the number

EstiMaTEs oF UNEMPLOYMENT IN THE UNITED STATES
BY REPRESENTATIVE AGENCIES, 1929-36"

MILLIONS OF UNEMPLOYED MILLIONS OF UNEMPLOYED
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* For data, see Appendix C, Table 8. See also note 17, p. 132.
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employed could be so close together while the estimates
of the unemployed were at considerable variance is that
the three series were based on quite different estimates
of the aggregate number of available workers. Conse-
quently we prepared the new set of estimates of the total
number of gainful workers shown in the table on page
135, which are based on population within the ages
15-64 inclusive. By subtracting the number of em-
ployed used in each of the three series under discus-
sion from our estimates of gainful workers, we obtained
revised unemployment figures which are shown in the
last three columns of the table, It will be seen that the
revised estimates of unemployment are invariably higher
than the original ones but are in closer agreement among
themselves. The published figures of the American Fed-
eration of Labor come nearest to our adjusted estimates
—the Federation’s figure for 1935 being 12.3, as com-
pared with our 12.§ millions.’® For 1929 the estimates
are 1.9 millions and 2.2 millions respectively. (The dif-
ference of about 200,000 is carried through the entire
period. See Appendix C, note 3.)

From these figures it appears that the average number
unemployed in 1929 was in the neighborhood of 2 mil-
lion persons. The reader should bear in mind that this
figure included some 600,000 persons classified by the
1930 Census as voluntarily idle or out of work because
of illness.*® Considering the fact that under any circum-
stances a substantial number of people are in the process

* By using our estimates of gainful workers in combination with the
employmcnt cstimates of the President’s Committee on Economic Secur-
ity the average number unemployed m 1935 xs x; o mllhons instead of
11.4 millions. Similarly, the N: Board esti-

mate would appear as 11.8 millions mttezd of 9. 8 millions,
* By the of the A Federation of Labor, “many

P



ANNUAL AVERAGES OF EMPLOYMENT AND UNEMPLOYMENT IN THE
UNrrep STATES, 1929-36
(In millions)

Number of Unemployed®
Number of Employed® emp.
Total N.umber (Our revision)
Year %ﬁx:‘:ﬁ P ?midgnt‘l 'Njau'on_nl‘ s President’s 'Ngﬁonpl‘
of July 1t | Federation | Sommittee | Indu Federation | Sopmirtee | Indu
of Labo Securityd Board of Labor Security Board
48.4 46.2 46.8 2.2 1.6
49.0 4.0 4.0 43.9¢ 5.0 5.0 5.1
49.6 40.7 40.6 40.9 8.9 9.0 8.7
50.2 36.9 36.8 37.5 13.3 13.4 12.7
50.8 37.0 36.7 37.5 13.8 14.1 13.3
51.4 38.9 38.6 39.7 12.5 12.8 11.7
52.1 39.6 39.1 40.3 12.5 13.0 11.8
52.7 41.11 40.8f & 11.6 11.9 €

» See Appendix C, Table 3. P See Appendix C, Table 8.

o Obtained by subtracting respective series of the number employed from the total number of gainful workers shown in
the first column. The results are therefore not exactly as reported by the respective agencies, .

41t should be noted that the figures in these series, for 1934 and 1935, at least, und the actual employ within
the definitions used on account ogna.n under-estimate of the number of gainful workers in agriculture. Each series presumes
that a “gainful worker” on the farm is an emgloyed erson. The under-estimates are disclosed by the Census of Agriculture
for 1935, the results of which were not available at the time the estimates were prepared. From the Census it appearsthatat
the beginning of 1935 there were about 2 million more workers on farms than are included in these estimates. I‘Yot all of this
diffe , h -, should be considered a correction of the estimates, Part of it is due to the inclusion in the 1935 Census of
a larger number of part-time farmers than in the 1930 Census, See p. 146.

The National Industrial Conf oard made no pt to esti hanges in
that the number working on farms remained constant. (This does not apply to the Board's

® Average for last nine months of year.

! Estimated by applying ratio of employment in first cight months in 1936 to same period in 1935 to the average employ-
ment for the year 1935,

& Series has not been continued beyond March 1936.

1 ' 1 3

ploy but
revision of Nov. 13, 1936.)
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of shifting from one job to another, it would seem that
the amount of outright unemployment in 1929 indicated
by these estimates was perhaps less than a million.”
Within the limitations of the assumptions underlying
the estimates, it appears that in 193§ the gross®™ number
of unemployed was something like 12.5 millions.**

2. The course of employment by industries. The total
number of workers who are unemployed gives us 2 gen-
eral idea of the magnitude of the volume of re-employ-
ment necessary for recovery. In order to make a more
concrete approach to the problem, however, we must
know in which industries employment has been most
seriously curtailed. The existing statistical measures of
unemployment by industrial divisions are less reliable
than those of total unemployment. It has already been
explained that the number who are unemployed can be
estimated only indirectly by subtracting the number em-

of these 600,000 persons, perhaps even two-thirds of them, were actually
unemployed . . . (quoted from a letter from the Federation). See also
Apgendnx G, Secuon I
This figure is undoubtedly toc low. In rev:ewmg this paragraph
Mr Robert R. Nnthan, who compiled the estimates for the President’s
on E ity, made the following statement: “Per-
sona.lly, I believe the 1929 esti are When we con-
sider the marked seasonal variations in such industries as manufacturing,
mining, construction, agriculture, and trade, and also the lack of mobility
of employment as among these industries, 1 doubt very much whether the
average unemployment could possibly be less than a million in any recent
year. . . . My own thought is that there were anywhere from 1.5 to 2.0
million persons actually unemployed in 192g. I appreciate the fact that
the estimates do not indicate this total, after adjusting for certain fac-
tors, but this deficiency can be traced to the 1930 Census, which perhaps
was not adjusted sufficiently.”
= Thls ﬁgure should be compared with the 2 millions for 1929. It, too,
i and the mini number of those who are un-
r.mployed beca\m of shifting from job to job. Included in the 1935 esti-
mate of unemployed are also more than 3 million persons on work relief
and, as will be shown later, a considerable number who have temporarily
“returned” to agriculture.
" For reference to a recent survey of employment in industry and
trade by the New York Sun, see Appendix C, Section II.
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ployed from the estimated number of gainful workers.
But so many changes have taken place in the industrial
line-up during the past five or six years that assumptions
as to the allocation of available personnel among individ-
ual industries would very probably yield misleading re-
sults. The best that can be done on an industrial basis
is to examine the course of employment. The changes
which have taken place in six basic industrial divisions
as indicated by estimates originally prepared by Robert
R. Nathan for the President’s Committee on Economic
Security, are shown in the chart on page 137.

The first thing on the chart that catches attention is
the relatively steady employment shown for agriculture.
This is explained primarily by the assumptions under-
lying the definition of agricultural employment in this
series. In preparing the estimates it was postulated that
all the gainful workers who moved from the city to the
farm during the depression found employment in agri-
culture as farm operators or supplementary workers.
Agricultural unemployment was taken account of only
ir. the small contingent represented by agricultural wage
earners.”® As a matter of fact, data made available by
the recent Census of Agriculture (which were not in
existence at the time the estimates were prepared)*™ in-
dicate that the number “employed” in agriculture
increased considerably between 1930 and 1935. Ac-
cordingly, the estimates of agricultural employment, in-

® For detailed description of these estimates see Robert R. Nathan,

“Estimates of Unemployment in the United States, 1929-1935,” Infer-
national Labour Review, Vol, XXXIII, No, 1, January 1936, pp. 57,

65;‘3""1 72,
Mr. Nathan based his computations of city-to-farm and farm-to-city
movements of gainful L on the preliminary esti of the

Department of Agriculture of total populati It now ap-
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stead of showing a horizontal trend, should indicate 2
considerable upward movement during the period. The
Census shows that in January 1935 there were 12.4
million persons “employed” on farms, including family
labor and hired help,” whereas the series plotted in our
chart shows only 10.2 million persons employed as of
that date. The difference of 2.2 millions is highly sig-
nificant, for if we accept the basic assumption that all
those who went to the farm were employed, the esti-
mates of aggregate employment would be increased by
about 2 millions, while the estimates of unemployment
would be decreased by this substantial amount. The

pears from the Census of Agriculture that the shifts in workers from
city to country have not been proportional to population. The increase
in the number of workers between April x930 and January 1935 was in
fact greater than the increase in farm population, The number of workers
in January 1935 was reported to be 12,407,000 as compared with
about 10,693,000 in 1930 (the number of farm operators, as reported
in the Census of Agriculture, plus the unpaid family workers, wage
earners, and other workers except managers, as reported by the Census
of Occupations). Thus between 1930 and 1935 there was an increase
of 1,714,000 workers on farms; the farm population increased only
1,356,000 in the same period.

‘The discrep: between i of kers and i in popu-
lation may be explamed mainly by the fact that unemployed agricultural
laborers have moved off the farm and that tenant farmers with large
families have been replaced by adults without families—sons and daugh-
ters who have returned to the home farm from the city. The latter also
explains i in part why the Census shows thnt those who came from non-
farm d the net lation during the
period. A fact also in point is that whlle the nnmbcr of white persons
living on farms has increased, the number of colored has decreased.
Part of the difference may, of course, be due to differences in definition
from ‘Census to Census. As indicated in Appendix C, the 1935 Census
mcluded a larger number of part-time farmers.

* “Farm Labor,” Umited States Census of Agriculture: 1935 (roto-
print release), p. 2
* Some of the lndlvnduals reported by the 1935 Census as workmg on
farms were undoub&edly engaged part time in other occllpauons. It is
ible even to the in the L
npmented by the 2. 2 million difference.
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validity of the assumption will be discussed later (see
page 146).

In absolute numbers the greatest decline in employ-
ment from 1929 to 1933 appears to have been in manu-
facturing industries, but in relative terms the greatest
drop was in building construction. In the latter industry
the loss in employment from the highest month in 1929
to the lowest in 1933 was more than 85 per cent. The
decrease of § millions in manufacturing represented only
45 per cent. Mining and steam railroads paralleled
manufacturing in the downward movement, while the
decline in trade was less pronounced than in any of the
other industries except agriculture.

In the recovery period the several industries show
more or less the same order as in the decline. The great-
est degree of recovery in percentage terms has been made
by building construction, where employment nearly
doubled in the first eight months following the middle
of 1933. In this case, however, recovery of 100 per cent
from the low mark represented only 400,000 workers.
The gain, moreover, was not maintained very long—in
1935 employment in building construction reverted al-
most to its 1933 low. Even in the middle of 1936 em-
ployment in this industry was still less than half of the
1929 level.

Recovery in manufacturing has been more substantial.
Since the low of 1933 the industry has absorbed some 2.5
million workers. The spectacular rise in the summer of
1933 somewhat exaggerates the degree of actual re-
covery during that period. As will be pointed out in
connection with the discussion of equivalent full-time
employment, the increase in the number on payrolls was
in a large measure due to work-spreading. The rise also
reflected the speculative boom which preceded the in-
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auguration of the NRA codes—a boom which soon spent
itself. The retarded rate of increase in employment since
the initial spurt is due in some degree to the fact that
during this period expansion has in part been made by
reinstatement of more normal hours for those already
on payrolls.

Most of the foregoing discussion applies to the other
industries as well as manufacturing. In practically every
case illustrated in the chart most of the recovery regis-
tered so far appears to have been accomplished during
1933, the progress since then being very moderate.

The difference between the number employed in the
several industries in July 1929 and July 1936 as dis-
closed by the estimates under discussion is as follows (in
millions):

Difference

Employed  Employed between
in July in Juy 1936and

Industry 1929 1936 1929
Agriculture . .......... .. 10.8 10.8% 0.0*
Manufacturing . ......... 10.5 8.8 -1.7
Wholesale and retail trade .. 5.8 5.2 -0.6
Building ............... 2.8 12 -1.6
Steam railways .. ..., ... .. 1.6 1.0 0.6
Mining ................ 1.0 0.7 -0.3
All other industries ... ... 15.0 135 =15

All industries . ....... .. 47.5 41.2 -6.3

In viewing the employment curves in the chart and
the summary just preceding, it is necessary to bear in
mind that changes in employment with respect to 1929

"If it is assumed that the discrepancy between the Census figure of
the total workers on farms for January 1935 and the estimate incor-
porated in this series for the same date has been carried as a constant in
the estimates for the subsequent months, the 1936 employment in agricul-
ture would be close to 13 millions and the difference between 1929 and
1936 would become about plus 2 millions instead of zero. See note 4 to
table on p. 135.
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fail to tell the full story of the unemployment problem
as it is today. It should be recalled that the number seek-
ing employment has since been augmented by at least 4
millions; moreover, even for July 1929 the estimates
show unemployment to the extent of about one million
workers.*

III. EQUIVALENT FULLTIME EMPLOYMENT

General figures of employment dealing with the num-
ber of persons on payrolls fall short of measuring the
changes in the amount of time actually devoted by the
population to production. At the height of economic ac-
tivity there is usually a considerable amount of overtime
work which a mere count of workers does not disclose,
and in a period of slackening activity there is not only a
decline in the number of employed but also a decrease in
the average time worked by those retained on payrolls.

During this depression the discrepancy between the
number employed and the time worked was particularly
important because the tendency to spread work was forti-
fied by government pressure. Hence the employment
series which have been discussed in the foregoing section
tend to overstate the volume of employment in the past
few years and to understate the volume of unemploy-
ment.

To overcome this deficiency, an attempt has been made
to represent the movement of employment in terms of
full-time equivalents. It is self-evident that the con-
cept and measurement of full-time employment are
different for wage earners, salaried workers, and self-
employed. For wage earners, full-time employment may
be represented by an accepted number of hours per week

* This esti which includes those ployed because of illness and
voluntary leave and those who were in the process of changing jobs or
secking employment for the first time, is probably too low. Sce note 20,
p. 136, and note 4, Appendix C.
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or year, and the estimate may be made by converting
payrolls into man-years. Salaried workers are not paid
by the hour and therefore hours of work cannot be used
as a criterion of full-time employment; but it is possible
to arrive at fair approximations of the number of salaried
workers by converting payrolls into man-years on the
basis of full-time annual rates of pay. A definition of

" full-time employment is more difficult when we consider
the self-employed, for in their case the relationship be-
tween earnings and time given to work is obscured by
other factors. Hence correction for partial employment
on the part of entrepreneurs can be made only in a very
rough manner, and that only for a limited group. But
even though the composite estimates of full-time equiv-
alents obtained by such methods do not possess a high
degree of precision, they are believed to give a more
accurate picture of the course of depression and recovery
than do the more general employment data.”

1. Wage earners and salaried workers. In viewing the
decline in the number of employees during the depres-
sion it is well to recall that even in 1929 there was con-
siderable slack. In that year there were about 37 million
wage earners and salaried workers in the country, but the
aggregate volume of employment, computed on a full-
time basis, was equivalent to the employment of 34.3
million workers.** Thus even in 1929 the margin be-
tween available personnel and the actual full-time em-
ployment amounted to about 2.7 million persons.™

™ For a description of the method by which equivalent full-time em-
l,“ was esti d see Appendix C, Section IIL.

This estimate is practically the same as that obtained by the De-
partment of Commerce. See Appendix C, Table g.

"It should be stated that approximately 600,000 of the 37 million
employees in 1929 were not working because of illness or voluntary
leave. But this is offset by the fact that the estimate of equivalent full~
time employment included the time given to work for pay by those
classified as self-employed.
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By 1932 the full-time equivalent of employees had
declined to 23.9 millions, a drop from 1929 of over 10
millions, or almost 31 per cent. In the meantime, how-
ever, the total number available as employees had in-
creased to at least 39.3 millions. Hence the unused
human energy represented by unemployment among
wage earners and salaried workers in 1932 was equiva-,
lent to about 15.4 million “man-years” or 39 per cent
of the total. When put on a full-time basis, employment
in 1933 was not any higher—and perhaps slightly lower
—than in 1932. Since then there has been some recovery,
in terms of full-time employment, but not soc much as
was shown by the general estimates of employment and
unemployment, The explanation is that a great deal of
the apparent increase in employment, during the life of
the NRA at least, was accomplished through the increase
in the amount of part-time employment; that is, the
decrease in the average number of hours. If the final
figures for 1936 were available, it is not unlikely that
they would show that the situation has been reversed;
the increase in equivalent full-time, or total number of
hours, would be greater than the increase in the number
on payrolls.**

" The American Fedenuon of Labor has called attention to this
fact in a report to P It which decries the
lengthening of hours since the abolition of the NRA. The Federation
estimated that “at Jeast 4,576,501 workers were affected by the break-
down of labor standards between June 1935 and March 1936 as a result
of the invalidation of the NRA. . . . 4,073,901 workers alone have
suffered from the lengthening of hours. . . . As a direct result of this
lengthening of the hours of work, 839,123 wage-carners have been de-
prived of possible re-employment in the current recovery.” (The 4. F.
of L. Wukly News Service, July 11, 1936. )

For manuf; alone the i in average hours of work be-
tween the first eight “months of 1935 and the same period for 1936 was
nearly 7 per cent as compared with an increase in the number on pay-
rolls of 5 per cent. Thus the rise in empl due to of
hours was apparently greater than that due to added workers.
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2. The self-employed. At the beginning of 1930 there
were about 9.6 million “gainful workers” in the United
States who were self-employed. This figure, however, is
not informative with respect to the productive human
energy actually represented by the so-called entrepre-
neurial group. The group is composed of a variety of
types whose position in the economic structure of the
nation is not easy to define. The shoestring peddler who
is part merchant and part mendicant is technically an
entrepreneur and self-employed; likewise the self-suffi-
cient mountain farmer who in a primitive fashion minis-
ters to his own needs in practically the entire range of
social and economic activity and whose contact with the
main current of economic life is negligible is also an en-
trepreneur. Contrasted with these are the operators of
large enterprises and professional practitioners, such as
doctors, lawyers, consulting engineers, and the like. The
difference in the position of the two broad classes of self-
employed in our economic system is obvious, and it is
significant that during the depression the number in the
first group has increased, while that in the second—
especially if active employment is considered—has de-
creased.

The self-employed include agricultural enterprisers
and individuals in numerous trades and professions, In
both classes there are some who are not operating on a
commercial basis; that is, they are not producing goods
for sale or exchange in the market. Most of these are
found in agriculture®™ though many of our artists,
painters, and sculptors work for themselves in the true
sense of the word and only in 2 minor degree with a
view to selling their wares. Available data are insuffi-

® As many as 498,000 farmers were reported as “self-sufficing™ by the
Census in 1930,
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cient to warrant an estimate of the number outside of
agriculture thus employed; but the group is in any case
comparatively small.

During the depression self-employment in agricul-
tural and in non-agricultural pursuits moved in opposite
directions. Because of the limited business opportunities,
the volume of self-employment in industry, trade, and
the professions has materially decreased, for in these
fields self-employment still means “working for others.”
Agriculture, on the other hand, although it now fur-
nishes less employment to wage earners, has attracted an
additional number of workers on a self-employed basis.
Between April 1, 1930 and January 1, 1935 the number
of farms was increased by §23,700.* Since obviously it
was not an expansion of market demand for agricultural
products that attracted city workers to the country, we
may safely assign all the new farmers recorded in the
1935 Census to the non-commercial farm group.**

It would be unsafe to assume that these new farmers
constitute a permanent addition to agriculture. For the
most part they have come to the farm to weather the
depression and will undoubtedly return to the city as
soon as urban employment is re-established. Although
technically they are employed, they may still be re-
garded as part of the non-agricultural labor force and

* “Reports for States with Statistics for Counties and 2 Summary for
the l!nited States,” United States Census of Agriculture: 1935, Vol. 1,

p. Xvi.

™ The Bureau of the Census in commenting on the increase during the
depression in the number of persons living on farms states that the
increase “occurred around industrial centers, mining sections, and in areas
often designated as ‘subsistence farming.’ Areas showing large increases
in farm population include the southern Appalachians, eastern Ohio, and
western Pennsylvania, the Ozarks, eastern Oklahoma, the Birmingham
industrial area, New England, northern Minnesota and Wisconsin, and
the Puget Sound and Willamette Valleys.” “Farm Population,” Unsted
States Census of Agriculture: 1935 (rotoprint release).
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from this standpoint they are part of the unemployed.
Unless we assume that the depression has ushered in
permanent changes in our social and economic life which
involve a lower degree of inter-dependénce and greater
individual self-suffidency—that is, a return to a lower
material standard of living with perhaps greater inde-
pendence and security—we must look for a reversal of
the city-to-farm migration and a re-establishment of the
pre-depression trend.*

In estimating the full-time equivalent of the self-
employed in agriculture, the farm operators have been
divided into two groups—those operating on a commer-
cial basis and those who are self:sufficing. We have as-
sumed that all additions to the number of farmers re-
corded by the Census between 1930 and 1935 fall in the
self-sufficing group—for the reason that there has been
no increase in production of or demand for farm prod-
ucts. In addition to farm operators, allowance has been
made for unpaid family workers devoting full time to
farming.*

No plausible method for estimating the extent of em-
ployment and unemployment among entrepreneurs out-
side of agriculture can be developed. The Department
of Commerce has made rough allowances for fluctuations
during the depression which we are accepting for the
purposes of our estimates.

3. All workers. The results of the several adjustments
which we have made in order to show a full-time equiva-
lent of employment are combined in Tables 12 and 13,
Appendix C. The estimates referring to commercial ac-
tivities only are perhaps more significant than those

™ The renewal of the farm-to-city migration is already apparent in the
Eulatmn estimates of the U. S. Depanmcmfof Agnculture

For method employed and di: the derived, see

Appendix C, Section III.
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which include self-sufficing farmers. These estimates, as
well as the approximations of total unemployment based
thereon, are shown in the chart below.

Furr-TiME EQuivaLENT EMPLOYMENT AND
UNEMPLOYMENT, 1929-36"
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* Exclusive of ial activities. Esti for 1936 are pre-

liminary. For data, see Appendix C, Table 13.

The gravity of the depression and the task of recov-
ery is indicated by the fact that in 1933 the full-time
equivalent of 15.8 million workers were unemployed.
In 1935 the number was still about 14 millions out of a
total of 50 millions. While data in terms of full-time
equivalents are not available by months for the year
1936, other data on unemployment indicate that some
23 per cent of the nation’s labor force remains unutilized
in the fall of 1936.

The reader should bear in mind that in computing
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this full-time equivalent, we made no allowance for any
shortening of hours since 1929 for industrial wage earn-
ers; that the unemployed include some non-effectives;*
and that the data take no account of those added to
farming or those on work relief.

In conclusion, it would be of interest to compare the
approximations of full-time equivalent employment and
unemployment with the general estimates of unemploy-
ment treated in a previous section. Unfortunately the
two methods of approach are quite different and no con-
sistent comparison can be made on the basis of over-all
figures. All that may be said is that the full-time equiva-
lent figures show that there has been a greater waste of
human energy during the depression than is shown by
the general figures of unemployment.

4. Workers in manufacturing industries. For manu-
facturing, better data are available for comparing full-
time employment with the more usual measures of
employment. But even here the concept of full-time
employment can be applied more concretely to wage
earners than to salaried workers or entrepreneurs.® The
comparison of the average number of wage earners on
payrolls and the full-time equivalent in manufacturing
is shown in the chart on page 150. Both are expressed in
terms of 1929 as 100.

In 1929 the difference between the dverage and the
equivalent full-time expression was insignificant. By both
calculations the number of wage earners was about 8.8
millions. In subsequent years, however, the divergence
is considerable. By the index based on the average num-
ber on payrolls, manufacturing employment in 1932

™ For adjusted figure of unemployment, see Chap. IX, p. 234, and
Apxendix C, Table 16.
A summary for all workers in the industry is shown in Appendix C,
Table 14.
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stood at about 61 per cent of 1929; but, in terms of man-
hours, employment in 1932 went down to almost 50 per
cent of 1929. Likewise, recovery from the 1932 low has
progressed less in terms of total man-hours (that is, full-
time equivalents) than in the number of workers on
payrolls.” In 193§ the average number of wage earners

EMPLOYMENT OF WAGE EARNERs IN MANUFACTURING
INDUSTRIES, 1929-35"

(1929 =100)
INDEX NUMBERS INDEX NUMBERS
720 120
100 o

i ¥

Uil a0

i
so-BR % a0
prim | % 0
20 RR 20

' P

o

A 7 2 2
925 030 9wy 7032 933 93¢ 33
I #V=RAGE MUMBER OF WORKERS ON PAYROLL
V777 NUMBER OF EQUIVALENT FULL-TIME WORKERSY

* For data, see Appendix C, Table 15.
® Computed at age hours per year.

“ As stated elsewhere, two stages in re-employment may be distin-
guished. During the NRA period additions to payrolls rep dtwoa
large extent reduction of hours. Later, after recovery got under way,
some expansion of employment was made by reinstating more normal
hours for those already employed as well as by taking on additional
workers. )
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employed in manufacturing was nearly 82 per cent of
the average in 1929. The total number of man-hours,
however, was less than 65 per cent of the 1929 level.

In other words, in 193§ wage earners in manufactur-
ing worked on the average only about four-fifths as many
hours as in 1929. Part of this decrease was in accordance
with the normal trend for reduced hours of work which
was established prior to the depression and does not
represent deterioration in income; but a large part rep-
resents involuntary restriction of working time and earn-
ings due to the depression. The pre-depression trend in
the standard hours of work shows an annual rate of de.
crease of about one-half of one per cent. If this is as-
sumed to be still applicable, hours worked in 193 5 would
be about g7 per cent of those in 1929.

The question of what the full-time working hours in
manufacturing showld be today as compared with 1929
is a matter of opinion. Some argue that 30 hours a
week, or about 1,500 hours a year, are at present so-
cially desirable and possible. Since the average for manu-
facturing in 1929 was about 2,400 hours, the reduction
to 1,500 hours would mean a decrease of about 37.5 per
cent. At the rate of 1,500 hours per wage earner, the
aggregate man-hours worked in 1935 would represent
an equivalent number of workers surpassing the actual
number employed in 1929. If 40 or some other number
of hours were regarded as desirable, a very different
result would be obtained. It is essentially by this sort of
manipulation that advocates of the shorter working week
hope to eliminate unemployment.*

If we may assume that, in the absence of the disturb-
ances produced by the depression, working hours would
have been reduced approximately in accordance with

“ Possible effects upon production are not here in question.
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pre-depression trends, the working week in 193§ would
have been about 97 per cent of what it was in 1929 (see
above). Corrected by this percentage, the equivalent
full-time manufacturing employment in 1935 stood at
approximately 66.5 per cent as compared with 100 in
1929. On this basis manufacturing employment in 193§
was still one-third below the 1929 level, which is the
same as saying that an increase of 50 per cent in manu-~
facturing employment in 1935 would be necessary before
the 1929 volume would be reached.

The employment situation in manufacturing during
the depression may be further clarified by comparing
the equivalent full-time employment with the number
of persons attached to the industry. Such a comparison
can, of course, be made only in the broadest terms for,
in the first place, the number attached to manufacturing
can be no more than a hypothetical approximation,** and,
in the second place, there is a difference in quality be-
tween the employed portion of the workers and the total
which cannot be equalized. Theoretically, at least, the
average efficiency of the employed is higher than that of
the entire group, which includes those who are unem-
ployed on account of inefficiency. None the less, it is
useful to relate employment even to the rough estimates
of the number attached to manufacturing in order to ob-
tain an approximate expression of the volume of unem-
ployment,

In the chart on page 153 full-time employment of
wage earners in manufacturing since 1919 is expressed
as percentages of the number attached to the industry. In
1932 less than 50 per cent of the labor force assigned to

“® For a description of the method by: which the number of wage

earnersattached to 1 fa g was d, see note d of Appendix
C, Table 1s.
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manufacturing industries was used as compared with
about 93 per cent in 1929 and 66 per cent in 1921. Re-
covery since 1932 has been slow. In 1935 full-time
employment was still little more than 60 per cent of the

FuLL-TiMe EMpLOYMENT AND UNEMPLOYMENT OF
WaGE EARNERs IN MANUFACTURING INDUSTRIES,
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* In percentages of the total number of wage earners attached to manu-
facturing full time is taken as 2,400 hours per year. Estimates for 1936
are preliminary. Based on data in Appendix C, Table 15.
number attached to manufacturing. In 1936, if we may
judge from partial data, it is still running at only about
70 per cent of 1929.

Before we leave the discussion of the employment
situation in manufacturing it is significant to note that
since the World War there has been a marked tendency
toward contraction in the volume of employment fur-
nished by manufacturing. Despite the increase in popu-
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lation, the number of wage earners in 1929 was lower
than in 1919. The decrease cannot be explained by cycli-
cal differences in economic activity between the two years
for in 1929 manufacturing production was the highest
ever attained and was, in fact, almost 50 per cent higher
than in 1919.

An opposite tendency from that observed in the case
of wage earners is found for salaried workers (see Ap-
pendix C, Table 14). The number of the latter has
tended to increase. But even when wage earners, salaried
workers, and entrepreneurs are combined, the evidence
forces the conclusion that in absolute numbers manufac-
turing is barely holding its own in furnishing direct em-
ployment and, like agriculture, it is becoming relatively
less important.

This point, although most important in its bearing
upon the question of economic progress in general, s of
great significance in the consideration of the problem of
re-employment. The decrease in the relative impor-
tance of agriculture may to a large extent be ascribed to
physical and extraneous causes. For the most part the
products of agriculture are subject to an inelastic de-
mand, and even moderate advances in agricultural effi-
ciency are sufficient to keep up the requirements of an in-
creasing population without the need for expansion in
agricultural employment. (This is not to imply that the
American people have reached the saturation point in
the consumption of agricultural products.) Moreover,
American agriculture had to a considerable degree been
developed on the basis of an export market which is be-
ing contracted, Loss of foreign markets for agricultural
products may in itself be (though it has not been during
this depression) a mark of better economic opportunities
in non-agricultural fields which tend to drain the farm
population into other occupations.
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An entirely different situation is encountered in manu-
facturing. Manufactured products, by their very nature
and variety, are not subject to the same limitations of
demand as the products of agriculture. Even when we
disregard the new products which are being developed
daily, we can see that the requirements of the nation for
manufactured commodities have no limits short of those
set by the labor supply. The failure on the part of manu-
facturing to absorb an increasing labor force is therefore
conditioned not by physical but by economic factors which
are subject to modification.

In brief, the United States is emerging from the de-
pression with an enlarged but weakened labor force.
Although there are now over 4 million more workers
than in 1929, efficiency has been lost through deteriora-
tion in skill and through occupational and geographical
displacements. Such degeneration in the labor force as
has taken place, however, is temporary and is being
overcome by the process of recovery.

Unemployment has decreased considerably since the
bottom of the depression. None the less, the number un-
employed in 1936 may still be placed between 9 and
10 millions—some 7 to 8 millions more than in 1929.
Under-employment on account of short hours would
raise these estimates.

On a full-time basis such as prevailed in 1929, more
than 20 per cent of the nation’s labor force remains un-
utilized in 1936. This percentage, however, somewhat
exaggerates the re-employment problem, since it is sub-
ject to a downward adjustment on account of the short-
ening of work hours for industrial workers incidental to
the normal course of economic progress. Also, it dis-
regards work relief and other temporary depression
pursuits.



CHAPTER VII
PRODUCTION AND PRODUCTIVITY

The inter-dependence of employment and production
in relation to depression and recovery was emphasized
at the beginning of the preceding chapter, which dealt
with the employment aspect of the problem. If it were
not for changes in productivity the estimates of full-time
equivalent employment, in so far as they are themselves
reliable, should fully reflect the course of production.
Productivity has, however, been changing both with re-
spect to the operation of long-run factors and because of
shorter-run cyclical influences. It has responded not only
to technological changes but also to shifts in the composi-
tion of industrial activity and in the composition of per-
sonnel within plants.

For example, the curtailment of production in capital
goods industries and the relative maintenance of output
of consumers’ goods, particularly perishable goods, have
given an entirely different value to the productivity
factor of industry in the aggregate, since productivity in
capital goods industries is in general different from that
in other industries. Likewise, curtailment or expansion
within a plant is likely to change the average productivity
for the plant, even without any change in the technology,
merely because personnel and equipment of lower or
higher degrees of efficiency than the original average
were either withdrawn or reinstated.

The study of production must therefore supplement
that of employment in the analysis of the factors of de-
pression and recovery. The condition of existing statis-
tics makes it possible, moreover, to view the situation
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through production from angles which are inaccessible
through the medium of figures on unemployment. The
question of productivity also has a place in a discussion
of recovery. To those who approach the problem of re-
employment primarily from its distribution aspect—that
is, as a means of distributing purchasing power—increas-
ing productivity appears as an obstacle to recovery.
Hence, in the present chapter, after examining the data
on production, a brief statement is made with respect
to changes in productivity before and during the depres-
sion.
I. THE COURSE OF PRODUCTION

In analyzing the changes which have occurred in pro-
duction we shall consider changes in aggregate output as
well as fluctuations in selected industries.

1. Volume of output. In the chart on page 158 the
course of physical volume of production between 1919
and 1935 is traced by means of three annual indexes.
The index for manufacturing and the composite in-
dex for eight major industries, including manufactur-
ing, are based chiefly on direct measures of physical out-
put,’ while that for all industries and services is a rough
measure based on estimates of all income from produc-
tive activities and an index of prices of commodities and
services produced.?

The three indexes give a composite picture of what
happened to output before and during the depression and
suggest the degree of recovery which has been made
since 1932. From each of the three indexes it appears
that physical volume of production in 1932 approxi-

* Campiled by the National Bureau of Economic Research.

* Neither the income estimates nor the price index is of a high order
of precision. The price index, particularly, is a rough instrument of
known as well as unknown shortcomings. In fact no really satisfactory
index of the general price level can be constructed. None the less it is
helpful in portraying the general movements in total product, though it is
not to be relied upon for fixing minor changes.
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mated that of the low point reached in the depression of
1920-21. However, since in the meantime the population
had increased more than 1§ per cent and productive effi-

PuvsicaL VoLuME oF OuTpUT, 1919-35°
(1929 == 100)
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* For data, see Appendix C, Tables 17 and 18.

ciency had increased also, relatively speaking the volume
of production was reduced much more drastically in the
depression of the thirties than in 1920-21. Preliminary
estimates indicate that, in terms of the indexes plotted in
this chart, the physical volume of output at the middle
of 1936 was at the rate of about 88 per cent of that in
1929,

Recovery is a relative term; it implies comparison
with a standard of “normalcy.” The selection of the
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standard of comparison is therefore important. The most
acceptable standard is not a point in the past nor an aver-
age for a past period, but a trend tracing the probable
performance which would currently obtain if the tem-
porary factors responsible for economic disturbances were
eliminated. Thus, for instance, it would not be fair to
judge recovery in production by reference to any single
year or the average for any series of years in the pre-
depression period. Both the growth in population and in
technological progress should justify a much higher
level of production in 1936 than in any previous year.
Though the trend is the most appropriate standard of
comparison, its use for the purpose of measuring the de-
gree of recovery from the low point reached in 1932 is
fraught with difficulties; the extraordinary duration of
the depression makes it necessary to extrapolate for more
than six years beyond the point for which usable data
are available. It is therefore important to keep in mind
that such results as we obtain in connection with the
trends computed on pre-depression data are tentative
and rough approximations only.

An examination of the existing production data indi-
cates that prior to 1930 output in manufacturing was in-
creasing at the rate of about 4 per cent per annum and
that total product in all industries and services was in-
creasing at the annual rate of about 2.5 per cent.* From
the projection of these trends it would seem that manu-
facturing production should have been about 26 per cent
higher in 1935, and 31 per cent higher in 1936 than
in 1929. Likewise, the total national product in 193§
should have risen to about 116 per cent of 1929 and in
1936 to 119 per cent.

* Per capita production in all industries and services app to have

grown at the rate of about one per cent per annum. For data, see Appen-
dix C, Table 18,
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In the upper chart on page 160 the estimated output
in all industries and in manufacturing alone since 1929
is compared with pre-depression trends. The gravity of
the depression is here emphasized by the opposite move-
ment of actual production and production trends. In
1932 manufacturing output was 44 per cent below that
of 1929, while, hypothetically, it should have been about
12 per cent above. The degree of recovery since 1932
is minimized by the fact that in the meantime the ex-
pected output, as measured by trend, has increased. By
1935, although a very considerable expansion in output
had taken place, the deficiency in product—that is, the
difference between actual output and “normal”—was
still not much smaller than in 1932.

The course of production since 1929 is further shown
in the lower chart on page 160. Here the indexes of out-
put are expressed as percentages of their pre-depression
trends and therefore show actual production as propor-
tions of what might have been expected had normal
trends continued. As in the previous chart productxon in
1929 is taken as 100.*

From this chart it appears that manufacturing produc—
tion (adjusted for trend) descended in 1932 to about 50
per cent of the 1929 level. It increased to about 54 per
cent in 1933 and to 61 per cent in 1935. In the middle
of 1936 it reached about 70 per cent. Similarly, the total
output of all industries reached a low in 1932 of about
62 per cent of the 1929 level and recovered to about 67

*The fact that 1929 is taken as 100 implies the acceptance of the
production in that year as “normat.” This is not strictly in accord with
the statistical concept of normal, since in reality the output of 1929 was
above the trend. For our purposes, however, it is reasonable to take 1929
as a point of departure. The slack in employment and in physical capacity

which existed in that year indicates that 1929 was not an abnormal
year with respect to what was reasonably possible.
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per cent by 1935°. Official figures of national income,
which served as a basis for estimating the total annual
product, are not available for 1936, but a rough estimate
indicates that the total output as of the middle of this
year (corrected for trend) was approximately 74 per
cent of 1929. In other words, it appears that by the mid-
dle of 1936 we were still 25-30 per cent below the ad-
justed 1929 level in both manufacturing production and
total output of goods and services. It is emphasized again
that the figures should be taken only as approximations
and that the hypothetical normal which has been pro-
jected perhaps sets too high a standard from which to
gauge recovery.

2. Output in selected industries. The indexes for the
eight industries for which the composite is given in the
chart on page 158 are plotted in the chart on page 163.
The indexes are expressed in terms of 1929 as 100,
without any correction for trend. Construction volume
fluctuated most violently during the period. From a
1928 peak of 108 the index for this industry dropped to
28.in 1933, a decline of almost 75 per cent. Agricultural
production fluctuated the least: the lowest point reached
by the index during the period under observation was
not during the present depression but in 1921. The high-
est was in 1931, when it stood I1 per cent higher than
the average for the entire period. Figures for output in
manufacturing, mining, and transportation show ap-
proximately the same characteristics. Electric light and
telephones reflect the strong upward secular trends of
expanding industries, while the curve for street railways
is modified by the fact that the industry is declining. In
all cases, however, except agriculture, the decline from

*On a per capita basis the recovery was slightly greater. The differ-
ence is due to the change in the rate of population growth.
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1928-29 was halted about 1932. The turning point from
depression, as shown by the monthly index of manufac-
turing output, has already been shown in Chapter IV.

II. CHANGES IN PRODUCTIVITY

Existing data are not sufficiently accurate to yield a
precise measure of productivity. A rough index of pro-
ductivity in manufacturing industries may, however, be
obtained by combining our estimates of the number of
equivalent full-time workers with an index of physical
volume of production in manufactures which has been
constructed by the National Bureau of Economic Re-
search.

1. Productiviry in manufacturing industries. It will be
observed from the chart on page 165 that the index of
productivity has, except for a few abnormal years, in-
creased at a constant rate throughout the period from
1919 to 193§. The fitted trend shows that productivity
per equivalent full-time wage earner in manufacturing
increased at the rate of 4 per cent per annum.

This rate of increase, which is based on figures cov-
ering wage earners alone, somewhat exaggerates the ac-
tual increase in efficency. The decline in the number of
wage earners which accompanied the increase in efficiency
has been offset to some extent by the increase in the pro-
portion of salaried workers. Moreover, there is reason
to believe—although no accurate measurements are
available—that some of the functions formerly per-
formed by the personnel of manufacturing firms—adver-
tising, for instance“are now transferred to specialized
agencies and services, Both the increase of office person-
nel and the transfer of functions, if incorporated into the
index of productivity, would show a lower rate of in-
crease than is obtained when productivity is computed on



PRODUCTION AND PRODUCTIVITY 165

the basis of wage earners alone. A full correction is im-
possible, but when the salaried workers and proprietors
and firm members are included, the rate of increase for
the period is 3.5 per cent a year instead of 4.0 per cent.
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* Wage earners only. For data, see Appendix C, Table z1.

The annual deviations from the trend of productivity
in manufacturing industries are traced in the chart on
page 166. The period covered is not long enough to per-
mit definite conclusions with respect to the course of
productivity during prosperity and depression in general,
but tentative observations may be useful.

It is generally accepted that productivity rises during
depression and falls during prosperity. The logical ex-
planation for this tendency is that during depression the
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less efficient workers are eliminated and those who re-
main, fearing loss of employment, apply themselves to
their jobs with more than normal diligence and efficien-
cy; at the height of prosperity, on the other hand, not
only does efficiency suffer from the fact that marginal
workers are drawn into industry, but the personnel in
general becomes lax on account of the increased oppor-~
tunities for finding other employment. This generaliza-

ANNuAL DEviaTioNs FRoM TREND oF Man-Hour
PropuctiviTy 1N MANUFACTURING, 1919-35%

PER CENT PER CENT
10 10
5| £
) N/
v =T
I // N\ .

19019}

§

902
o2z
mwes
1924
125
926
1927
mw2s
1029
1030

]
2

931
0
034
1038

* Wage earners only. For data, see Appendix C, Table 21.

tion is completely supported by our data in so far as the
depression of 1921 is concerned. Man-hour productivity,
which had fallen below normal during the post-war
boom, increased in 1921 and, while remaining consider-
ably above the trend in 1922, declined to a low point
with the expansion of industrial activity in 1923. Since
then tendencies appear mixed. In spite of increasing pros-
perity, the index of productivity rose above the trend in
1928 and 1929 and contrary to expectations fell con-
siderably below normal in the later years of the depres-
sion. The situation in 1928 and 1929 may of course be
explained by the fact that the forces making for greater
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efficiency were so powerful in the late twenties that they

overcame the tendencies toward lowered efficiency en-

gendered by prosperity.® As a matter of fact, the pro-

ductivity index was lower relative to the trend in 1929

than it was in 1928, which is in accord with the general
theory.

During the first two years of the depression pro-
ductivity ran according to expected behavior. The index
rose in 1930 and again in 1931, reaching in the latter
year a height above normal commensurate with that
reached in 1921. However, instead of contiauing to rise
as the depression progressed, productivity fell sharply in
1932 and then again in 1934. This downward movement
in the productivity index is not contradictory to the ex-
perience in previous depressions. It simply indicates that
the factors favorable to increased productivity per man-
hour cannot be depended upon to operate when the de-
pression lasts for a long time, for then the adverse forces
become strong enough to offset the gains. In 1934 the
operation of the NRA was undoubtedly an important fac-
tor in lowering man-hour productivity. The indiscrimi-
nate lowering of the working hours of those fully em-
ployed and the introduction of new workers were bound
to lower the average efficiency, whatever compensating
benefits may have resulted therefrom. Also, deteriora-
tion of equipment no doubt became an adverse factor
during the later years.

2. Productivity and technological ployment.
Much confusion of thought has arisen during the de-
pression with regard to increased productivity and tech-

*In part it may reflect only the inaccuracies of the data and the effect
of including 1934 and not including 1935 in the calculations. (The
index for 1935 has been excluded because only a preliminary estimate is
available.) Without 1934, or with 1933, the trend would be lifted some-
what.
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nological unemployment. The rapid rise in productive
efficiency, which prior to the depression was regarded as
a beneficial force leading to higher standards of living
for the people, has since come to be feared as an increas-
ing source of permanent unemployment. Drastic reduc-
tions of working hours have been advocated in order to
spread the allegedly decreasing volume of work among
the available workers. Aside from the obvious fact that
the age of plenty is not yet here and that the majority
of the people still have many unsatisfied wants, the actual
increase in productivity has been grossly exaggerated.

Undue emphasis has been given to the problem of
technological unemployment by reference to isolated
cases of technological advances which have displaced la-
bor. Some startling examples of what has taken place in
the automobile industry in the short period since 1929
noted in a report of the NRA' have been unduly “uni-
versalized” and have intensified the fear of technologi-
cal improvement. We do not mean to imply that tech-
nological unemployment resulting from sudden changes
in technique is'unimportant, but it is necessary to face
the problem calmly and apply remedies which will over-
come the strain without destroying the advantages.
While the problem of technological change and its effect
upon employment should not be under-estimated, it
should also be kept in mind that the advances in the
automobile industry can be duplicated only in limited
areas of production.

While it is true that rapid progress in output per man-
hour has been made in certain industries, notably in
manufacturing (see page 164), the net result for the
entire range of economic activity as measured by per

Pr:hmmary Report on tlu Study af chvla-mman af Employment
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capita real income has not been so phenomenal. In
America’s Capacity to Constime it was roughly estimated
that between 1900 and 1929 the per capita product from
all economic activities, with price changes eliminated, in-
TREND OF PRODUCTIVITY IN MANUFACTURING®* AND OF
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Appendix C, Table 18,
creased about 38 per cent. From the extension of a trend
fitted to the estimates for the period 1909-29, with the
years disturbed by the war eliminated, it appears that,
were it not for the depression, the index, which in 1929
stood at 137.7, would in 1936 be about 147.5.* That is,
following the normal rate of growth of general produc-
tivity, and under normal employment conditions, the in-

* The index is that shown on p. 150 of America’s Capacity to Consume
and refers to 1900 as 100.
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crease in total per capita product in the seven years from
1929 to 1936 would be little more than 7 per cent,
despite the fact that productivity in manufacturing in-
dustries alone (as measured by trend) increased about
27 per cent in the same period. The trends of productiv-
ity for manufacturing alone and for all economic activi-
ties are compared in the chart on page 169. The differ-
ence in slope of the two lines shown indicates clearly
that the progress of productivity in economic activities
as 2 whole was much slower than it was in the limited
field represented by manufacturing.’

The reason why individual instances of phenomenal
technological advances are so misleading becomes clear
when we examine the figures concerning the occupational
and industrial distribution of the working population.
The area from which most of the examples of techno-
logical displacement of labor are generally drawn ap-
pears to be quite restricted. Manufacturing, where the
application of power machinery is most feasible and
where increased productivity has been most noticeable,
had less than 25 per cent of the country’s workers in
1929 (11.8 millions out of 48.8). Even this number
included .a considerable proportion of owners and sal-
aried employees, who are not as susceptible to techno-

* The of productivity rep d by the two lines differ
somewhat, The line for £ i P total
output divided by an approximation of aggregate hours of actual work,
while the trend for all economic activities refers to total national product
divided by the total number of gainful L d for changes in
the standard hours of work. The latter reflects the effect of non-techno-
logical as well as technological factors, wh the former does not. A
further difference, necessitated by the nnure of the data, is that while the
trend of fa puted on the basis of all
years for which adequate data are ava:lable, normal as well as abnormal,
the trend of “over-all” productivity is computed on the basis of normnl
years alone, the depression period being omitted. See Appendix C, Tables
18 and 2o0.
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logical displacement as are factory operatives. Only about
9.3 million wage earners were attached to manufacturing
industries at the height of production in 1929. Even if
we assume that great technological progress, correspond-
ing to that in manufacturing, is still possible in mining
and in some of the industries—principally steam rail-
roads—reported by the Census under transportation and
communication, the aggregate number of wage earners
in all the industries subject to such progress would ap-
pear not to have exceeded 12 millions in 1929, which is
less than 2§ per cent of the enumerated gainful workers.

The other 75 per cent of the working population
found employment in the direct-service occupations and
the industries where hand labor is still the general rule.
Here changes in productivity are slow, and serious dis-
placement of workers by machines or other technological
advances not of immediate likelihood. Trade, public
service, the professions, domestic and personal services,
clerical occupations, and miscellaneous services comprised
some 22 million workers, or about 4§ per cent of the
working force, while agriculture, the building industry,
and miscellaneous transportation activities included the
rest of the 48.8 million workers reported by the 1930
Census of Occupations.

Potentially a very great amount of human energy
may be released from the activities which have lagged in
technological development. In the building industry
prefabrication holds out hope for a substantial increase
in output per worker. Likewise there are prospects that
merchandising and distribution in general will in time
be placed on a more efficient basis so that the required
services will be rendered with a relatively smaller num-
ber of workers. In agriculture, too, technological changes
are in sight which may release—particularly in the
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southern Cotton Belt—a portion of the agricultural
workers for other pursuits. But on the whole a much
smaller rate of increase in productivity may be expected
in the activities which, with agriculture, comprise 75
per cent of the workers, than in the mass production
operations. A large part of the goods and services enter-
ing into consumption will always remain of the “hand-
made” or “made-to-order” types which do not lend
themselves to significant technological changes.

The professional and personal services, for example,
cannot be subjected to mass production, and such im-
provements as will take place there will be through a
better utilization of working time. In this connection it
may safely be affirmed that such improvement as may
occur in the efficiency of supplying these services will
not result in a relative decrease of their personnel but
in an expansion of the quality and volume of service
rendered. We may be sure, for instance, that an increased
productivity of personnel engaged in rendering medical
services, which may result from a reorganization of
medicine, would not mean a reduction of the number
of physicians and surgeens per 1,000 population but in
more and better service. The same applies to the build-
ing industry. The unsatisfied wants in housing are so
great that it may reasonably be expected that lowering
of costs of construction resulting from increased pro-
ductivity will for a considerable period be followed by
an expansion of the volume of construction rather than
by a decrease in the demand for labor in the building
industry.

Without minimizing the problem of technological
unemployment—for there can be no doubt that changes
in the processes of production through the introduction
of labor-saving machinery work hardship upon the dis-
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placed workers by outmoding skills acquired through
years of experience and by necessitating a readjustment
to new conditions and loss of time and wages in the
search for new employment—it is none the less clear
that in general increased productivity can mean only in-
creased prosperity. A rise in productivity in one industry
in itself means increased demand for its own products or
for the products of other industries, so that by and large
it generates employment at the same time that it curtails
it.

Increased productivity signifies that a given volume
of product may be produced with a smaller number of
workers than formerly and that the cost of production
in terms of human effort has been decreased. In the
simplest though not the usual case the entire saving in
cost goes to those who remain as producers in the in-
dustry. When this is true the smaller number of par-
ticipants, if they maintain full production, obtain an
added product which is equivalent to the former pro-
duction of the individuals who have been released. This
extra product will presumably be placed on the market
in exchange for new goods, the production of which will
employ the released workers.

Presumably the increased demand for new produc-
tion will materialize whether the added product per
working hour resulting from the change in productivity
is distributed in the form of higher wages to labor, lower
prices to consumers, or higher profits or dividends to the
entrepreneur or investor.' In other words, irrespective
of how it is distributed, it has the potentiality of yielding
more product for the population as 2 whole with no

*To be sure, the process may be interfered with by maladjustments
arising from a disproportion between spending and saving. For full
discussion, see H. G. Moulton, T/e Formation of Capital, especially
Chap. X.
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diminished employment (except temporary unemploy-
ment during the period of readjustment following any
dislocation), rather than the same volume of produc-
tion with a smaller number of persons employed. The
increased prosperity resulting from the increase in pro-
ductivity may of course be taken in the form of shorter
hours. It is conceivable that in balancing additional goods
and services against added leisure, the people would
choose the latter. As a matter of fact, as the general
productivity of the nation has grown, its benefits have
been passed on partly in the form of more product and
partly in shorter hours of work.

The idea of forcing lower hours (irrespective of
whether or not we prefer added leisure to more goods
and services) as a means of preventing technological
unemployment is nothing but a revival of the blind
machine-smashing days of the early stages of the in-
dustrial revolution. The idea acquires plausibility only
in the darkness of despair. It is not based on mature
analysis of the causes of unemployment and of the mal-
adjustments underlying the depression in general; nor
does it appear to be the result of an analysis which takes
into consideration the long-run progress of the nation.
While provision must be made for the victims of techno-
logical advances the process of rising productive efficiency
must not be interfered with. It still remains to be proved
either by logic or fact that restriction of hours of work
for the purpose of spreading the “available jobs” at a
time when we need an expansion of the supply of goods
and services will solve even the immediate economic
problems with which the nation is faced.

Those who see in shorter working hours a solution of
unemployment are handicapped in their thinking by the
fallacy that the nation is divided into two fixed groups—



PRODUCTION AND PRODUCTIVITY 175

those who have work to offer and those who seek em-
ployment—and that the amount of work to be done and
the amount of funds available for wages are also fixed.
Reasoning from this premise leads to the conclusion that
a forced reduction of the hours of work would spread
employment and wages to include everybody who is
willing to work.

But, as a matter of fact, employers and employees (in
the broad sense) are in essence not two separate and
rigidly fized groups. Under modern conditions we all
work for one another and the employers and employees
are fundamentally the same people. The manufacturer
and the merchant offer employment only in so far as the
people—composed chiefly of employees—are in a posi-
tion to use goods and services. Employment and pro-
duction are complementary concepts: one generates the
other-—one is not independent of the other. Maintaining
or expanding the purchasing power of those employed,
lowering prices to consumers, and making ample pro-
vision for those temporarily dislocated by technological
changes would therefore seem to offer a more pertinent
approach to the problem of technological unemployment
than work spreading.

The production and productivity situation may be
briefly summarized. Considerable recovery has been
achieved in the output of goods and services in the
United States in the past three years. By the middle of
1936 the output was only about 13 per cent below that
of 1929, as compared with about 35 per cent in 1932.
This statement, however, does not tell the whole story.
When growth of population and normal progress are
taken into account, output in 1936 appears to be 25-30
per cent below that indicated by the 1929 level.
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Except for the possible setbacks incident to the de-
terioration of the labor force and capital equipment, and
other temporary factors, there is no reason to believe that
the trend in productivity has been retarded during the
depression. On the other hand, there is no evidence that
it has been accelerated. During 1930 and 1931 man-
hour productivity was somewhat above normal, but since
then—in manufacturing at least—various factors have
kept it below the trend line. It is not unlikely that, with
the re-establishment of more normal conditions, produc-
tivity will turn upward and the pre-depression rate of
growth may be resumed.

In general it appears that increased productivity and
the dire consequences sometimes attributed to it have
been greatly exaggerated. Examples of startling techno-
logical change have necessarily been drawn from limited
fields of economic activity. The majority of the people
are normally engaged in work which is only moderately
subject to the application of labor-saving devices. As a
result, even though man-hour productivity ii manufac-
turing has been increasing at the rate of about 3.5 to 4.0
per cent per year, for the economic system as 2 whole it
has proceeded at the rate of only about one per cent per
year.



CHAPTER VIII

ACCUMULATED NEEDS IN DURABLE
GOODS

Much has been heard in recent years of the role of
the so-called “durable goods” in the depression. Indeed
the extraordinary decline of these industries from 1929
to 1933 and the tardy recovery of some of the most
important of them since recovery began have been thor-
oughly publicized. We have been told variously that
the revival of durable goods production is an _indis-

" pensable condition of recovery, that genuine prosperity
is impossible without full activity in the construction
industry, that the “heavy industries” must be stimulated
by public works® outlays, and so forth. The importance
of the issues thus raised is evidently such as to warrant
special consideration of the situation in these industries.

The durable goods industries are, moreover, regarded
as of fundamental importance from the standpoint of
providing work. It is contended that if existing unem-
ployment is to be eliminated a large portion of the
unemployed must be absorbed in the production of dur-
able goods, where the greatest slack and the greatest
production deficiency exist. In the present chapter we
shall accordingly study the situation in the major di-
visions of the so-called durable goods industries with a
view to indicating, as accurately as the available data
will permit, the extent of the latent requirements or
needs there existing. Then, in the ensuing chapter these
production requirements will be translated into terms of
employment possibilities.

77
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As a preliminary to this discussion, it seems desirable
to get a bird’s-eye view of the nature and extent of the
durable goods industries and to note their distinguish-
ing economic characteristic.

First, what is meant by durable goods? For the pres-
ent purpose they may be somewhat arbitrarily defined as
goods having a normal useful life in excess of three
years. They include buildings of all kinds, producers’
plant and equipment, public works, and consumers’
goods such as automobiles, refrigerators, vacuum clean-
ers, washing machines, furniture, and the like. The term
is thus distinctly broader than capital goods or producers’
goods, the function of which is to facilitate the processes
of production. It includes a substantial proportion of the
total supply of consumers® goods, the most important
groups being private housing, household equipment, and
automobiles. The reason for grouping producer goods
and consumer goods having a long life under the single
classification of durable goods is that they possess certain
characteristics which make for similarity of behavior
during periods of expansion and depression. Their
primary common. characteristic is the postponability of
the demand for them.

Three principal factors account for the relative post-
ponability of the production of durable commodities.
The first is that current consumption of alt-such com-
modities need not be eliminated when new production
ceases. A suspension of the production and distribution
of food would result in almost immediate distress, while
a cessation of house building would occasion no acute
shortage of facilities for several years. As long as 2 com-
munity has an unconsumed stock of durable goods, it
can continue to enjoy their use even though current out-
put is entirely suspended.
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The second factor relates to the relative urgency of
the need for durable as compared with non-durable com-
modities. In the first place a great many durable com-
modities fall in the class of luxuries, and hence are more
readily dispensable than are necessities. Postponement
of the production of capital goods involves another
consideration, namely, that in a period of recession the
supply of existing capital goods greatly exceeds current
demands for the products which can be turned out.
Thence considerations of profit serve to postpone new
construction until a more favorable time.- Moreover,
the curtailment of output in consumer goods indus-
tries results in a postponement of replacements of plant
and equipment and thus in the demands upon capital
goods industries for such equipment. In general, how-
ever, the decrease in the production of replacement
equipment and repair materials is very much less than
the decline in the output of new plant and equipment.

The third factor affecting the demand for durable
goods is the availability of credit. Since durable goods
commonly involve relatively large commitments, the
buyers thereof usually find it necessary to supplement
their own funds with borrowed money. This is especially
the case with houses and with capital goods, both private
and public. Under these circumstances, even when in-
dividuals are willing to assume the risks involved, the
Ienders of funds may be unwilling to make the necessary
advances. The supply of credit available for the purchase
of durable goods is itself subject to psychological swings.
In certain types of loans, for example real estate mort-
gages, there are times when money is almost unobtain-
able on any terms. In consequence, the fluctuations in
the demand for durable goods may be amplified by
*fluctuations in the availability of credit.
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The construction and repair of durable goods or-
dinarily absorb a substantial portion of the productive
energies of the nation. In the chart on page 181 we show
the value of the annual output during 1919-33 of fin-
ished durable commodities, as compared with non-
durable goods and with total production of commodities;
also the relative importance of the principal types of
durable commodities.

The durable portion of the total commodity produc-
tion generally ranges between 30 and 50 per cent, the
average for the entire period covered by the chart being
about 42 per cent. It should be borne in mind that these
figures relate to commodity production only, services
being excluded; hence they overstate somewhat the rela-
tive importance of durable goods in the aggregate pro-
ductive activity of the nation.* When allowance is made
for services (for which no comprehensive and continu-
-ous statistics are available), it appears that on the aver-
age about one-third of the total productive effort goes
into durable goods, the range of variation being roughly
from 25 to 40 per cent.?

As the chart indicates, the decrease in the output of
durable goods during the depression was vastly greater
than that of non-durable commodities. Between 1929
and 1933 the value of durable goods produced decreased
from 32 billion dollars to about r2.s billions, while
the output of non-durable commodities declined only
from 36.8 billions to 3r.2 billions. Statistical compila-

*The estimates of production of durable goods are grass and hence
include goods currently consumed.

*The National Bureau of Economic Research has estimated that in
1929 the volume of services “not directly related to the production, trans-
portation, and distribution of commodities® was about 7.5 billions
(Bulletin 52, p. 5). This indicates that in that year the production of

physical goods absorbed about 8o per cent of the entire economic activity
of the country. Durable goods alone absorbed 39 per cent.
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tions are not yet available showing the dégree of the
recovery in the durable and non-durable lines since
1933, but in general it is true that the output of non-
durable commodities is much closer to pre-depression
levels than is the case with durable goods.

The chart also indicates that the decline in producers’
durable and consumers’ durable goods was roughly in
the same proportion. The decline in public and semi-
public construction was somewhat less than that in the
output of private durable goods.

The relative importance of the principal classes of
durable goods production, including repairs, for the five-
year period 192 §-29 is shown in the accompanying table.
Since the data are not precisé they are given in round
figures, within the probable range.

ProbucTioN oF Princrpar Tyres oF DurasLe Goobs,

1925-29
Five-Year Average Value
Class {In millions of dollars)
Consumers’ durable:
Residential construction 4,500- 5,000
Passenger automobiles. . 3,750~ 4,000
Other ,000- 5,
Total consumers’ durable................ 13,250-14,750
Producers’ durable:
Steam railroads. 2,600~ 2,700
Public udilities, . 2,100- 2,200
Industrial enterp; 7,000- 7,500
Agricultural enterpris . 900- 1,100
Total producers’ durable................ 12,600-13,500
Public and semi-public construction. . ........ 3,500~ 3,700

There is very little difference in the aggregate volume
of production of consumers’ durable and producers’ du-
rable goods. Industrial enterprises, housing, and auto-
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mobiles constitute the three most important groups. In
the following pages each of these divisions of the durable
goods industries will be given separate consideration.

1. RESIDENTIAL CONSTRUCTION

Because of the long life of houses and other resi-
dential buildings, readjustments in the fundamental
factors of supply and demand require a long time to
work themselves out. There is indeed some evidence
of the existence of a typical building cycle of from
1§ to 20 years’ duration.® Consequently it is essential
that the present housing situation be viewed: in a con-
siderable time perspective.

The chart on page 185 reveals the basic trends in resi-
dential construction from 1919 to 1936. Since the sta-
tistical data with reference to housing construction, dem-
olitions, vacancies, and so forth, are far from precise, the
chart must be regarded as representing merely a reason-
able picture of changes in the supply and use of housing,
based upon a careful appraisal of the evidence available.
It should also be noted that the figures relate only to
the non-farm housing of the country.

It will be seen that the peak in residential construction
was reached in 1925. Thereafter the continued increase
in vacancies and the decline in rents and values of exist-
ing properties resulted in a steady reduction in the
volume of construction. By 1929 the output was only
about one-half that of the peak year 1925. The ex-
traordinary range of activity in the construction indus-
try is indicated by the fact that in 192§ as many as
900,000 housing units (residences and apartments) were

*See chart by J. R, Riggleman in the Journal of the American Sta-
tistical Association, June 1933, p. 175. See also recent issues of the Real

Estate Analyst, and the study by Homer Hoyt entitled One Hundred
Years of Land Valuss in Chicago.
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erected, whereas in the low year of the depression, 1934,
only 60,000 units were built.

The enormous fluctuation in the number of houses
constructed reflects their exceptional durability. The
average life expectancy of new housing units is some-
where between 50 and 100 years. Since probably 9o per
cent of the residential structures now standing in Ameri-
can cities are under 50 years of age, the volume of old-
age demolitions is of insignificant proportions.* Even if
we include demolitions from all causes, the total is
relatively small; hence new construction needed to re-
place old dwellings destroyed is ordinarily but a small
part of the total. In the decade of the twenties new
building was roughly ten times the volume of demoli-
tions, the latter averaging about 70,000 a year.” This
means that the predominant factor in the demand for
new housing is not replacement but expansion in the
total number of units occupied. This expansion is gov-
erned primarily by the growth in the number of
families.®

The line on the diagram marked “potential occu-
pancy” indicates the occupancy that would have been
expected under prosperity conditions. The difference be-
tween actual occupancy and potential occupancy reflects
three factors: (1) doubling up of families, (2) post-

* The Real Propersy Inventory, covering 64 cities at the end of 1933,
found 91.7 per cent of such buxldmgs under so years of age. F, J.
Hallaver’s computations based on this inventory lead him to believe that
the average life expectancy of new dwellings exceeds 100 years (“Popu-
lation and Building Construction,” Jowurnal of Land and Public Urility
Economics, February 1936). Roy Wenzlick has found in 2 study of
S8t. Louis that 72 per cent of residentiul structures are standing on their
soth anniversary { Real Estate Analyst, May 1934) .

® See Appendix D, Section IIL
¢ Individuals maintaining separate living quarters are considered as

families.
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poned marriages, and (3) a shift of urban population
to farms, The first two of these factors are clearly of a
temporary character; and in view of the fact that the
farm population of the country remained practically sta-
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" For sources and methods, se¢ Appendix D, Section II. All data
except those for dwellings built cach year relate to December 31.
tionary throughout the twenties it is reasonable to as-
sume that, with the return of prosperous conditions,
there will be a return flow from farm to city; in fact
the movement has already begun. In any event. that
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line on the chart represents the potential occupancy on
the basis of the assumptions here made.

In the light of this brief survey we may now ask:
What are the construction needs in the near future, re-
sulting from the restricted building of the last seven
years, demolitions, and the normal growth of popula-
tion? The amount of new building needed cannot, of
course, be indicated with precision for it depends to a
considerable extent upon indeterminate factors. It is
nevertheless possible to gauge the probable requirements
in a crude way on the basis of certain assumed trends. If
we assume that the rural population in the future will
be no larger than it was in the decade of the twenties,”
that population growth and marriage will proceed at
the rate currently indicated, and that the demolition of
houses will continue at a somewhat increased rate, we can
indicate the approximate number of housing units that
will need to be constructed in the near future if the
population is to be housed on the same plane as before
the depression.

For the purposes in hand we shall project these re-
quirements over a period of five years, from 1937 to-
1941 inclusive. They depend upon: (1) the present
accumulated deficiency or arrearage resulting from
population growth and restricted construction during the
last seven years; (2) the increase in the number of
families requiring housing accommodations in the next
five years; and (3) the rate of demolition of existing
houses. On a conservative basis the estimated require-
ments work out as follows:

"The farm population was practically stationary in the ies and’
it seems not improbable that the return movement to the farms during
the depression will prove a temporary phenomenon and that, with the
return of full prosperity, the farm population will be no larger tham
it was in 1929.
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Accumulated deficiency, 1930-36 ... .. .. .. 2,000,000 units
Increase in urban families, 193741 ... ... .. 2,000,000 units
Demolished housing replaced, 1937-41 ... .. 500,000 units

If spread equally over the five-year peried the total
number of units required would be approximately
900,000 annually, representing a value at current prices
of over 4 billion dollars a year. Repairs on the housing
inventory as a whole would increase this total to about
5 billions annually. It will be recalled that this compu-
tation relates to non-farm residential construction only.

In this computation we have not assumed any new
shifts in the location of urban population such as oc-
curred in the twenties. Nor has allowance been made for
any possible wholesale destruction of old houses, either
as part of social slum-clearance programs or because of
new developments in housing construction which would
provide better accommodations at much lower costs.

This annual average requirement of approximately
900,000 units during the next five years may be com-
pared with an actual average of 750,000 during the five
years 192 5-29, and an average of only 160,000 during
the last seven years. To give this country by 1941 hous-
ing facilities equal, on a per capita basis, to those of 1929
would require an average annual construction about 20
per cent greater than that during 1925-29, over five
times as great as the average during the last seven years,
and three times as great as that in 1936.

Again it must be emphasized that we are not here
indulging in prophecy as to the actual volume of con-
struction which will be undertaken in the next five years.
Developments will depend in part on the general trend
of business and in part upon factors peculiar to this in-
dustry itself, particularly the level of costs in relation
to rents and values. We are for the present concerned
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only with indicating in a rough general way the po-
tentialities in the field of residential construction, What
these potentialities mean in terms of employment will
be considered in the following chapter.

It should be noted, in passing, that the great bulk of
the present construction is under private auspices. Not-
withstanding the strenuous efforts of the Public Works,
Relief, and Resettlement Administrations in the erection
of urban housing, only about 50,000 units will have been
constructed in a period of three years. Even this paltry
volume promises to be greatly reduced with the com-
pletion of existing projects; and it remains to be secen
what efforts may be made along this line in the fu-
ture. In any case, public construction will doubtless play
a relatively minor role in the next few years.

II. PASSENGER AUTOMOBILES

The purchase and repair of passenger automobiles is
of 2 magnitude comparable to that of residential con-
struction, amounting between 192§ and 1929 to roughly
4 billion dollars annually. Significant changes in this
field of activity are shown in the chart on page 189.

The use of passenger automobiles, as indicated by
their total gasoline consumption, showed remarkable
stability during the depression, the low year (1932) be-
ing about the same as in 1929 and the average for the
period 1930-35 being materially higher. Despite this
high level of consumption, however, the sale of new
cars suffered a drastic decline. In the low year the num-
ber marketed domestically was only one-third of the
1925-29 average, while for the years 1930-35 the aver-
age was but 60 per cent of the pre-depression level.

This curtailment of new car output and distribution
served to halt for a time the growth in the number of
cars in use, but it was insufficient to effect any great
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reduction from levels previously attained, the maximum
shrinkage being something like 6 per cent. The smallness
of this contraction was in part due to a reduction in
scrappage rates during the depression as a result of the
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use of cars beyond their normal age and condition for
retirement; but an even more important contributory
factor was the low average age of the pre-depression
automobile inventory.

Because of the rapid expansion of that inventory (the
number of cars in use rose 43 per cent in the five years
prior to 1930) it was relatively overweighted with
young units, and it contained, therefore, an exceptionally
large volume of unconsumed mileage. This is estimated
to have been two-thirds of the mileage contained by an
equal number of absolutely new units at the end of
1929.® Thus there was a large reservoir from which
withdrawals could be made during the depression. That
these withdrawals far exceeded replacements is strikingly
evidenced by the estimate that the unconsumed mileage
in the car inventory fell from 1,067 billions of miles
at the end of 1929 to 671 billions at the end of 1934.°
By the end of 1936 little progress will have been made
in the refilling of this reservoir, despite the fact that the
number of cars now in use is probably at least as high as
before the depression. Indeed, it appears that 1936 was
the first year since 1929 during which there was any
expansion of the unconsumed mileage in the inventory.™

*J. W. Scoville esti the il y of a new
car at 77,500 miles, and the average unused m:leage of cars in use at
the end of 1929 at nearly 54,000, Behavior of the Automobile Industry
in Depression, p. 19.

* The same, p. 19.

" If we assume that the average car runs 10,000-11,000 miles a year,
and that the potenunl mxleage of the average new car is 75,000~
80,000 (see S of the A bile Ind:ulry in De-
pression), we condude that 1936 saw a mileage consumption of 200-
220 billions, as against additions to the mvemory of 360-230 billions.
On this basis it would appeat that the g y at
the end of 1936 would be approximately 720 billions.

Since the extraordinary volume of unconsumed mileage in 1929 was
the result of an age distribution of the car supply to be found after a
period of rapid growth, it must not be assumed that it represents a norm
to be regained irrespective of the future rate of growth.
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The present passenger car inventory is relatively over-
weighted with units that are approaching superannuation
and retirement, and underweighted with units of recent
vintage. Although, as we have just observed, the in-
ventory as a whole is as large as it was at the end of
1929, the number of cars under three years of age is
smaller by nearly 2 millions (8.2 millions as against
10.1), while those under four years of age fall short
by nearly 4 millions (9.7 millions as compared with
13.6). Some millions of people are driving cars older
than they are accustomed in good times to “trade in” for
new ones, while other millions whose circumstances are
such that they ordinarily turn in one used car for another
are likewise driving vehicles older than they would con-
tinue to use in prosperity.'* This qualitative deficiency
of the present inventory in relation to the prosperity
standards of the car-using public is certain to take the
form of released demand with improvement in economic
conditions. It should be added in this connection that
the large number of old cars in the present stock indicates
exceptionally heavy scrappage in the near future, a factor
that will convert a qualitative deficiency into a quantita-
tive one.

Even the present supply of cars appears deficient
quantitatively in relation to potential prosperity de-
mands. The number of cars in use has not increased since
1929 in proportion to the growth in population. The
number of families in the United States is now about 10
per cent greater than it then was. This would indicate 2

™ The state of the inventory in the hands of those who ordmanly buy
their cars new is of course more directly related to the prospective de-
mand for new output than is the condition of the inventory in the hands
of those who trade one used car for another, The latter is significant
indirectly, however, through its effect on the used car market and on

the relationship between new and used car prices. This relationship has
much to do with the demand for uew units.
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considerably further expansion in the number of cars
even if the ratio of cars to family population remained
unchanged. That ratio was, however, rapidly expanding
before the depression, and there appears no convincing
reason to doubt that a return to prosperity and reason-
ably full employment would see considerably higher
ratios than then prevailed. The potential deficiency of
cars attributable to these factors is evidently large.

‘While much progress has been made since the bottom
of the depression in freshening up the passenger car in-
ventory of the country and while there has been 2 mod-
erate expansion in its size, it is nevertheless clear that
the process has considerably further to go before the po-
tential deficiency resulting from the curtailment of pro-
duction during the depression has been eliminated.

The requirements for passenger car construction over
the next five years may—on the basis of certain assump-
tions—be indicated in a rough general way. These as-
sumptions are: (1) that a normal situation with respect
to the age of cars would be one in which on the average
their life was nearly half spent—a little over 50 per
cent of their mileage unconsumed; and (2) that the
number of automcbiles in proportion to population
would be at least as great in 1941 as it was in 1929.

As has been pointed out, because of the preponderance
of old cars, the unconsumed mileage, on the average,
was below “normal” at the end of 1936. We estimate
that to obtain a normal inventory situation would re-
quire nearly 2 million new cars. The per capita owner-
ship of automobiles has also declined; and we estimate
this deficiency at the end of 1936 at approximately 2
million cars. The total backlog is thus about 3 million
cars.
To provide for the growth of population in the next



DURABLE GOODS ’ 193

five years would require well over a million cars. In
addition, there is the normal replacement of worn-out
cars. If we assume an average life of seven or eight
years, the replacement requirements in the next five
years would amount to more than 3 million cars a year.
The total requirement, thus computed, is roughly 20
million cars in the next five years—or an average an-
nually of about 4 million cars. This may be compared
with domestic sales between 1925 and 1929 of about
3.4 million cars. On the basis of the present average
price per car, this would represent an expenditure of
about 3 billion dollars annually.

Whether such a volume of automobile demand will
actually develop will of course depend upon the state of
business activity as a whole, about which we are here
making no prediction. The estimate merely affords a
rough indication of minimum requirements if the per
capita consumption of automobiles is to be on a plane
equal to that of the years just before depression. If we
may judge by the experience of the past the actual pro-
duction might, under favorable business conditions, be
even higher than these estimates.

ITI. OTHER CONSUMERS’ DURABLE GOODS

Apart from housing and automobiles, durable con-
sumers’ goods constitute a miscellany of items such as
household furniture, refrigerators, vacuum cleaners,
washing machines, ironers, radios, and mechanical equip-
ment generally. In the late twenties consumer expendi-
tures for this group of commodities averaged in excess
of s billion dollars yearly.

The durability of most of these articles is not very
great—a matter of a few years—and their initial cost
as compared with houses and automobiles is small. Both
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of these characteristics help to account for the fact that
despite wide variations in the behavior of different items
the group as a whole displayed a greater degree of
resistance to decline during the depression than did
houses or automobiles.”® A further factor in this rela-
tively good resistance is the existence of a number of
component items the sale of which prior to 1930 was
increasing rapidly. This condition obtained in the case
of articles recently introduced or recently brought with-
in reach of the mass market. Examples are especially
numerous in the field of electrical equipment, such as
refrigerators, radios, ironing machines, ranges, clocks,
dishwashers, heating pads, percolators, toasters, and
waflle irons. The effect of the depression on items for
which the sale during prosperity had been rapidly ex-
panding was in general a much smaller decline from
1929 levels than would have occurred had the market
been already saturated. In extreme instances it merely
slowed up without stopping the growth in unit sales,
while in some other cases unit sales remained at about
the 1929 figure.*® Such items helped to make the decline
in the “all other” consumers’ durable goods category as
a whole less than that shown by established goods with
relatively saturated markets such as heusehold furni-
ture, physical sales of which declined about 60 per cent
from 1929 to 1932. )

Notwithstanding a considerable number of new and
rapidly spreading items like radios and mechanical re-
frigerators, the fact remains that the bulk of the demand

' If adjustment is made for price changes, the maximum decliné"from
prosperity high to depression low (in annual terms) was over go per
cent for new housing, and over 70 per cent for new automobiles, as
compared with a little over so per cent for the “all other” category.

™ See Electrical Merchandising, Janvary 1916, p. 3.
* Estimated from trend of furniture store sales, with adjustment for

price changes.
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in the “all other” category is of a replacement character.
The number of households in the country seldom ex-
pands at a rate exceeding 2 or 3 per cent annually. It is
obvious, in view of the limited durability of most articles
in this category, that for those already in general use
the normal replacement market is many times as great
as that arising from the increasing number of consumers.
This applies especially to such things as furniture and
standard house furnishings which are employed in some
form by every household. Even for a commedity so
recently introduced as the radio, however, it has been
estimated that 73 per cent of the current output goes
for replacement and only 27 per cent for extending the
number of users.™

The rate at which the existing inventory of these
goods was consumed or worn out probably did not
change very materially during the depression. Their
owners continued to use them as long as they could be
made to serve regardless of whether they could be re-
placed when discarded. Whether, or to what extent, the
inventories actually declined in terms of number of units
it is impossible in most cases to say. It is certain, how-
ever, that in many cases they failed to keep pace with the
growth of population, and thus some deficiency un-
doubtedly exists in 1936.

As to the accumulation of a qualitative deficiency in
the existing inventories there can be even less doubt.
The age distribution of the inventories shifted unfavor-

~ably and came to have an abnormally large proportion
of old and obsolete units. For many of the articles in this

* Radio Remlmg, January 1936, p. 14. The calculauon excluda auto-
mobile receiving sets, The euly PF of in
this and many other cases is due more to rapid “obsolescence than to

actual wear. Many articles of recent introduction are improved so fast
that they become obsolete in short order.
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field, obsolescence from style changes and mechanical
improvements is very rapid, and any aging of the inven-
tories due to a suspension of purchasing during the de-
pression builds up a strong potential demand to be
released by more favorable conditions.

Comprehensive data for the output of this class of
goods since 1933 are not available; but it is evident from
fragmentary evidence that we have already had a re-
covery that has placed the sale of many items in new
high territory and has lifted the class as a whole most
of the way back to former levels. It seems certain, how-
ever, that the bulk of the deficiency accumulated during
the depression remains to be repaired.

Because of the wide range of commodities included
in this classification and the unsatisfactory character of
much of the data, it is particularly hazardous to present
estimates of requirements over the next five years. How-
ever, that a deficiency of considerable magnitude will
exist at the end of 1936 is not open to doubt. Moreover,
if new residences are constructed during the next five
years at the rate indicated in a preceding section, it is
evident that there will be accompanying needs for new
household furnishings and equipment. Taking account
of the deficiency in existing household furnishings and
equipment, the increase in the number of households,
the normal replacement, and figuring on the basis of
present prices, we would estimate that the minimum
requirements over the next five years would represent
a level of production at least 10 per cent above that of
the 1925-29 period. This would be at the rate of ap-
proximately 6 billion dollars a year.

IV. STEAM RAILROADS

Railroad expenditures for capital and maintenance
purposes averaged from 192§ to 1929 over 2.5 billion
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dollars annually. The average for the period 1930-36
inclusive has been only half this total. In the low year
of the depression these expenditures shrank to only 825
millions; in 1936 the outlays have increased to nearly
1.5 billions.” As a basis for the discussion which fol-
lows, we present on page 199 a graphic picture of some
of the major factors and trends in the railway situation.
A glance at the top section of the chart shows the
drastic curtailment in the construction of both equipment
and new roads which occurred after 1930. For five years
the output of new rolling stock was almost negligible,
falling so far short of the current scrappage of old units
that the total stock of equipment owned by the railroads
shrank continuously (see second section of the chart).
Notwithstanding a considerable increase in the produc-
tion of equipment in 1936,'" it did not suffice to prevent
a further decline in the existing inventory during that
year. )
In the case of roadbed and structures the effect of the
curtailment of new capital outlays was not to reduce
inventories but rather to check the modernization of
facilities already under way. The scrappage of railway
lines has been comparatively negligible, abandonments
amounting between 1929 and 1936 to only 2 or 3 per
cent of the total mileage in operation, but the roads have
fallen far behind their original program for improving
their trackage and structures to meet the requirements
of modern operating standards. The Railway Age ob-
serves that the railroads “have never gone through a
period of five years when they bought so little new
equipment, and in which so many changes in the equip-
* Mai pendi puted exclusive of charges for
deguciation and retirements.

* No satisfactory figure for the year as a whole is available at the
time of writing.

are
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ment offered them were made, as in the last five years.
The prolonged lack of buying, the changes in transpor-
tation competitive conditions, and the development of
new kinds of equipment and materials have made 2
vastly larger part of railway facilities obsolete than ever
was the case before,”®

Because of the complicated character of the problem
it is exceptionally difficult to estimate the construction
and maintenance requirements of the railroad industry.
Unlike other durable goods industries, no increase in
basic plant (miles of railway line) is necessary, but ex-
tensive rebuilding and re-equipping is essential if the
railroads are to be placed in condition to handle satis-
factorily an increased tonnage. At the same time, how-
ever, there have been marked improvements in the
character of equipment and in operating efficiency which
tend to lessen the amount of investment required for
a given volume of business. Nevertheless, it is possible
to arrive at a rough estimate of requirements—on the
assumption that traffic increases not only to pre-depres-
sion levels but expands in proportion to the increase
in population. It is necessary to consider the situation
separately with respect to roadway and structures and
equipment.

1. Way and structures. During the depression there
was a drastic curtailment of improvements in the form
of heavier rails, additional ballast, new signal systems,
grade reductions, straightened track, and so forth, out-
lays for such purposes in 1933 being less than 20 per
cent of those in 1929, The under-maintenance of road-

* Railway Age, Jan. 4, 1936, p. 4. See also the following reports by
the Federal Co-ordinator of Transportation: Technical Improvements in
Railroad Equipment, Roadway and Structures, Jan. 27, 1935; Inspection

of Freight Cars and Locomotsves, Jan. 4, 1934; Freight Car Equspment,
Nov. 25, 1933; and Steam Locomotives, Apr. 24 and June 9, 1934.
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bed is indicated on the chart on page 199 by the reduc-
tion in man-hours of road maintenance per 1,000 “car-
miles run” from 3I in 1929 to 20 in 1933 and 21 in
1934-35. The under-maintenance of roadbed is further
evidenced by the fact that in the-five years 1930-34 the
tonnage of rails laid in replacement averaged only about
half 4s much in relation to car mileage as in the preced-
ing five years, while the corresponding comparisons for
the number of crossties laid shows about 80 per cent.”

In 1933 the Railway Age published an estimate of
700 million dollars for necessary outlays on roadway
and track, if a general “physical rehabilitation” of the
railways was to be made. In January 1936 the same
journal stated that “a statistical study in which an effort
was made to take all . . . factors into account indicates
that the expenditures for maintenance of way and struc-
tures during each of the . . . years 1932-3§ inclusive, has
amounted to not more than 70 per cent of the outlay
that would have been required to maintain the condition
of properties.” This, according to the Railway Busi-
ness Association, would mean an accumulated deficiency
of approximately 650 million dollars.

Other students arrive at much smaller estimates. It
is pointed out that the number of tons of rails laid in
replacement during 1929 was more than normally
needed, and that the replacement problem in the next
few years would not require as large outlays, including
deferments, as was the case in the years just prior to
1929. At the same time, it is observed that railroad re-

™ The test of car mileage results in a considerable understatement of
the maintenance deficiency during the depression, since the deterioration
of road and equipment from the action of weather went on irrespective

of use. It did not, therefore, contract in proportion to the decline in
car-miles ron.
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placement and repair work is less expensive than form-
erly, and that present improved methods of application
tend to lengthen the life of rails. Much the same situ-
ation exists in the case of ties. With respect to ballast, it
is observed that the excellent record of the railways for
safe operation in recent years suggests that ballasting
of the tracks has not been seriously impaired. Such con-
siderations indicate a volume of deferred maintenance
of something like 200 million dollars.

These wide differences in estimates are in part at-
tributable to differing assumptions as to the volume of
traffic which the railways may be expected to carry and
as to the extent and character of the rehabilitation which
railroad properties should undergo. If the computations
are made upon the assumption of a substantial improve-
ment in roadbed, structures, and so forth, to meet the
needs of a volume of traffic in excess of that of 1929, one
would naturally arrive at a substantially higher figure
than if one is estimating merely the indispensable mini-
mum of improvements necessary to carry a volume of
traffic, say, 10 or 1§ per cent above present levels. It
is obvious, therefore, that any estimate can be at best
but a rough approximation; but it would seem that a
figure of 300 million dollars for deferred maintenance
of way and structures for the railroad system as a2 whole
would be conservative.

2. Equipment. The problem with respect to equip-
ment is essentially different from that in the case of
roadway and structures. Here we have to take account
not only of a deterioration in the guality of equipment
but also in the quantity of rolling stock. We shall con-
sider the quantitative problem first.

At the end of 1936 there will be about 12,000 fewer
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locomotives than in 1929, a decrease of 21 per cent.
However, since the decrease in inventory has naturally
been among the oldest, smallest, and least efficient units
the Joss in effective performance has been less than the
decline in mere numbers would suggest. Average trac-
tive power per unit in fact increased from 44,801 to
48,367 pounds. Taking account of this increase in aver-
age efficiency of the existing inventory and the greater
tractive power of the newest type of locomotives, and
allowing for the fact that there was some excess of stock
in 1929, it would appear that something like 6,000 or
7,000 new locomotives would be necessary to give us a
tractive power the equivalent of that of 1929. To handle
an increase in traffic proportionate to the growth in popu-
lation between 1929 and 1936 would require nearly
2,000 additional engines. A defidency of, say, 8,000
locomotives represents a cost of about 800 million dol-
lars at present prices.

The number of freight cars at the end of 1936 was
approximately 500,000 (20 per cent) less than in 1929,
while passenger cars showed a proportional decline, to
the number of 12,000. Allowing on the one hand for a
surplus of cars in 1929 and increased efficiency in the
use of rolling stock, and on the other for a growth of
traffic proportionate to the increase in population, the
deficiency would be some 400,000 freight cars and
about 6,000 passenger cars. This accumulated deficiency
would represent a cost of approximately a billion dol-
lars.™

A second point to be considered in connection with
equipment is that the existing facilities, both locomotives

®In 1935 the average cost per unit of the rolling stock constructed
was: locomotives $103,450; passenger cars $31,145; and freight cars
$2,133 (based on unpublished data furnished by the Interstaze Commerce
Commiss'on).
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and cars, are in a state of unusual disrepair. A glance at
the third section of the chart on page 199 discloses an
extremely high percentage of bad order equipment even
in 1936.” The proportion of unserviceable freight cars
increased from 6 per cent in 1929 to I4 per cent in 1935.
This tangible evidence of under-maintenance is cor-
roborated by the indicator (see chart) showing the
change in the number of man-hours of labor put into
the upkeep of equipment for every 1,000 car miles run,
which declined from 34 in 1929 to 28 in 1935.

While the figures thus point to a very considerable
under-maintenance of equipment during the depression
years, there is no method of estimating its exact extent.
An estimate of 100 million dollars for locomotives and
cars appears highly conservative.

Thus we arrive at a total deficiency for way and struc-
tures and rolling stock combined of approximately 2,200
million dollars as of the end of 1936.

In estimating the additional requirements over the
next five years several factors need to be taken into
account. Because of the high average age and obsolete
character of a substantial percentage of the locomotives

¥ These data probably understate the growth in unservicubiliry, for
two reasons: (1) a significant part of the idle eq\npm:m accumulated
dunng the depression and reponed as serviceable was, in fact, in dis-
Npmr; (z) mmy of the units reported merely as unserviceable were

bad condition, A special i i of the condi
ef frenght locomotives reported in 1933 as “stored serviceable” showed
only 78.7 per cent of these actually ready for use. The same examina-
tion applied to freight cars disclosed 4.4 per cent unfit for any service
and only §6 per cent fit for the service for which they were designed.
(Sﬂte)ment by the Federal Co-ordinator of Transportation, Jan. 4,
193¢

In a statement dated Dec. 15, 1935 President H. A, Wheeler of the
Railway Business Association observed that “a large proportion of the
‘bad-order’ car total is composed of fnaght cars bought during the World
War or shortly after it. Repun q! y become so expensive that it

is a waste to rebuild as an al ive to acquiring more modern rolling
stock.”™
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and cars, the replacement of rolling stock should proceed
at an unusually rapid rate, and allowance has to be made
for a continued growth of population and traffic. On the
other hand, the volume of maintenance and upkeep,
both equipment and roadway—once the present defer-
ments have been made good—should be substantially
lower than it was in the late twenties; and at the same
time the present level of costs is appreciably below that
of the pre-depression years. On balance it would appear
that the normal requirements of the next five years
would be considerably less than in the late twenties when
total expenditures aggregated over 2.5 billion dollars
a year. An estimate of about 2 billion dollars annually
for normal maintenance, replacements, and increases
would appear highly conservative.

If, in addition, we are to make good in the next five
years the 2.2 billion dollars of accumulated deficiency
at the end of 1936, we would have a level of railway
expenditures about equal to that of the years 1925-29.

To keep the railways abreast of current technical de-
velopments and to provide transportation on an in-
creasingly economical basis would necessitate much
heavier replacements of existing rolling stock and a more
extensive physical rehabilitation of roadways and struc-
tures than have been contemplated in the analysis above.
But leaving such improvements out of the reckoning and
considering only the accumulated deficiency and ordi-
nary maintenance and replacement requirements we
would still need to make in the next five years annual
outlays about equal to those of the pre-depression
period.™

Some students of the railway problem, however,

"1t is of interest to note that in the first eight months of 1936 orders
for freight cars, locomotives, and passenger cars were 478, 638, and 256
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point to an important possible offset to these require-
ments. They expect to see the railways playing a role of
declining relative importance in the transportation of
the future, in consequence of the assumed greater effi-
ciency of other types of transportation, and also because
of industrial shifts which may tend to lessen the total
movement of goods in proportion to the total volume of
national production.

If it is granted that the former assumption has valid-
ity, it remains none the less evident that the railroads are
going to make vigorous efforts to retain traffic, both
passenger and freight, and that the effort will itself
involve the installation of new railway equipment.
Moreover, it should also be noted that a transfer of
traffic from railways to other forms of transportation
would in any event require something like a correspond-
ing increase of facilities in other lines of transportation.
Thus the net effect of such a trend upon the transporta-
tion equipment problem is not likely to be great. The
effects of the shifting of industry and population work
themselves out only gradually; and it may well be
doubted whether we are entering upon a stage in which
railway transportation is of declining importance.

V. PUBLIC UTILITIES

Another broad category of durable producers’ goods
includes electric power, gas, electric railways, tele-
phones, and telegraphs.”® Combined capital and main-
tenance expenditures of these utilities during the pre-

per cent respectively of the orders of a like period of 1935, while rail
orders in the first seven months of 1936 exceeded those for the entire
vear 1935. (Data are those of the Raslway Age.)

*® Waterworks systems are classed under public works and are there-
fore considered under that heading.
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depression years 1925-29 averaged a little less than
those of steam railways in the same period, namely 2.25
billions a year as compared with over 2.50 billions for
the railways. Their relative importance and their trends
over a period of years are shown in the diagram on the
opposite page.

1. Eleciric power. The electric power industry, as
the term is used here, covers central stations, public and
private, which produce electricity for sale rather than for
their own use. It thus excludes generating plants of
manufacturing establishments, street railways, irrigation
projects, and the like, even though in some cases there
is an incidental sale of power to the public. The munici-
pal plants account for less than 6 per cent of the total
capacity and output. While they are included in the sta-
tistics which follow, the discussion of factors affecting
capital expenditures refers primarily to the privately
owned establishments. A still smaller fraction of the
industry—in this case not included in our figures—con-
sists of hydro-electric developments owned by the fed-
eral government. Most of these are still under construc-
tion, but even when completed their initial capacity will
be only a little over 2 per cent of the present total for
the industry.*

The electric power industry underwent a very rapid
expansion during the twenties, its capacity and output
growing at the astonishing average rate of about 10 per
cent annually. Outlays for new plant and equipment
ranged between 192§ and 1929 from 700 to 900 million
dollars annually. As a result of this rapid expansion

* National Power Survey, Series No. 1, p. 31. This statement relates

to projects now authorized, Boulder Dam being included. Their “ul-
timate” capacity is estimated at about four times the “initial.”®
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the industry entered the depression with a2 heavy pre-
ponderance of recently constructed units. At the end of
1930 about two-thirds of the total capacity was under
ten years of age, while approximately 9o per cent of it
was under twenty years.** This had the double effect
of holding repair and maintenance expenditures to rela-
tively low levels and of reducing the volume of new
facilities required to replace scrapped units.

The total generating capacity continued to expand,
though at a diminishing rate, until 1933. Since it takes
two years to plan and build a large steam generating

" Estimated from data in Natiomal Powser Surcey, Series No. 1, pp.

22, 23.
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station, and from two to seven years for a large hydro
plant, it is evident that an abrupt curtailment of outlays
for such purposes is not easy. In any event, capacity
reached its highest level about the time that demand for
electric power was at its lowest ebb. Thus for the time
being there was an exceptional surplus of ' unused
capacity.

The eventual curtailment of new capital outlays,
though belated, was drastic. In 1933 and 1934 such out-
lays amounted to but 20 per cent of the pre-depression
peak. Combined with maintenance expenditures, which
declined only moderately, they reached a depression low
of less than 30 per cent of the corresponding figure for
1929. Beginning with 1935 there has been a gradual
recovery both in pew capital outlays and in maintenance,
this development being largely in response to a growth
in power consumption which commenced in 1933.

So rapid has been this expansion in the demand for
power that at the present time (the autumn of 1936)
the output is currently running from 15 to 20 per cent
above pre-depression highs for the same period of the
year, and appears to be expanding at a rate even in excess
of that prevailing prior to 1930.* Not only is the num-
ber of customers about 7 per cent higher than in 1929,
indicating an increased size of distribution facilities, but
the current rate of utilization of generating capacity is
back approximately to the former level. This suggests
a fairly complete absorption of the additional facilities
installed during the depression.

A lively controversy has been carried on as to the
imminence of a “power shortage” and the immediacy of

* The output for the first eight months of 1936 was r3.5 per cent
over that of the similar 1935 period.
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the need for additional generating capacity to meet the
rapid growth in demand to which we have just
referred.”” We need not enter into the details of this
dispute, many of which are of a highly technical char-
acter, nor even into its essential merits. Not only is much
of this discussion predicated on conditions of two or
three years ago, but the differences of view, once allow-
ances are made for mutual misunderstandings, are not
sufficient to concern us here. Granted that an exact esti-
mate of the maximum output obtainable from the pres-
ent facilities is impossible, and granted, therefore, that
it is impossible to say precisely when their capacity will
be overtaxed by the growing demand for power, there
will be little dissent from the proposition that if output
continues to expand at anything like the present rate of
revival large-scale expenditures for new facilities cannot
be much further delayed. There are marked differences
among the various regions of the country with respect
to the imminence of power shortages, and the revival
of the construction of new generating capacity would
therefore tend to be for a time rather spotty and
uneven.™

A return to pre-depression ratios of output to generat-
ing capacity for the country as a whole supports this
presumption. It is true that there was a liberal amount

Tc , for le, the findings in National Power Surcey, Series
No. 1, with (he criticism of certain utility executives, Electrical World,
Apr. 13, 1935, P. 35, and the comments of the editor of that journal,
Apr. 27, 1935, P 23.

* National Power Survey, Series 1, p. 27. The completion of federal
hydro-clectric projects now under construction will produce a power
surplus in certain adjacent areas and will of course postpone the nced
for new private generating capacity therein. The construction of trans-
mission and distributing facilities, usvally a major fraction of all capital

outlays in this industry, will of course go on irrespective of the source
of the power.
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of reserve and stand-by capacity in 1929, and that a
good deal of slack could have been taken up had the
peak load been suddenly increased. This was in part due
to the perfectly legitimate practice of “building ahead
of demand.” The amount of this reserve capacity in
1929 is held by competent authority not to have been
significantly in excess of the requirements of good oper-
ating policy nor in excess of previous practice in the
industry.”™ In the absence of unforeseen improvements
in load factors (through increased inter-connection of
generating stations or otherwise) it appears that the
industry will soon find itself underbuilt by the pre-
depression standard. In view of the liberal reserve
capacity provided by that standard the underbuilding
may continue for a time without producing severe power
shortages under peak loads, but such a makeshift policy
would have a very limited duration. The restoration of
normal reserves of capacity thereafter would, of course,
require a compensatory over-expansion of capital ex-
penditures in the process.

We would conclude from this survey that, while
perhaps no significant deficiency has accumulated as a
result of the depression, the construction requirements
for the next five years are well above those of the late
twenties. With output and sales already from 15 to 20
per cent above pre-depression levels, and with markets
constantly broadening, it is evident that a considerable
expansion of capital is required in the near future. The
average outlays for the period 1925-29 were about 900
million dollars. Allowing for somewhat lower prices in
the next five years a similar figure would seem to be a

® For a discussion of this subject, see F. G. Tryon in America’s Capacity
to Produce, Chap. XV.
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conservative estimate of requirements.

2. Telephones. The telephone industry ranks second
among public utilities from the standpoint of capital and
maintenance expenditures, averaging from 1925 to 1929
a little over 600 million dollars a year. Like electric
power, it has a history of very rapid and continuous
growth up to the recent depression, with the double
result of a predominantly youthful equipment inventory
and a relatively high prosperity ratio of new capital
outlays to maintenance expenditures. The new capital
expenditures during the period 1925-29 averaged about
450 million dollars annually, while maintenance outlays
ran a little more than a third as high.

The industry presents two very distinct features. The
first is the necessity for its plant and equipment to ex-
pand more rapidly than its output, as measured by the
number of telephones in use. The reason for this is
simply that since the telephone system must provide
the means of connecting every subscriber with every
other, the number of potential connections increases in
geometric ratio to the growth in the number of users.

The second peculiar feature of the industry is its
extraordinary concentration of ownership. The com-
panies controlled by the American Telephone and Tele-
graph Company own about 80 per cent of the country’s
telephones and roughly 90 per cent of its wire mileage
and plant investment. By virtue of this monopolistic
position both capital and maintenance expenditures may
be controlled to an unusual degree by long-range
planning.

There was very little decrease in construction outlays
during the first two years of the depression. Outlays in
1930 were as high as in 1929, while those in 1931 were



212 THE RECOVERY PROBLEM

larger than in any year prior to 1928.* With the num-
ber of telephone users declining between 1929 and 1933
by 17 per cent, the result was an unprecedented surplus
of facilities in relation to current utilization. It was not
until 1932 that new additions to capital proved less than
retirements.

The expansion in telephones installed, which began
in 1934, has thus far regained only about half of the
ground lost during the depression. Although the total
number of installations has been increasing recently at
the rate of more than 800,000 a year, it will be over two
years even at that rate before the 1930 level is attained.
In view of the extensive additions to the telephone plant
that have been made since the former peak was reached,
it does not appear that there will be any acute general
shortage of facilities for some time. Indeed, it has been
estimated that the Bell System alone can add 2 million
telephones to those now in use with only minor expen-
ditures for equipment.™

While the large reserve capacity of the basic tele-
phone plant argues against any very heavy capital out-
lays in the immediate future, it should not be inferred
that these outlays will remain at their-depression level.
They have already risen; from 170 million dollars in
1933 to'2 50 millions in 1936, in addition to which there
has been a moderate expansion in maintenance expendi-
tures.™

The general adequacy of the present plant does not

" The amounts were 610 millions in 1930; 405 millions in 19313 250
millions in 19325 and 170 millions in 1933.

" Standard Statistics Company, Standard Corporation Records, A3y,
Mar. 13, 1936, p. 4. The estimate is actually 3 millions, but applies to
conditions at the end of 1935.

” Esti by the American Telephone and Telegraph Company. The
1916 figure is preliminary,
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prevent the development of shortages in specific local
situations. Much water has flowed under the bridge since
1930 and 1931. Because of the shifting of population
during the depression and the development of new resi-
dential areas with the revival of housing construction,
the demand for new telephone connections is certain to
fit only imperfectly the reserve facilities created several
years ago, and some outlay for basic plant such as cable
lines and central office equipment will be needed despite
existing unused reserves in many localities. Moreover,
there is an elastic field of expenditure in the replacement
or improvement of old facilities which fall short of the
best current standards. The entire telephone plant has
aged during the depression, and there is an increased
scope for renovation.* The growth in capital expendi-
tures, therefore, need not wholly await a normal utiliza-
tion of the plant reserves created in earlier years, but can
proceed prior to their general absorption.

There is undoubtedly a considerable deficiency in
capacity resulting from the various factors outlined, but
it is impossible to express it in terms of figures. A con-
siderable portion of the millions of families still on
public or private relief will need and install telephone
service when their incomes are restored. This demand,
added to that arising from the normal extension of tele-
phone service to meet the needs of an expanding popula-
tion, will require heavy capital programs. The require-
ments during the next five years would seem to approxi-
mate those of 1925-29.

3. The transit industry. This industry, as defined by

* Scrappage was fairly heavy during the first three years of the de-

pression, but has since fallen short of the level that appears to be indi-
cated by past trends,
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the Census, includes electric railways of all kinds and
motor-bus lines operated by electric railways and by
their affiliated subsidiary or successor companies. The
definition is sometimes broadened to include city bus
lines operated by independent companies. The electric
railways are in any case of dominant importance, carry-
ing in 1935 about 85 per cent of the urban traffic.*

While the importance of this industry from the stand-
point of durable goods activity is not sufficient to warrant
any extended discussion here (capital outlays and main-
tenance expenditures averaged about 350-375 million
dollars a year in the late twenties) it is interesting as an
example of 2 mature industry in 2 declining phase of its
career. Owing to the growing use of private automobiles
the total number of passengers carried by electric rail-
ways and city bus lines failed to grow materially after
1920, and after 1926 it entered a gradual decline. The
depression accelerated the downward movement, and by
1933 the traffic was only 65 per cent of the 1926 level.
A modest recovery in 1934 and 193§ raised the percent-
age to 72."

The result of this shrinkage in the total volume of
traffic was evident even before the depression in a rela-
tively low level of capital outlays for the transit indus-
try, averaging for the period 192§-29 about 12§ million
dollars annually, despite an investment in plant and
equipment exceeding 4 billions and an annual expendi-
ture for maintenance averaging 250 millions. During
the depression the contraction of the facilities of the
industry was greatly accelerated, the number of electric
cars on surface lines declining one-third between 1929

™ Transit Journal, January 1936, p. 6.
" The same, p. 6.
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and 1935, a shrinkage only partially offset by an increase
in the number of motor buses and rapid transit cars in
city use.” The mileage of surface tracks in operation
declined 30 per cent during this period, here again with
only a partial offset in the expansion of urban bus routes
and rapid transit lines.*"

This shrinkage in total facilities during the depression
suggests that a recovery of traffic to prosperity levels,
even though it stops considerably short of pre-depression
volume; will necessitate substantial expenditures to en-
large the carrying capacity of the industry, not to men-
tion those needed to offset current scrappage on continu-
ing operations,” Although many of the routes aban-
doned in recent years will not be re-established, the
growth and movement of population and the develop-
ment of fresh residential areas will give rise to many
new ones, while increasing traffic on existing routes will
call for additional faclities there.

The volume of capital expenditures, moreover, will
be conditioned not only by the volume and distribution
of the existing facilities but also by their character. The
industry is in the throes of a technological revolution.
In small and medium-size cities, and for certain types
of service in large cities, the motor bus is steadily super-
seding the conventional street car. Thus from 1922 to
1930 total street-car trackage declined from 42,200 to

* The same, p. 19. ‘The number of surface cars declined 21,400, as
against an increase of 7,250 buses and 1,470 rapid transit cars.

¥ The same, p. 15. Surface trackage was reduced by 11,000 miles,
while bus routes increased by 2,650 miles and rapid transit lines by 175
miles,

" Whether dunng ﬂle depres:on there has been any considerable under-

e of f: d d to be d in service in the future

it is difficult to say, but the available statistics do not seem to indicate
that it has been very large.
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35,500 miles while city bus routes increased from 817
to 24,750 miles. At the present time nearly one-third
of all dties of over 25,000 population depend on bus
service exclusively, this group including cities as large
as 230,000.” The process of changing over from street-
car to bus service, although retarded during the depres-
sion, is being resumed in force with the expansion of
traffic, and will necessitate, of course, sizable outlays for
new equipment.* Even where street-car service is con-
tinued, a vast amount of obsolete equipment will need
to be replaced in the near future. Roughly 9o per cent
of the cars now in existence are over 15 years old.”
Many of these are a liability from the standpoint of
attracting patronage as well as expensive to operate.

These factors have already been reflected in 2 volume
of capital outlays for 1936 almost as high as the level
of the late twenties, and nearly three times the volume
of 1933. In addition, maintenance expenditures have
been expanded considerably.*® A level equal to that of
the late twenties seems a reasonable estimate of needs.

4. The gas sndustry. This industry, which embraces
the production and distribution of both natural and
manufactured gas, is not of sufficient importance as a
consumer of durable goods to warrant more than pass-
ing notice, its total capital and maintenance expenditures
falling short of 300 million dollars even in 1929. Suffice
it to say that these expenditures, after declining to a
low in 1933 of about one-third of the pre-depression
figure, have shown a slow recovery since then that has

® Transit Journal, January 1936, p. 15.

“ Expenditures of the industry for the purchase of buses during 1935
were 6o per cent higher than in 1929.

“ Transit Journal, January 1936, pp. 1 and t9.
“ Estimates by the T'ransit Journal.
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still left them at less than half the 1929 level. In
view of the fact that there is now a larger number of gas
customers than ever before, with gas sales also at new
highs, and especially in view of the steady uptrend in
both series since 1933, it is clear that potential capi-
tal requirements are substantially above the level of
192§-29.*°
VI. INDUSTRIAL ENTERPRISES

The term “industrial enterprises” is merely a con-
venient catch-all to embrace the entire gamut of industry
exclusive of railroads, public utilities, and agriculture.
Its coverage is therefore both heterogeneous and vast,
ranging from mining and manufacturing to merchandis-
ing and miscellaneous local services such as barbering
and medicine. Although the data in this field are seri-
ously incomplete, it appears that capital and mainte-
nance expenditures averaged at least 7. 5 billion dollars a
year during the period 192 §-29. This constituted about
55 per cent of the expenditures for all producers® dur-
able goods and roughly 25 per cent of the grand total
for durable goods of all kinds. It is evident, therefore,
that we have here an exceedingly important group of
industries from the standpoint of the present discus-
sion.**

“ It should be observed that there was a considerable building ahead
of demand prior to the depression, especially in the western divisions of
the natural gas industry, where enormous pipe-line developments under
way when the depression began had to be completed during 1930 and
1931. (Sec America’s Catacity to Produce, p. 99.)

“For very few indeed of the almost innumerable separate industries
falling within this category do we have budgetary data on capital and

i pendi parable with those for railroads and public
utilities, In lieu thereof it is necessary to rely on statistics for the erection
of buildings, and for the sale of machinery and equipment of types used

by industries in this field. Unfortunately, a large proportion of the in-
dividual items or classifications of buildings and machinery which are
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For industrials as a whole the chart on page 219 pre-
sents the record of durable goods expenditures classified
as construction and machinery and equipment. The
former consists of the erection and repair of factory and
commercial buildings, and does not include construction
activity (if such it may be called) in the sinking of mines
and oil wells. The latter covers the sale of industrial
apparatus of all kinds and of repair parts.**

It will be noted that the outlays are preponderantly
for machinery and movable equipment rather than for
the construction of fixed and immobile properties. This
is in sharp contrast to the situation in the fields of hous- .
ing, railroad, and public utility construction, where a
large percentage of the outlays are in highly durable
forms of fixed capital. Partly because of this shorter life
span, and in some measure also because their purchasé
calls for smaller blocks of expenditure than does the
construction of buildings, machinery and equipment
held up better during the depression than industrial
construction. Sales in the low year of the depression
were 40 per cent of the 1925-29 average as against a

statistically separable are employed in more than one industry, so that
it is impracticable to compile from such data separate totals of capital
expenditure by industries. The statistics are seriously deficient for another
reason, Since we have no budgetary data on these expenditures and must
proceed by'the indirect method just described, there is no way of ascer-
taining the volume of spending for the wages of maintenance and repair
crews, Maintenance expendnures appear in the statistics only to the extent
that they are absorbed in the purchase of repau' parts. For thcse, sales
data are usually available. In the case of i 1 b

a minor part of the maintenance labor is reported in the statistics of
bmldmg contracts awarded,

“ The distinction between “construction™ and “machinery and equip-
ment” is by no means clear cut, nor is usage entirely consistent from one
field to another. Thus in the case of electric power plants the generating
equipment is usually tabulated under “construction,” while for factories
only the building itself is included. This is regardless of whether the
machinery installed is light or heavy, mobile or immobile.
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corresponding figure of 12 per cent for construction.
By 1936 the latter had risen to about one-third the
former level, while fragmentary indications are that
machinery and equipment were near two-thirds.

CAPITAL AND MAINTENANCE EXPENDITURES IN
InpusTrIAL LINES, 1919-36"
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* For sources of data and methods, see Appendix D, Section VII.

Since the use of the existing inventory declined very
much less during the depression than did expenditures
devoted to repairing, replacing, and extending it, there
is a strong probability that the period has seen a con-
siderable accumulated deficiency in relation to pros-
perity needs. While it is not possible to give a precise
measurement of the extent of such deficiency, something
of its general magnitude may be indicated by studying
the situation in some of the more important divisions
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of this broad field. We shall consider first the construc-
tion of buildings devoted to commercial and industrial
uses.

1. Commercial and factory busldings. Expenditures
for the construction of industrial, mercantile, and other
commerdal buildings averaged in the period 1925-29
more than 1.5 billion dollars a year. They declined
during the depression to almost nothing and have since
shown only moderate recovery. Does this protracted
interval of low building activity indicate the accumula-
tion of a “deficiency”? If so, what is its character?

It should be pointed out, first, that there has probably
been no material reduction in the number of such build-
ings since 1929, They are typically of long life and the
number demolished was probably not much greater than
the number of new structures completed. It might be in-
ferred from this that no deficiency has accumulated dur-
ing the depression except in relation to a total utilization
higher than previously attained, but this is far too simple
a view of the situation. Not only has there been a good
deal of under-maintenance of these facilities that has not
yet been corrected, but recent technological advances in
design and equipment will require a sizable volume of
remodeling and modernization if existing structures are
to be absorbed in preference to the erection of new ones.

The 1mportanoe of under-maintenance and obsoles-
cence in commercial buildings is suggested by the results
of a study of store modernization needs recently pub-
lished by the Department of Commerce.”” A few of the

* Factory construction averaged slightly over half a billion and com-
mercial buildings a lietle over a billion. Under the latter head are in-
cluded stores, filling stations, office build-
ings, theaters, laundnes, banks, and o forth. Repair expenditures are

included only in part.
“«Store Modernization Needs,” Marketing Research Series No. 8,
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findings of this investigation are as follows: 37 per cent
of the stores need painting or repair of walls and ceil-
ings; 2I per cent need painting or refinishing of the
store front; 26 per cent need refinishing or replacement
of floors; 22 per cent need replacement or installation of
new fixtures; 20 per cent need repair or refinishing of
fixtures. It is obvious from these and similar figures that
the qualitative deficiency of existing structures is
substantial.

There is, moreover, another factor to be considered.
Industrial and commercial buildings are not only fixed
in location but are relatively specialized in type. The
period since 1929 has seen many shifts in the distribution
of demand which are constantly developing shortages of
particular types of building in particular locations ir-
respective of surpluses elsewhere. This lack of adapta-
bility to the changing geographical and functional
pattern of demand for the services of industrial build-
ings is a matter of considerable importance.

The depression occasioned a sharp decline in the total
occupancy of most types of industrial buildings, a decline
not yet completely overcome. In some cases, such as
central office buildings, for example, vacancies still
average much higher than in 1929. The accumulation
during the past seven years of under-maintenance and
obsolescence, and the shifting of demand and use which
has lessened the serviceability of the existing inventory,
have, however, created a multiplicity of specific short-
ages already reflected in a marked upturn in construction
activity in this field. The fact that the aggregate space
available is nearly as great as in 1929, or that total

August 1936, This study, covering 8,108 stores in 23 cities, was a
co-operative project of the Federal Housing Administration and the
Burean of Foreign and Domestic Commerce,
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occupancy is still below the former level, definitely does
not contradict the fact that a sizable potential deficiency
has accumulated during the depresswn years

2. Industrial machinery and equipment. The available
data in this field are too meager to enable us to say with
any assurance whether the total inventory of industrial
machinery is now below 1929, but with this type of
durable goods the question of number of units is of com-
paratively minor importance. Machinery of this sort is
not only relatively short lived (the average expectancy
is probably between 10 and 15 years) but it is subject
to very rapid technological obsolescence. Moreover, it
is frequently highly specialized, with limited transfer-
ability among various users, and since it is employed in
competitive industry characterized by relatively rapid
shifts in the distribution of utilization, the current adap-
tability of the inventory to the pattern of use may be of
greater consequence than its total magnitude. For these
reasons considerations of age, quality, and distribution
provide a better test of the accumulated depression
deficiency in this field than merely quantitative changes.

That the age distribution of the machinery inventory
has shifted materially since 1929 there can be no doubt.
A survey by the American Machinist at the beginning
of 1935 showed 65 per cent of the installed metal-
working machinery to be over ten years of age, as against
48 and 44 per cent in 1930 and 192§ respectively. With
foundry equipment, 58 per cent exceeded 10 years of
age as against 36 per cent in 1930. While there has
been some improvement since this survey was made, it
is evident that at present the proportion of new and up-
to-date machinery is much lower than before the depres-

® American Machinist, Apr. 24, 1935.
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sion, while the representation of old and obsolete units
is greater.

The importance of accumulated obsolescence deserves
special notice. Great technological advances in industrial
machinery have been made during the depression, but
they have been incorporated only to a limited extent
into the existing inventory.*® This has created a large
accumulation of requirements if advantage is to be taken
of new productive economies.

As for shifts in the distribution of demand for the
services of the industrial machinery inventory during the
depression, these have been extraordinarily rapid and
severe. The shifting of productive activity among differ-
ent establishments and geographical regions which is
always going on was accelerated by the economic cata-
clysm. The resultant maldistribution ‘of the supply of
productive machinery was only partially alleviated by
transfers of ownership and location so that an unusual
proportion of the inventory was rendered ineffective.
This reduction in its serviceability represents no less an

® The Asmerican Machinist observes with reference to one branch of
the machinery industries: “Machine-tool builders have been prolific in
the introduction of new designs, even during depression years when there
was little likelihood of their cashing in on their inventiveness’” Recent

d in hine tools are ized as follows: *“(1) Greater pro-
ductivity=—in some cases more than ten times as much material can be
removed in a given time; (2) greater accuracy—machines designed and
built ten years ago are incapable of working to the close limits now
demanded by many customers; (3) better materials—alloy steels and
irons for machine parts, greatly improved heat treatments, the applica-
tion of many mew kinds of cutting tools, including the hard carbides,
have revolutionized design and performance; (4) incorporation of
hydraulic and electric controls, ball and roller bearings, better plain
bearings, automatic lubrication systems, new types of drives, and many
other similar improvements have made the machine tool of 1935 an
entirely different and immensely superior unit from its ancestor of
1925.” (The same, Apr. 24, 1935, pp. 317 and 327.) While progress in
other types of industrial machinery may have been less spectacular than
in machine tools, it has been nevertheless substantial.
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accumulated depression deficiency than a reduction in its
size would be.

While no accurate measure of the potential machinery
requirements of industry is available, there can be no
doubt that with full recovery they would be enormous.
An interesting indication of the attitude and expectation
of machinery users on this point is to be found in the
replies to a questionnaire circulated generally through-
out industry by the Machinery and Allied Products
Institute at the end of 1934. The respondents were
asked to state the amount of machinery they would be
in the market for, given “a sound government policy
and restored confidence.” From the returns it was esti-
mated that the potential requirements of American
industry were then 18.5 billions of dollars.” For a part
of the returns, for which a separate tabulation was made,
53 per cent of the requirements were designated as for
“replacement,” as compared with 47 per cent for “addi-
tions.”*

The replacements required would thus be about 10
billion dollars. Other methods of estimating confirm the
general reasonableness of this figure. The spectacular
recovery in machinery output during the last two years,
moreover, confirms the view that replacement needs are
of pressing importance. While no comprehensive data
for this period are yet available, it is evident from the

“ Machinery and Allied Products Institute, Suroey of Potential
Machinery Requirements of Amaerican Indusiry, April 1935, p. 8. The
categories of machinery covered are as follows: agricultural implements;

electrical hinery and apy ; engines, turbines, tractors, and water
wheels; foundry and hine shop prod hine tools; and “all
other” machinery,

" The Institute offers the followi “Tt b

that a considerable part of the 1919 mdusmal plant, a part of which
was neanng obsolescence in 1929, has become obsolete merely because
of the passing of the five depresuon years. Not all of the 1929 plant was
then op g at full y—it is estil d that at that time about




DURABLE GOODS 225

figures for individual items or types that the shortage
is already making itself acutely felt.

Again, it is possible to indicate only in the roughest
way the requirements over the next five years. But a
backlog of deficiency of 10 billion dollars in the field of
industrial equipment represents two years’ production
at the levels of 1925-29. To make this good in the next
five years would thus require a level of production
equal to 40 per cent of the 192 5-29 average. Taking into
account normal replacements and population growth,
and also the deficiencies indicated in commercial and
industrial buildings, it is evident that requirements are
in the magnitude of something like 10 to 11 billions
annually instead of the 7.0 to 7.5 billions in 1925-29,
or 40 per cent greater.

VII. AGRICULTURE

Capital and maintenance expenditures of agriculture
prior to the depression were in the neighborhood of one
billion dollars a year.”™ They declined drastically after
1929, reaching a low in 1932 of a little more than a
quarter of that amount. The recovery which began in
1933 had carried them by 193§ to approximately three-
quarters of the pre-depression average, and indications
are that the estimates for 1936, when available, will
show considerable further gains.

The high level of agricultural production throughout

on&fonnh mlght have been economically nplzccd Five years have su'me
almost

has been
lt ful]own that at the end of 1934 a mnch larger proportion nqnues
replacement for effective operation. Consideration of all factors involved
indicates that one-half or more of the 1929 industrial plant had become
obsolete by the close of 1934.”
® Estimate derived chiefly from data published by the Department of
Agricultare in Income from Farm Productions in tlu Umud States,
1935 and earlier issues. This figure incled for
the construction and repair of farm residences (unpubluhed dalz) and
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the depression is sufficient evidence that the rate of con-
sumption of farm capital did not decline appreciably.
If the estimated accrual of depreciation on farm build-
ings and equipment is taken as a convenient indication
of consumption, it is clear that for five consecutive years
additions to the inventory were insufficient to maintain
it.”® In fact, it appears that the accumulated deficiency
since 1929 is roughly 1.5 billion dollars. If, as now
seems likely, some progress was made in repairing this
deficiency in 1936, it is true nevertheless that the bulk
of it remains to be eliminated in the future.

VI PUBLIC AND SEMI-PUBLIC CONSTRUCTION

Under this heading are included public works and
a miscellany of relatively unimportant items of con-
struction such as private schools, clubs, churches, chari-
table institutions, and the like. Of an average pre-
depression expenditure of about 3.5 billion dollars a
year for the category as a whole, public construction
composed nearly 9o per cent.

Owing to the strenuous efforts made throughout the
depression, first by local governments and later by the
federal government, to maintain the volume of public
works as a means of relieving unemployment or aiding
recovery, this type of construction held up better than
any other. These combined efforts hevertheless did not
suffice to prevent a serious reduction of total expendi-
tures in this field, a development reflected in the chart
on the opposite page.

Tud di biles and other durable con-
sumers’ goods ‘The lam:r are excluded here because expenditures by
farmers have been mcluded in the estimates for these goods already
Iy on the other hand, are included because
the previous di ion of housing d only the non-farm area,

*The same, 1935, pp. 7 and 10.
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Expenditures fell rapidly after 1930, and by 1933
had reached a total of about half the previous peak. Since
then there has been a fairly continuous recovery, the

EXPEND!TURES For PusLic CONSTRUCTION AND
MAINTENANCE, 1923-34"
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extent of which it is difficult to estimate, but which
appears from preliminary indications to have reached a
level in 1936_not very far below the pre-depression
average.™
If the volume of construction and maintenance ex-
penditures from 1930 to 1936 inclusive is adjusted for
™A considerable part of the difficulty of estimating for 1936 consists

in determining the weight which should be given to construction expendi-
tures by the Works Progress Administration,
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changes in construction costs during the period, it
appears that the average annual activity in physical
terms was below the average for 1925-29 by not more
than 10 per cent.” At first glance this does not appear
to indicate much accumulated deficiency as a result of
the depression. It must be remembered, however, that
prior to 1929 public works construction and maintenance
had been expanding rapidly, and that a mere cessation
of growth may represent in effect an accruing deficiency
in relation to the prosperity demands of the nation for
the services of publicly owned durable goods.

In spite of the effects of the depression, the consump-
tion of most types of public capital goods has risen above
pre-depression levels. The use of highways in 1936, as
measured by gasoline consumption, exceeded 1929 by
20 per cent. Total enrollment in public schools was up
7 per cent. The use of waterworks and sewers was cer-
tainly higher, though by an indeterminate amount. In
so far, therefore, as construction expenditures were
needed to offset the current consumption of the inven-
tory of public capital goods, the depression justified no
reduction.

A very substantial portion of the pre-depression ex-
penditures went not for replacement or repairs but for
additions to the inventory needed to accommodate the
growth and movement of population and the improve-
ment in the standards of service for which the public
was willing to borrow or pay taxes. The growth of popu-
lation of course went on with only a slight retardation
by the depression. While its influence on the demand
for public construction has been in part postponed by
the virtual suspension of residential building, which

% See Appendix D, Table 9.
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obviated the need of new streets, water lines, sewers,
and schools to accommodate new communities, this con-
struction has been no more permanently avoided than
has the residential building itself. It has accumulated as
a backlog for the future.™

Another factor to be reckoned with in appraising
future needs for public works expenditures is the cer-
tainty of expanding maintenance charges. When a
durable goods inventory has been growing as rapidly
as this one has done for many years, the volume of
necessary repairs and renewals is certain to show a re-
sponsive but delayed expansion as the inventory ages.
The moderate curtailment of current additions to the
inventory during the depression had practically no effect
on the relentless advance of these requirements, Indeed,
it appears that the serious curtailment of repair expendi-
tures for some classes of public goods resulted in a good
deal of accumulated under-maintenance.”

It is quite impossible to make any measurement of
future requirements for public works construction and
maintenance, for there are many impondgrable elements

™ Technological obsolescence affects public property no less than
private, Roughly half of the present surfaced mileage was constructed in
the days of Model T. Much of this mileage is still narrow and tortuous,
with unbanked curves and poor visability. Recent advances in highway
engineering and in the technique of traffic control have made obsolete
a considerable fraction even of the mileage more recently constructed,
particularly trunk lines between metropolitan centers.

For an enlightening discussion of this subject see Forsume, August
1936, p. 85; also “Highway Progress Responsibility,” an address by
T. H. MacDonald, chief of the Bureau of Public Roads, before the
Association of Highway Officials of the North Atlantic States, Atlantic
Cn.y, Feb., 12, 1936,

This was apparently worse in the case of city streets, for example,
than in the case of rural highways. The ilable data are,
insufficient to permit any very confident generalization as to under.

maintenance, particularly since the execution of numerous Federal Relief
projects for the repair of public buildings and works.
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in the situation.®® However, in the light of the accumula-
tion of repair work, the great amount of urban street
reconstruction that should be undertaken and the re-
quirements which arise from the growth and shifting of
population, it would seem that the needs over the next
five years are of a magnitude at least equal to the actual
construction of the late twenties.

IX. SUMMARY OF PRODUCTION REQUIREMENTS

We may now attempt to recapitulate and summarize
the results of this analysis of the situation in the various
divisions of the durable goods industries. It is perhaps
essential first to restate the objectives of the inquiry in
order that there may be no misunderstanding as to the
nature and significance of the results obtained.

In brief, we have studied the changes that have oc-
curred in the durable goods industries during the course
of the depression, not with a view to predicting the
assured trend of demand and production in the near
future but rather for the purpose of establishing the
general magnitude of the production that would be re-
quired in the next five years to equip the nation with a
supply of durable goods (both producer and consumer)
commensurate with that of 1929. This involved taking
account of the restricted rate of production during the

*An ple of these i derables may be found in the school
situation, The country has long passed the peak of grade-school enroll-
ment, this having declined by a million from 1929 to 1935, but high
school enrollinent is still rising, the increase during the period being
2.5 millions. Presumably the total of both will soon begin to decline.
What does this augur as to outlays for school buildings? Another example
is the highway situation. The process of laying down the initial surfaced
trunk-line network of the country may be regarded as approachmg com-
pletion, and less new mileage of this sort will be needed in the future.
Against this must be set the for d repairs and repl

P
ments on mileage previously built. What does this indicate as to total
requirements?
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last seven years, the extent of deferred replacement and
deferred maintenance, the obsolescence factor, and the
growth of population. In other words, our approach has
been of an engineering character: we have endeavored
to take an inventory of the existing situation in the
durable goods industries and on this basis to project the
preduction requirements over the next five years if the
population in 1941 is to be as well supplied, on a per
capita basis, as it was in the late twenties, no allowance
being made for higher standards of Living.

In most cases the data are far from precise and the
estimates reached are necessarily but rough approxima-
tions. They nevertheless serve to replace mere con-
jectures as to the accumulated needs in durable goods
industries with considered estimates based on a realistic
appraisal of all the available data. A conscious effort has
been made to avoid possible exaggeration by stressing
minimum requirements. It is our view that, whatever
shortcomings may exist in the estimates for the separate
categories of goods, the aggregate figures may be taken
as reasonable approximations.

We found that in several divisions of the durable
goods industries there were in 1936 very considerable
requirements growing out of deferred replacement and
deferred maintenance. These were particularly large in
the fields of residential construction and steam railroads.
We found that current production in 1936 was still far
below the levels of pre-war years. Hence, to restore by
1941 a per capita production equal to that of 1929 would
involve both making good existing deficiencies and step-
ping up production in line with the growth of popula-
tion, not only to date but over the next five years. Prices
have changed materially since 1929; hence we have
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made our estimates on the basis of present levels of cost.

Our estimates indicate that in aggregate terms the
accumnulated deficiency of durable goods at the end of
1936 amounted to from 2§ to 30 billion dollars. If
this deficiency is to be made up in the next five years
and the increasing population provided with goods
equal, on a per capita basis, to those furnished in the
late twenties, the level of production during the next
five years would have to be something like 33 billion
dollars annually. This annual average may be compared
with an actual production of durable goods in 1936 of
approximately 21 billion dollars.*

® For summary table on which these figures are based, see Appendix D,
‘Table ro.



CHAPTER IX
RE-EMPLOYMENT POSSIBILITIES

In the preceding three chapters the depression and
recovery have been examined from the standpoint of
production and employment. We first reviewed the com-
position, growth, and effectiveness of the labor force
over the period 1929-36. We then presented the esti-
mates of employment and unemployment for the past
seven years, and attempted to measure the unemploy-
ment volume in terms of full-time equivalents in order
to allow for overtime as well as under-employment and
outright unemployment. This analysis was followed by 2
brief inquiry into production and productivity as related
to trends established in the years preceding the depres-
sion, with the purpose of evaluating the progress which
has zlready been made towards recovery and the distance
we still have to go before we can reasonably say that
we have attained recovery. Finally, an attempt was made
to indicate, within the limits of existing data, the ac-
cumulated needs of the nation for durable goods. In the
present chapter we shall endeavor to recapitulate and re-
cast in broader terms some of the conclusions reached in
the foregoing analysis, toward the end of focussing upon
the problem of re-employment.

I. THE MAGNITUDE OF THE PROBLEM
From the evidence available it appears that in 1936
the volume of unemployment requiring absorption
is equivalent to approximately 9.5 million workers on
a full-time basis. The elements involved in this total
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are summarized in the accompanying table (in mil-
lions):*

Unemployment in 1929 ... ... ... ... .. 3.1
Decrease in employment, 1929-36 . .... ... .. 5.1
Increase in labor force, 1929-36 . ......... ... 43
Gross unemployment in 1936 .................... 12.5

Allowances for voluntary and disability unemployment,
time lost in changing jobs, and shortening of hours . 3.0

Net unemployment requiring absorption on a full-time
basis ... ... L 9.5*

This broad estimate of 9.5 millions refers to the net
increment in the number of individuals who, though part
of the labor force of the nation, are not engaged in
regular economic activities as defined by pre-depression
criteria. It includes those who may be technically em-
ployed but whose employment is incident to the depres-
sion: government work relief, for example, and transi-
tory non-commercial activities such as subsistence farm-
ing. With this concept of “unemployment requiring ab-
sorption,” it is evident that the estimates would have to
be reduced if we were to assume that some modification
has taken place in the system which will permanently
change the economic functions of government and the
behavior and attitude of individuals.

For instance, if the WPA and its activities should be
made permanent, a large number of those on work re-
lief would automatically be removed from the number

* See Appendix C, Table 16. The unemployment figures are annual
averages. In the latter part of 1936, unemployment was lower than the
average here shown,

*From some points of view the standard of full-time employment
exacted by this estimate may be considered too high. It requires some-
what more complete employment (if no offset is made for the imputed
reduction in working hours) than was experienced in 1929. The esti-

mate would be reduced by something more than one million if the at~
tainment of the 1929 employment situation were taken as the aim.
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requiring employment. Likewise, if we were to assume
that the gainful workers who left the city for the farm
had permanently withdrawn from commerdal activities,
our estimate would again be reduced. In either case the
number of available workers for regular activities would
be smaller than estimated. These are corrections which
the reader may make in accordance with his own con-
jectures. It would seem, however, that a conservative
view of the re-employment problem requires the as-
sumption that the dislocated personnel will be absorbed
into regular channels of activity.

IL RE-EMPLOYMENT IN RELATION TO PRODUCTION

What are the possibilities in the near future of absorb-

-ing this volume of available labor powerin customary
business activities? Must we maintain in perimanent idle-
ness, or make-work enterprises under government
auspices, millions of people for whom there is presum-
ably no regular work? One way to answer these questions
is by referring to the needs and requirements of the
nation for goods and services.

It is, of course, realized that the existence of needs
does not necessarily dictate production and employment.
Yet the consideration of re-employment possibilities
against a background of needs—though not adequate for
making a forecast—is both valid and useful. Even if the
needs of the people are not sufficient in themselves to
determine business activity, they should be given an im-
portant place in the determination of policies intended
to cope with the unemployment problem.

Accordingly, the 9.5 millions of unabsorbed workers
may be related to the requirements of the populition as

*This is not to imply that work relief has been unproductive or that
subsistence farming is less desirable than other economic activities. We are
merely venturing to frame the problem in terms of long-run tendencies.
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disclosed by income and production. It has been amply
shown that even in 1929 the needs of the people were
by no means satisfied and that the standard of living for
a very large proportion of the population was far from
adequate.* Yet the income of 1936 in terms of product
appears to be not more than 87 per cent of that of 1929.
In the meantime, the population has increased—about
§ per cent in total and between 9 and 10 per cent in the
number of adults. Product income in 1936 per capiza is
therefore only about 82 per cent as high as it was in
1929.

It is impossible to say preciscly how many workers
would be required to restore the income level of 1929
with allowance for population growth, but a rough cal-
culation indicates that under existing conditions the"
shortage, which amounts to between 14 and 15 billion
dollars in 1929 values, represents work which would re-
quire not far from the entire unemployed force.® For the
immediate future this presumption is conservative, al-
though it appears exaggerated in view of the fact that
the increased technological efficiency should make pos-
sible the achievement of the 1929 standard of living with
a smaller number of workers relative to population. As
indicated in Chapter VII, a temporarily offsetting factor
-to the rise in technological efficiency ini some industries is
the considerable deterioration in the effectiveness of the
labor force which has taken place during the depression.
Besides this, there has been a more than normal decrease
in the accepted hours of work which may have fully

*See America’s Capacity to Consume,

'In this rough computauon no account ls taken of the division of

between and d: ® goods (nor of the ques-

tions of balance of trade and capnal export) Differences in the propor-

tioning of the same amount of productive energy may yield entirely differ.
ent standards of living.
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anticipated the effects of the increase in man-hour pro-
ductivity.® .

The foregoing estimate takes no account of the rise
in the standard of living which might be expected in the
regular course of progress. When the needs of the
population of the United States are gauged by the ex-
tension of the pre-depression trend of production, they
assume proportions which would considerably strain the
productive capacity of the available labor force in its
present condition.

The problem of re-employment would be clarified
if it were possible to analyze employment possibilities
industry by industry. This, however, cannot be done. As
pointed out in Chapter VI, the available data do not lend
themselves to measuring the volume of unemployment
in individual industries. Likewise, while it-is feasible to
indicate the potential needs of the people in general
terms, it would in most cases lead one too far afield to
attempt a definition of requirements on a product or
industry basis. The obstacles are particularly great in
the present instance because of the lapse of such a long
time since the beginning of the depression. During this
period so many industrial shifts and substitutions have
probably occurred that the needs constituting a seem-
ingly unaltered standard of living might now consist of
products and services quite different from those of the-
twenties.

By making durability of product the basis of distinc-
tion, however, economic activities can be divided into two
broad categories—a division highly pertinent to the
analysis of our problem. By reference to the material

It is evident that the increased leisure afforded by the shortening of
hours cannot take the place of the goods and services called for by the
pre-depression standards of living; if anything, more leisure will result in
an expansion rather than a contraction of requirements.
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presented in Chapter VIII, we shall attempt to give a
brief summary of employment requirements in durable
goods as compared with non-durable goods and services.

It has been shown that the production of durable
goods is subject to greater fluctuations than that of non-
durable goods and that the heaviest loss in employment
during the depression has been in the durable goods in-
dustries. The full weight of this statement is indicated
by the fact that durable goods, including construction,
repairs, and parts, constituted about 40 per cent of the
national product in 1929. In that year an equivalent of
about 18 million gainful workers devoted their full
time to the production and distribution of these goods,
whereas at the low point of the depression only about 9
millions were afforded employment in this field” A
rough calculation based on preliminary data indicates
that in 1936 the employment furnished by the activities
connected with durable goods, as defined, is equivalent
to about 14 million persons, or roughly 4 millions less
than in 1929.

If the available labor force were to be assigned to
durable and non-durable goods in the same proportion
as obtained in 1929, the activities related to production
and distribution of durable goods would have the burden
of absorbing §.5-6.0 million additional workers.® This
would leave 3.5-4.0 of our estimated 9.5 millions to be
taken up by non-durable goods and direct services.

This tentative allocation affords a rough gauge which
may be applied to the conclusions reached in Chapter

"The estimates are rough approximations based on total value of
dunl::le goods and aggregate national product per equivalent full-time
‘worker.

* The reduction of about 4 millions plus roughly 40 per cent of the
increase in the number of gainful workers since 1929.
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VIII. It was there indicated that the accumulated de-
ficiency in durable goods amounts to between 25 and 30
billion dollars. At the present rate of effidency and at
current values, from 1§ to 20 million additional work-
ers would be required for one year to make up this de-
ficiency alone. If the production necessary to restore the
depleted inventories were to be spread over the next
five years, the backlog would be sufficient to give em-
ployment during this period to more than 3 million per-
sons over and above the employment necessary to satisfy
the regular requirements in durable goods.

When current requirements are added to the accumu-
lated deficiency, the needs for durable goods over the
next five years indicate an average annual production
at current prices of approximately 33 billion dollars
whereas actual production in 1936 is running at the
rate of about 21 billions. In terms of employment, the
difference of 12 billion dollars represents the addition of
some 8 or 9 million persons on a full-time basis. This
exceeds by a considerable margin thg portion of the now
unabsorbed labor force allocated to durable goods.”
Hence, to effect the indicated production program in
durable goods, it would be necessary to encroach heavily
- upon the working personnel allocated to non-durable
goods and direct services."

It will be recalled that in our tentative allocation of
the unemployed it was assumed that full employment
would require the absorption of some 3.5-4.0 million
workers into the activities related to the supply of non-

® This is true even when due allowance is made for the increase in the
number of gainful workers over the next five years.
* The discussion is of necessity in very broad terms and is perhaps
implified. The i h of p 1 among industries, particu-
larly between durable goods and durable goods and direct services,
is, of course, more complicated than it is possible to indicate here.
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durable goods and direct services. This constitutes an
increase of about 15 per cent over the present actual
employment in these fields.”* Is such an absorption rea-
sonably possible in the light of potential needs?

Unfortunately this question cannot be settled by a
precise statistical answer. But such evidence as there is
would seem to establish a strong presumption that an in-
crease in employment of 15 per cent would give the con-
suming public a level of consumption no higher than
that of 1929. The manufacture of non-durable goods in
1936 furnishes employment to only about 92 per cent
as many wage earners as it carried on payrolls in 1929.
Besides, there has been a very substantial reduction in
the number of hours worked by each worker.”* When
measured by man-hours, it appears that the volume of
employment (for wage earners) in the manufacture ‘of
non-durable goods in 1936 is about 29 per cent lower
than in 1929 despite the increase in population.™

No separate figures of man-hour productivity in
manufacturing dre available for non-durable goods. But
if we assume that the increase since 1929 for all manu-
facturing industries applies to this section of the field—
an assumption which perhaps magnifies the change—the
rise in productivity would seem to fall short of com-

* The total full-time equival ploy in 1936, exclusive of sub-
sistence farming and irregular activities, is placed tentatively at 37.9-
38.4 millions (see Appendix C, Table 13) and the durable goods em-
plnyment at about 14 millions, leaving about 24.4 millions as employed
in the supply of non-durable goods and services.

“Based on' Bureau of Labor Statistics and National Industrial Con-
ference Board data; 1936 estimates have been computed from incomplete
data. For 1929 average hours worked per week are not given separately
for non-durable goods. For all manufacturing the average was about
49 hours, The preli for 1936 indi an ge for all
manufacturing of 39.2 and for non-durable goods about 37.7.

" See p. 236.
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pensating for the fall in volume of employment. The
present rate of production and employment would have
to be augmented considerably before the 1929 standard
in non-durable manufactures could be re-established.
What is true of manufacturing is true in varying degrees
of other processes connected with the production of non-
durable goods and also of direct services.*

All in all, it appears that the addition of 15 per cent
(3-5-4-0 million workers) to the number now employed
in supplying non-durable goods and service would do no
more than reinstate the equivalent which entered in the
pre-depression standard of living. This presumption is
strengthened by the consideration that a good share of
the supply in question—such as direct services—has not
been much affected by new labor-saving devices.”®

In summary, we are led to the conclusion that a pro-
duction program of sufficient magnitude to replace ac-
cumulated deficiencies within the next five years and
expand output to a level that would provide a consump-
tion volume commensurate with that in 1929 would be
faced by a shortage of labor. This conclusion is not to-be:
taken as a forecast that such a situation will eventuate.
Developments in production and employment depend
upon a combination of many contributory factors, some
of which will be discussed in the following chapters.

The foregoing conclusion refers only to the situation
as it is today. The existing economic condition is marked
on the one hand by a weakened productive capacity

*In some of the other acuvmcs reductions in hours and emplovment
were, of course, not p d by i in hour prod y to
the same degree as in manufacturing.

** Additional support of this p ption is furnished by the probabil
ity that the average produmvxty of those now unemployed would be
somewhat lower than that of the personnel already at work.
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with respect to plant and equipment as well as labor,
and on the other hand by a more than normal need for
the output of industry. Both are of course temporary
factors which are being reduced in the process of recov-
ery. But for the present—until the deteriorating effects
of the depression on material inventories as well as
human resources have been overcome—there does not
seem to be any way of accomplishing all that appears
necessary without taxing the available labor supply. The
pressure may, of course, be met by expanding working
hours either through lengthening the standard work
week or resorting to overtime.

In this connection it should be mentioned that the
existence of an accumulated deficiency in durable goods
is both a boon and a danger. It will undoubtedly be in-
strumental in speeding recovery, but it also holds the
potentialities of over-accelerated activity in certain lines
and another depression. If industry undertakes to make
up the accumulated deficiency at too rapid a pace, the
result will be an abnormal concentration of the labor
force, both industrially and geographically. The tem-
porary nature of the activity connected with the process
must eventually lead to the discharge of large numbers
of workers and a consequent downward spiral of pro-
duction and employment. The potential dislocation is
aggravated by the tendency of both producers and con-
sumers to extend inventories of durable goods beyond
replacement needs. Our immediate problem, therefore,
1s not only one of recovery but also one of control look-
ing to the prevention or at least the attenuation of an-
other depression.



CHAPTER X
WAGE READJUSTMENTS

In Chapter VI it was shown that the great bulk of
the population is dependent upon wages and salaries
for a living. In fact, nearly 80 per cent of the gainful
workers obtain their livelihood as employees,-and be-
tween 60 and 65 per cent of the national income is dis-
bursed in the form of wages and salaries. Wage earners
alone, in so far as they can be separated from other
employees, comprise more than 50 per cent of the entire
labor force, and, in 1929, the wages of this group
amounted to about 35 billion dollars in a total product
of 81 billions. It is therefore not surprising that in dis-
cussions of depression and recovery, economists as well
as politicians center much attention upon wages.

The recovery theories connected with wages may be
divided into two groups: those which focus upon wages
as 2 cost of production and those which regard them as
a source of purchasing power. As a rule the two lines
of approach are opposite in the contemplated immediate
effect upon wage rates. The first finds that wage rates
are too rigid and do not respond as quickly as other
prices to deflationary tendencies, and that hence, without
adjustment between costs and prices, profits disappear
and production is curtailed or suspended. The remedy,
therefore, is found in a reduction of wage rates to meet
the reduction in commedity prices in order to make it
possible for business to carry on. (Another version of
the theory is that a lowering of wage rates would make
possible a lowering of prices and thus result in an ex-
pansion of demand.) The purchasing power theories,
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on the other hand, advocate the increase of wage rates
in order to place more money in the hands of workers
and thus stimulate demand for goods which in turn will
stimulate production.

It can be seen that the two lines of reasoning have
as their aim the same final result—expansion of pro-
duction and employment. But while one seeks to apply
the stimulus at the point of production, the other seeks to
apply it at the point of consumption. The remedies
flowing from the two viewpoints are sometimes classified
as “deflationary” and “reflationary”—for the one
attempts to adjust wages down to the lower levels
reached by the flexible parts of the economic structure,
while the other, although its advocates are not always
aware of its implications, effects a reinstatement or even
an advance of prices. The worth of either theory is, of
course, to be tested not by the immediate effects but by
the ultimate results in terms of the volume of production
and consumption. No attempt will be made in this chap-
ter to appraise the relative merits of these conflicting
theories, but the facts here presented regarding the
movement of wages in relation to income, profits, and
prices have a definite bearing upon the considerations
involved.

1. WAGE RATES AND WAGE INCOME

In the discussion of wages it is necessary to bear in
mind the distinction between rates and totals, between
earnings per hour and earnings per year. The conflict
between wages as costs and wages as income is not so
much in terms of totals as in terms of rates. From the
standpoint of the worker, particularly that of his family,
rates are not so significant as total income. Without
minimizing the importance of rates of wages to labor (it
is indeed out of rates that aggregates are built) it is
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well to realize that to be worth anything in a material
sense wage rates must be associated with another impor-
tant factor—duration or volume of employment. Under
certain conditions volume may be more important than
rates. This is particularly so when the group as a whole
is concerned.

The significance of this distinction during the present
depression is'well illustrated by the chart on page 246,
which shows the average annual earnings of wage earn-
ers engaged in manufacturing computed on three differ-
ent bases: (1) to show what wages were per average
person actually on the payrolls; (2) to show what earn-
ings would have been on a full-time basis; (3) to show
what earnings would have been if aggregate disburse-
ments had been divided among all who were dependent
upon (attached to) manufacturing.

It will be seen that the decline in wage rates during
the depression, as indicated by full-time earnings, has
been quite moderate. Those who were fortunate enough
to have full employment earned, even during 1932
and 1933, an average of more than $1,100 per annum,
as compared with about $1,330 in 1929, The decline
between 1929 and 1932 amounted to only about 17
per cent; and, as will be seen later, this loss in money
wages was fully compensated by the decrease in the cost
of living. By 1934 the money earnings of those who
were fully employed had recovered to almost their 1929
level, and by 1935 they had surpassed it.

But not all the workers had full-time employment,
and a great number had no employment at all. To those
without jobs the maintenance of wage rates offered little

1t should be noted that the ges are affected by changes in the
composition of personnel. A drop in the proportion of lower paid
workers would in itself cause the average to rise or prevent it from fall-
ing even in the face of general reductions in rates.
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consolation. Despite the fact that earnings per hour had
been reduced only 17 per cent, the 1932 payrolls if

AVERAGE ANNUAL WAGES IN MANUFACTURING
INDUSTRIES, 1919-36"
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distributed evenly among all the workers attached to
manufacturing would have given each worker less than
$550, or only about 43 per cent of the average for 1929.
In 1935, though average hourly earnings for those
working were higher than in 1929, the total earnings
for all wage earners attached to the industry were still
about 33 per cent below the 1929 level.

The difference between full-time earnings and earn-
ings per worker attached to the industry emphasizes an
important point which, though self-evident, has not
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been given proper consideration in the depression reme-
dies concerned with wages. We refer to the enormous
disparity between the income of the employed and thg
unemployed and to the fact that, once employment
has been impaired, manipulation of wage rates directly
affects only 2 part of the workers. In fact, the raising of
- wage rates during depression adds to the advantage of
those having jobs, who are already benefiting from de-
pression because of lower living costs, and (if a rise in
prices results) to the distress of those who have saffered
reduction or disappearance of income.

It appears that average hourly earnings declined con-
siderably less during the depression than the cost of
living. The result was that the real income of those who
had the good fortune to remain employed increased
steadily, although the workers as a group suffered great
deprivation. A glance at the chart on page 248 will
show that even in 1932, when the average real income
of all the manufacturing wage earners was only about
§3 per cent as high as in 1929, the real earnings of that
portion of the wage earners who remained employed
were in general about 4 per cent higher than in 1929.
Conditions have improved for the group asa whole since
1932 as well as for those who had full employment;
but it is significant to note that while in 193§ the average
real earnings of all manufacturing wage earners were
still 16 per cent below 1929, the average full-time real
earnings for the same number of hours as in 1929 was
about 26 per cent higher than in that year.”

This exemplifies a significant characteristic of de-
pression—the tendency toward concentration of in-
come. The concentration is, of course, different from

* As indicated in the preceding , part of the rise in the average
may be due to a change in the composition of personne] since 1929.
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that which obtains in prosperity, in that it is less spec-
tacular and less likely to attract public indignation. None
the less it is far reaching in its immediate effects. In
times of prosperity concentration of income is a result
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of coniparative plenty and takes the form of an uneven
distribution of the expanded portion of the national
income. But in depression the maldistribution results
from a drying up of the source of income of a large por-
tion of the population and the relative expansion of
the purchasing power of those whose source of income
has been left intact. The spread between the lower
¢
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incomes and the higher incomes in depression may not
be so wide as in prosperity, but because of the presence
of such a large proportion of zero or near zero incomes,
it is relatively more significant. The situation under
depression is complicated by uneasiness over the future
on the part of those who still have incomes.

II. WAGES AND SALARIES IN RELATION TO TOTAL
INCOME

In line with the general consideration of wages, it
should be of interest to note briefly the changes which
have taken place during the depression in the relation-
ship between aggregate wages and salaries and total
national income. A graphic summary of these changes
is given in the charts on page 2 50. In these charts wages
and salaries are related to two totals measuring national
income: that referring to the net amount of money paid
out annually by business, government, and individuals
to operators, employees, and investors (“income paid
out”) and that referring to the net income resulting
from actual production during each year (“income pro-
duced”). The difference between the two totals repre-
sents the amounts retained in business as undivided
profits or the deficits resulting from paying out more
than is produced within the year. During the depression
the differences between “income paid out” and “income
produced,” which are shown below the base line in the
upper chart, were quite substantial, the estimate for
1932 being 8.8 billion dollars, or 22 per cent of the
total produced income of 39.5 billions.

The “unproduced income” was paid out to employees
as well as to other claimants, but it is to be presumed
that a larger proportion of it was paid out in interest
—which is a contractual and fixed charge—than in any
other single class of disbursements. At any rate, interest
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It should be stated that some of the “payments in excess of income
produced” constituted wages and salaries. In addition to the technical
difficulty of showing this in the chart, there is justification for consider-
ing all payments out of surplus as applying to investors and entre-
preneurs since presumably they are reflected in the decrease in the value of
their property.
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payments kave remained more stable during the depres-
sion than other disbursements.

In terms of “income paid out” the percentage of total
incarne distributed as wages and salaries declined from
1929 to 1932 and then recovered somewhat, but over
the peried as a2 whole the changes were not material.
The figures underlying the chart do not include work-
relief wages, If these were included the rise from 1932
to 1933 would appear larger than is indicated.

The changes in the percentages are much greater
when wages and salaries together are related to the in-
come produced. As can be seen from the chart, the
‘proportion going to wages and salaries rose considerably
during the depression, and then in the recovery period
declined again toward the pre-depression ratios. The
computations do not, of course, mean that wage earners
became more prosperous during the depression. They
merely received a larger share of a greatly reduced
total,

III. WAGES AND PROFITS

In the aggregate, wages and profits are not mutually
exclusive elements in our economic system. On the con-
trary, both are derivatives and dependents of productive
activity and go almost hand in hand. When one is high
the other is high, and when one is reduced the other is
bound to show a reduction, too. The chart on page 252
illustrates this simple fact for manufacturing industries.

The correlation between the two, in direction at least,
is quite evident. Within the period covered by the data,
1929 was unprecedented with respect to both aggregate
wages and aggregate profits. Likewise, 1932 was the
lowest year in both respects. There is, of course, no pro-
portionality in the correlation between wages and profits.
One reason is that while there can be no negative wages;
the aggregates of profits are made up of both positive
and negative amounts. Some businesses operated at a
loss even in 1929, In 1931 and 1932 losses of manu-
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facturing corporations exceeded gains, with the result
that aggregate profits of all corporations were negative
in these years.

An extended discussion of the relationship between
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wages and profits is not required here. The significant
fact is that they are co-ordinate in derivation; they both
grow out of the process of production. Ultxmately it is
the consumer who pays both, Since neither is the source
of the other, one cannot be materially expanded at the
e?ense of the other, particularly during depression. Any

ort to raise wage payments at the expense of profits if
carried too far will trench upon capital in the case of
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many enterprises and thus result in curtailment of pro-
duction. Likewise, any persistent encroachment of
profits upon wages will thwart expansion of consump-
tion and will reduce opportunities for profit. The es-
sence of the matter is that volume of production is the
basis for both wages and profits,

In connection with this problem it should be borne in
mind that profits are not uniformly spread over all
business enterprises. Aggregates and averages are thus
very treacherous to clear understanding. Policies for-
mulated on the basis of totals may be very disruptive
because of the inequality and unpredictability of their
effect upon the component parts of industrial organiza-
tion. For instance, the profits of all manufacturing cor-

_porations, which in 1933 amounted to 400 million
dollars (before income taxes) consisted of approximately
1.6 billions in gains on the part of corporations having
net income and about 1.2 billions in losses for corpora-
tions without net income, It was largely because of such
factors as these that the attempt at wholesale wage in-
creases through the NRA codes met with such difficul-
ties. For many businesses it was utterly ruinous to meet
the code requirements. The problem was not merely
one of transferring profits to wages; it meant rather a
draft upon capital.

The foregoing paragraphs are not intended to convey
the implication that there is something sacred about
profits and that they must always be safeguarded at some
particular level. The facts show clearly that profits vary
widely under differing conditions without destroying
business enterprise. It is none the less true that in a sys-
tem of private enterprise profits are a motivating force in
production and have an important bearing upon employ-
ment and payrolls.
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IV. WAGES AND PRICES

One of the most widely discussed features of the pres-
ent depression has been the relative movement of wages
and prices. Reference has already been made to the di-
vergent theories with respect to the importance of wage
and price adjustments, one group holding that inflexible
wage structures have prevented recovery, and the other
holding that wages must be maintained, or even in-
creased, as a2 means of promoting business expansion.
Without attempting at this place to settle this contro-
versial issue, we shall present the essential facts with
reference to the actual movements of wages and prices.

The chart on page 255 shows the movements of
wholesale and retail prices of finished manufactured
goods and hourly wage earnings in manufactures.
Wholesale prices started to decline in the last quarter
of 1929. Retail prices did not begin to fall until the first
quarter of 1930. Wages (that is, hourly earnings) were
held up to approximately their 1929 level for more than
a year, and it was not until the end of 1930 that they
started to fall.

Two explanations may be given of the fact that aver-
age hourly earnings held up for such a long time after
the onset of the depression. In the first place, in the late
twenties the philosophy that high wages.were the basis
of prosperity had come to be accepted by many business
men. This, coupled with the belief that the drop in
business activity was only temporary, apparently had a
potent effect in maintaining disbursements to personnel
as well as to stockholders at a higher level than later
proved to have been justified. Not only were rates of
wages maintained, but for a long time employees were
kept on payrolls even though there was not enough work
to keep them busy.
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In the second place, when reductions in personnel
were finally made, the less efficient and hence the lower
paid employees were dropped first. This had a tendency
to raise the average earnings of those remaining on the
payrolls. To the extent that the averages are influenced
by the weeding out of the lower paid wage earners, our
index of hourly earnings does not measure the move-
. ment of rates of wages in the abstract. The index reflects
only the hourly earnings of the residual employees, that
is, the earnings of those actually employed.

The lowest point in each of the three indexes plotted
in the chart was reached in the first half of 1933. Prices
turned up first, but they did not lead through the upward
course as they did on the way down. Because of the
operation of the NRA, hourly earnings recovered more
rapidly than retail and wholesale prices. In the three
months of the third quarter of 1933 average hourly
earnings in manufacturing regained all they had lost in
the eighteen months preceding. By the middle of 1934
the wage averages appear to have reached their 1929
level and have since stood above that level.’ Neither re-
tail nor wholesale prices experienced the same degree of
recovery as wages. By the end of 1935 wholesale prices
of finished goods were still about 12 per cent below their
1929 level and retail prices about 17 per cent.

V. WAGES AND PRODUCTIVITY

In current discussions productivity is related to wages
in two ways. Some regard increasing productivity with
apprehension and see in it the cause of labor displace-

* Attention should again be called to the fact that the average of

hourly d by changes in p of p
well as by changu in actual rates.
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ment and hence of unemployment and reduced payrolls.
Others accept increasing productivity with less suspicion,
but are concerned with the extent to which its benefits
are translated into higher wages. The phase of the sub-
ject indicated by the first point of view need not be
treated here; it is covered in Chapter VII (see pages
167-75). In this section we shall examine briefly the
movement of wages and productivity in recent years.

Inherently, productivity is the basis of wages, prices,
and profits, and in the long run its benefits are passed
on to the public in any or all of these ways. (It may also
be reflected in changes of hours of work, which is another
form of wage benefits.) Within short pericds of time,
however, the extent to which increasing productivity
is balanced by any combination of lower prices, and
higher wages and higher profits, is neither predictable
nor precise. The factor which disturbs the equivalence
is the degree of utilization of facilities, Productivity is
merely a rate which to become effective must, like wage
rates, be associated with duration and continuity of ac-
tivity. High productivity per man-hour has no practical
significance if it is accompanied by a low rate of utiliza-
tion of the available man-hours. Like wages and profits,
benefits through lower prices are derived from total
product, and total product is the resultant of the rate
of productivity and the volume of work.

In the chart on page 258 comparison is made of pro-
ductivity, wage rates,* and prices in manufacturing in-
dustries during the period 1919-36. When prices and
wages are taken separately, there is little apparent rela-

* Wage rates are here rep d by the ge hourly ings of
those employed and hence are somewhat different from rates in the

abstract. But since productivity is computed on the basis of total man-
hours of the same workers the comparison is consistent.
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tionship between either and the growth in productivity.
While the latter shows 2 very definite upward trend,
both wages and prices—with the exception of the two

Waces, Prices, ANp ProbucTiviTY IN MANUFACTURING
INpusTRIES, 1919-36"
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periods of depression—have varied within a narrow
range, and the direction of their trends is only faintly
perceptible. The explanation is that prices and wage
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rates, although they both reflect changes in productivity,
are moved in opposite directions by them.

A better measure of the effect of productivity may be
had by expressing wages in terms of the goods produced
by the workers. The resultant index of “product
wages,”® which reflects the effect of productivity on both
wages and prices, is represented in the chart on page
258 by line C. This new line corresponds more closely
with that representing productivity than either prices
or wages alone.

In line with the foregoing it is found that hourly earn-
ings in manufacturing, when expressed in terms of
physical product, have increased since 1919 at the aver-
age rate of 3.6 per cent per annum. For the same period
man-hour productivity (wage earners only) rose at the
average annual rate of approximately 4.0 per cent, while
the average rate of growth of manufacturing production
per equivalent full-time person engaged, including
salaried employees and entrepreneurs, was 3.5 per cent
per year.® Thus it appears that the tendency has been
for the share of labor to expand in almost the same pro-
portion as productivity.

The wage earners, however, did not get their remu-
neration in the goods which they produced at wholesale
prices. Their wages were paid in money which they used
in buying various goods and services at retail. Hence,
even though their share of their own product increased
in proportion to their productivity, their “real” wages
need not have grown proportionately. In trading the

* Average earnings adjusted by means of the index of wholesale prices
of finished manufactured goods.

? Needless to say, the trend are only approxi 2 3
should be evident that the comparisons are in very rough terms. The price
index is of necessity not wholly co-ordinate with the wage and produc-
tivity indexes.
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goods he produces himself for the commodities he needs,
the wage earner in manufacturing may well have been
compelled to lose part of his advantage. This, in fact, is
what has taken place. “Real wages,” that is wages cor-
rected for the cost of living, increased at the average rate
of only 2.4 per cent per annum,

It is not possible to account precisely for this differ-
ence. A large fraction of it is due to the fact that while
the factory workers use machines in the production of
the goods they place on the market, they buy in a large
measure goods and services produced “by hand.” In
other words, owing to differences in productivity it is
to be expected that an increasing volume of manufac-
tured goods should be offered for a given unit of non-
manufactures. Part of the difference is also accounted for
by the fact that the cost of living includes items such as
ground rent and minerals, which, because of the limited
supply, are bound to increase in price with the increase
in the number and income of the people. Another cause
of divergence between “product” wages and “real”
wages is due to the imperfections of the data. Aside from
the inadequacies of the other series, the cost of living
index by its very nature tends to exaggerate the prices
of goods used in consumption, since it cannot incorporate
changes which are constantly taking place in the pattern
of consumption and cannot make proper allowances for
the increasing volume of “free” goods which is made
available to consumers.

A comparison of the deviations of hourly earnings
and man-hour productivity from their respective trends
does not reveal consistent correlation between the two
during the entire period covered. In general, however,
it may be said that “product” wages and productivity
move together (see the chart on page 261). They went
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up during the first two years of the current depression,
reaching a peak in 1931, and declined more or less to-
gether in the subsequent years.

The short-time fluctuations (deviations from trend)
in “real” wages corresponded for the most part to the

DEeviations FrRom TrREND oF Man-mour ProbucTivrry
AND HourLy WacGEs IN MANUFACTURING
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fluctuations in “product” wages. A significant exception
is found in the recovery phase of the present cycle.
While “product” wages as well as productivity have con-
tinued to move down from the peak of 1931 (their low
point in this movement has not yet been established by
the data through 193§), “real” wages reached bottom
in 1932 and then turned up, with the result that they
stood considerably above “normal” in 1934 and 1935.
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In other words, the cost of living had not caught up
with the rise in hourly earnings in 1935 and it is ap-
parent that if the figures were available it would be
found that “real” wages are still above “normal.”

The comparison of “real” wages with productivity
brings us back to a point raised before but which is
worthy of emphasis. The question of wage rates in terms
of the cost of living has only limited significance in the
general aspects of depression and recovery. The move-
ment of “real” wages is of material interest only to those
who are fully employed. An increase in average hourly
earnings, whether it is expressed as real wages or money
wages, is small comfort to the family which through
reduced hours of work or total unemployment has lost
part or all of its income. To the partly or wholly un-
employed, income counts more than leisure and even
more than higher rates per hour. To the population at
large it is the total volume of production and the total
of wages that count. Despite the increase in population,
wage disbursements in the major industries in 1932, after
correction for changes in cost of living, were nearly 50
per cent lower than in 1929, and the total labor income
including salaries was 27 per cent lower. Even in 1935
the labor income of the country was only 86 per cent® of
that received by a smaller number of persons in 1929.°

VI. WAGES AND COST OF PRODUCTION
In the introductory paragraphs of this chapter atten-
tion was called to the significance of thé fact that wages
are both a source of purchasing power and a cost of
production: It was noted that one type of analysis em-
* This includes work-relief wages. Without work relief it was 82 per
cent.

*In current dollars the three percentages last given were 59, 41, and
69 respectively.
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phasizes the importance of maintaining and increasing
wage rates as a means of providing purchasing power
while another emphasizes the importance of reducing
wages in order to obtain a satisfactory cost-price ratio.

In line with the analysis which runs in terms of wages
as costs it would be of interest to examine the changes
in wage rates which have occurred since 1929 in the dif-
ferent fields of economic activity. The existing data,
however, do not permit of any conclusive analysis of
the interaction of wage rates and costs during the depres-
sion. The indexes for major industries plotted in the
chart on page 263 are subject to the limitations.indi-
cated in connection with the discussion of manufacturing
wages (see page 246). They represent for the most part
average earnings per hour for those employed and indi-
cate only in a general way the real movement of wage
rates. Even where the indexes purport to represent rates,
they are of necessity based on averages for a more or
less wide range of occupations and skills and so are
affected by errors of sampling. On the whole, therefore,
the figures reflect changes in the composition of person-
nel as well as actual changes in rates. Thus the averages
for building construction show a decline in the first half
of 1936 despite the fact that during this period the rates
for both skilled and unskilled labor appear to have in-
creased, The decline was apparently due merely to the
larger proportion of unskilled labor engaged in 1936 as
compared to 193§. The same factor has undoubtedly in-
fluenced the averages for other lines of activity, More-
over, changes in technology have modified in varying
degrees the relative significance of wage rates in differ-
ent industries,

The chart shows that there has been considerable
variation during the depression in the movement of
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average wages in the several industries. But no definite
conclusion can be drawn with respect to the maladjust-
ments created by the lack of correspondence in these
fluctuations. However, the significance of this lack of
correspondence is perhaps not so great as may appear.
The fact that wage rates in different industries have
failed to move together is not in itself an indication that
the maladjustments are now greater than they were in
so-called normal times.

More important than relative changes of wage rates
is the consideration of labor costs as compared with wage
income. The condition most conducive to prosperity and
economic progress is low labor costs combined with high
returns to the workers, that is, with high aggregate
wages. This means technological efficiency and fully em-
ployed labor time. Unfortunately, there are important
industries in which this condition does not obtain even in
days of prosperity. In building construction, for instance,
high wage rates combined with low output per man-
‘hour make for high costs. Yet by and large, despite the
high hourly rates, the annual incomes of the workers in
the building trades are not high, for the reason that the
number of hours of actual employment per year is on
the average comparatively low. If the industry were so
organized as to permit employment on an annual rather
than daily or hourly basis and permit a fuller utilization
of the workers, labor costs might be reduced without
reducing earnings. Indeed, with lower costs, production
might be expanded and aggregate earnings greatly in-
creased. Building construction is not the only sphere
within which improvement in the wage structure and
other changes which lead to reduction of costs without
infringing upon the wage income of the workers would
facilitate expansion in production and employment.



CHAPTER XI
CHANGES IN THE PRICE STRUCTURE

Profound disturbances in the process of producing and
distributing goods and services are nowhere more quickly
or strikingly revealed than in the movements of com-
modity prices. Attention has already been called, in
Part I, to the catastrophic decline in the world price of
foodstuffs and raw materials during the course of the
depression and also to the fluctuations of general whole-
sale prices in sixteen countries. We shall now consider in
much greater detail the changes which have occurred in
the structure of prices in the United States.

Some students attribute great cyclical changes in busi-
ness conditions to fluctuations in the general level of
prices arising out of independent variations in the avail-
able supply of money and credit. Others, particularly in
recent years, have sought to explain the severity of busi-
ness depressions not so much by the general decline in the
level of prices as by the disruption of price relationships.
The wide dispersion of prices that occurs during depres-
sion is attributed to the growth of so-called inflexible ele-
ments in the price structure resulting from monopolistic
controls, governmental regulations, the power of labor
organizations, and so forth. It is contended that the con-
sequent distortion of the price structure serves not only
to intensify but also to prolong depression. In line with
this reasoning it is assumed that recovery cannot begin
until a substantial realignment of prices has occurred; or
at least that recovery will be seriously retarded so long as
wide price disparities remain, In view of these vary-

266
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ing conceptions of the significance of price changes in
relation to cyclical movements, a study of price fluctua-
tions since 1929 is evidently essential.

For the purpose in hand we shall show the fluctuations
in the prices of commodities as a whole, both wholesale
and retail, and then analyze the variations in the prices
of raw materials and semi-finished and finished goods;
major groups of commodities; selected industrial prod-
ucts; and the commodities bought and sold by farmers.!

1. Wholesale prices and the cost of living. In the
chart at the top of page 268 are shown the movements of
indexes of wholesale prices and the cost of living. The
wholesale price index covers 784 commodities; and the
cost of living index includes the retail prices of com-
modities, together with rents. On the downswing, it will
be observed, wholesale prices led continuously and the
maximum decline was some 10 per cent gréater than in
the case of retail prices. The turn in wholesale prices
came in March 1933, and the upward movement was
rapid until September. The increase in retail prices was
both tardier and much less pronounced. Since the be-
ginning of 1934 the two indexes have been close to-
gether and have remained fairly stable at a level some
15 per cent below that of 1929, It is evident that in gen-
eral these over-all wholesale and retail price indexes
show no striking divergences. However, when the vari-
ous groups and sub-groups of commodities which com-
prise the general indexes are studied, much wider varia-
tions are indicated.

2. Wholesale prices of raw materials and semi-
finished and finished goods. In the chart at the bottom of
the following page are shown the wholesale price varia-

*The relative movement of wages and prices is shown in the chart
on p. 25s.
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tions of commodities classified in broad categories. Here
we find considerable price dispersion. From 1929 to
the first quarter of 1933 the prices of raw materials de-
clined 50 per cent, of semi-finished goods 40 per cent,
and of finished commodities only 30 per cent. The up-
turn began first in the case of raw materials, and by the
end of 1934 the dispersion as between raw and semi-
manufactured products had been eliminated. It still re-
mains true, however, that the prices of raw materialsand
semi-manufactured commodities are appreciably lower,
relatively to 1929, than those of finished products.

3. Wholesale prices of major groups of commodities.
Wider variations in wholesale price movements during
the course of the depression are revealed by the indexes
of the ten groups of commodities which enter into the
general wholesale index. The dispersion of prices is
shown in the diagrams on page 270. Because of the
number of groups included, it has been necessary to
break the diagram into two parts.

The greatest decline occurred in the prices of farm
products, which fell from 1929 to the first quarter of
1933 from 100 to 39, or 61 per cent. The smallest re-
cession, 23.§ per cent, was in metals and metal products.
The declines in the prices of house furnishings, chemi-
cals, fuel and lighting, building materials, and the mis-
cellaneous group were all less than 30 per cent, while the
prices of foods and textile products declined more than
40 per cent.

The upturn in all cases except fuel and lighting began
between February and May 1933. In the ensuing years
the largest rises have been in those groups which had
previously shown the most severe declines. At the pres-
ent time prices of farm products are still relatively low,
while those of fuel and lighting and building materials
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are relatively high. In general, however, the degree of
price dispersion has been very materially reduced.

4. Wholesale prices of selected producss. When we
break down the major groups of commodities into types
of products, still wider variations in the degree of price
change are revealed. These are shown in the diagrams
on page 272. Iron and steel, paper and pulp, boots and
shoes, and furniture products showed a decline at the
maximum of only 20 to 25 per cent. At the other ex-
treme, non-ferrous metals (copper, lead, zinc, and so
forth) declined by §7 per cent, petroleum .products by
56 per cent, and cotton goods by §0 per cent. Woolens
and worsteds and lumber declined by about 40 per cent
and fertilizers by a little over 30 per cent.

It is of interest to compare the marked declines in the
prices of non-ferrous metals and lumber with the more
moderate declines in the larger groups of which they are
component parts, namely, metal products and building
materials respectively (see chart, page 270). Similarly,
the decline in the price of the sub-group, petroleum
products, was much more severe than that of the general
group of fuel and lighting.

The upturn was manifested earliest in the case of
Iumber, fertilizer materials, non-ferrous metals, and
cotton goods—in February and March 1933. At the
other extreme, petroleum products and iron and steel
did not begin to go up until June 1933. By June 1936 the
prices of boots and shoes, woolens and worsteds, iron and
steel, and paper and pulp were above 90 per cent of the
1929 level, while non-ferrous metals and fertilizers were
still below 70 per cent. Thus it is apparent that there are
still wide variations in prices as compared with pre-
depression relationships.
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5. Variations in agricultural and industrial prices.
The comparative movements of agricultural and indus-
trial prices have occupied a central place in discussions of
price relationships. Moreover, the Agricultural Adjust-
ment program has been definitely directed toward in-
creasing agricultural prices relatively to industrial prices,
with a view to restoring what is called “price parity.”
From this point of view the best means of revealing the
relative position of the farm population during the de-
pression is to compare the prices which the farmer re-
ceives for the goods he produces with the prices which he
pays for the commodities which he customarily pur-
chases. For the latter purpose two indexes are employed,
covering commodities used respectively for home main-
tenance and in farm productive operations. These in-
dexes are shown in the diagram on page 274.

Between 1929 and the first quarter of 1933 prices paid
by the farmer for articles used in home maintenance and
for productive operations declined 37 and 31 per cent
respectively. Meanwhile prices received for farm prod-
ucts declined by 62 per cent. In considering the relative
position of the farm population with respect to income it
is, however, necessary to bear in mind that a substantial
part of the farmer’s living is provided directly on the
farm; and it is also to be noted that the fall in the prices
paid by farmers for consumer commodities was some 10
per cent greater than the decline in the cost of living of
the urban population.

Since the low point of the depression the index of
prices paid by farmers for home maintenance goods has
risen from 63 to 77, while that for farm production com-
modities has risen from 69 to 82. The rise in the prices
of home maintenance goods occurred almost entirely in
the first year of the recovery. Prices of goods used in



2}4 THE RECOVERY PROBLEM

farm production continued to rise until September 1934,
since which time they have fallen by nearly 10 per cent.

Meanwhile the index of prices received by farmers has
risen from 38 to 73. The increase in the prices of farm
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* For data, see Appendix E, Table 1.

products has occurred in two jumps, so to speak, the first
in the spring and summer of 1933, and the second in the
third quarter of 1934. Since September 1934 the gen-
eral level of prices received by farmers has fluctuated
within moderate limits, rising by the first half of 1936
to a point which brought prices of farm products within
10 per cent of their pre-war ratio to industrial prices.
During the last few months they have risen to sub-
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stantial equality with 1909-14. It should be borne in
mind in this connection, however, that inasmuch as the
increase in farm prices is due in substantial part to re-
duced production, these price changes do not necessarily
reflect proportional changes in income.

‘We cannot at this place enter into a general discussion
of the relationship between price movements and the
phenomenon of depression and recovery. Two or three
general observations may, however, be made. In the first
place, it is apparent that recovery was not delayed until
after prices had been realigned. The fact is that the
recovery began at the time of greatest price dispersion;
the realignments which have occurred have been an ac-
companiment of the process of recovery.

In the second place, there is no definite evidence in
support of the view that the length of the 1929-33 de-
pression is primarily attributable to the growth in mod-
ern times of inflexibility in the price structure.” The*
present recovery began at the end of a period during
which the dispersion of prices had been occurring at the
most rapid rate. During the first stage of the depres-
sion, extending to the spring of 1931, there was a con-
siderable divergence in price movements; but the wid-
est variations came in the stage of acute depression
from the spring of 1931 to the spring of 1933—at the
end of which both general business and prices began to
recover.

Whether the rate and degree of recovery have been
adversely affected by the relatively high prices existing
in certain sectors of the economy is of course another

™It is of interest in this connection to note that the recent recession
was of iderably shorter duration than the great depressions which

occurred in the 1870’ and the 1830’s—before the development of
monopolies, regulated utilities, and powerful labor organizations.
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matter. It is our view that the extent of recovery in cer-
tain lines of activity would have been greater had costs
and prices not remained substantially out of alignment
with other costs and prices. Evidence—not assembled in
this chapter—shows that recovery has in general pro-
ceeded furthest in lines where prices are relatively low
and least where prices are relatively high.

The discussion of the present chapter is not directly
related to the larger issue as to whether the depression
itself is to be explained by an inadequate supply of gold
or money and credit. It should be recalled here, how-
ever, that in studying the sources of maladjustment ex-
isting in 1929 we did not find that there was any shortage
of gold or other forms of currency. It is our conclusion
that the catastrophic fall in the general level of prices
was an accompaniment of the business depression and not
an antecedent cause thereof.



CHAPTER XTI
THE TREND OF GOVERNMENT FINANCE

We turn in this chapter from a consideration of the
readjustments which have been occurring in the realm
of private enterprise to a study of the concurrenat changes
in the field of government finance. As has already been
indicated, the situation with respect to public finance is
of an unprecedented character, other depressions and
recoveries having occurred without any noteworthy in-
crease in public indebtedness. As the government as-
sumed new burdens during the present depression, the
simultaneous decline in tax revenues and increase of
expenditures inevitably served greatly toincrease the debt
of the national government. Since the recovery began,
notwithstanding a material increase in revenues the fed-
eral debt has continued to expand in consequence of the
continuance of large outlays for relief purposes and the
effort to stimulate revival through the medium of large
disbursements from the federal Treasury. Meanwhile
the debts of states, counties, and other local agencies
have registered no material change. The bearing of this
accumulated public indebtedness upon the stability of the
fiscal and monetary system and the further progress of
recovery presents an issue of paramount significance.

If we are to be in a position to gauge the importance
of the issue thus raised, we must have before us a clear
and accurate picture of the extent of the changes which
have occurred in public finance. The central points on
which light is required are: the growth of the public debt
and of interest charges; the trends with respect to reve-
nues and expenditures; and the growth of government

277
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debt burdens in relation to taxation requirements and
national income.

In order to simplify the analysis as much as possible
we shall divide this chapter into three major divisions,
In the first we shall present the facts with reference to
the trends in national finance; in the second we shall give
a summary picture of the situation with respect to all
governments combined—federal, state, and local; and
the third section will be devoted to the relation of taxa-
tion to national income. The interpretation of the signifi-
cance of the public debt situation with respect to the
maintenance of finandial stability and the promotion of
further recovery will be reserved for Chapter XVIIL.

1. THE FEDERAL GOVERNMENT

In setting forth the situation with respect to federal
government finance it will be necessary to divide the
analysis into five major parts, covering respectively: the
growth and structure of the debt; the burden of interest
charges; fluctuationsin receipts and expenditures; sources
of revenue; and the growth and changing character of
expenditures. In order to make the presentation as
graphic as possible the basic data will be presented in a
series of diagrams. Explanatory comments and support-
ing evidence underlying the diagrams and statements
made in the test are relegated to footnotes and to Appen-
dix F.

A. The Growth and Structure of the Debt

In analyzing the situation with respect to the federal
government it will be necessary to consider separately
the aggregate amount of the debt; the composition of the
interest bearing debt; the contingent lLiabilities which
constitute potential additions to the existing obligations;
and the assets owned by the government which may have
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some liquidation value. While our interest centers
primarily on the increase in the federal debt in recent
years, it will be helpful in giving perspective to the
whole discussion if we have before us a picture of the
growth of public indebtedness over a period of years.
Since the great fluctuations in the federal debt begin with
the entrance of the United States into the World War,
we shall run our figures back as far as 1915.

1. The aggregate federal debr. The chart below shows
the amount of the gross federal debt outstanding at the

AGGREGATE FEDERAL DEBT, 1915-36"
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* For data, see Appendix F, Table 4.

end of each fiscal year from June 1915 through June
1936. At the end of the Civil War the aggregate debt
had exceeded 2.7 billion dollars, whereas in 1915 it
was little more than a billion. The existence of this re-
maining debt did not reflect any inability on the part of
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the government to repay all its obligations. The larger
portion of the interest bearing debt was used by the
national banks as security for bank notes; and the bulk
of the small non-interest bearing debt represented the
unsecured portion of the currency in the form of United
States notes or greenbacks.

As a result of the World War the gross federal debt
reached an aggregate on August 31, 1919 of 26,597
million dollars, In the ensuing decade it was reduced by
over 10 billion dollars, the post-war low of 16,026 mil-
lions being reached on December 31, 1930." In the five
and a half years since, the debt has increased by 17,753
millions; and the total on June 30, 1936 of 33,779 mil-
lions is 7,182 millions above the level reached in 1919.

Practically all of the federal debt increase since before
the war has been in the form of interest bearing obliga-
tions.” In recent years, however, there have been sig-
nificant changes in the character and proportions of
the interest bearing debt to which attention must be
directed.

2. Changing character of the interest bearing debt,
1930-36. As will be seen from the chart on page 281,
there are four major types of interest bearing obliga-
tions-——long-term bonds, intermediate term notes (one
‘to five years), short-term Treasury. tertificates, and
Treasury bills which were introduced'in 1930. The ma-
turities of bills and certificates may run up to twelve
months. The difference betweensthem is that, whereas
certificates are issued to bear interest at a fixed coupon
rate, the bills are sold at a discount (determined by com-
petitive bidding), the interest being an initial deduction

P TR P d
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*The means by which this
in Appendix F, Section II.

* The amount of the non-interest bearing debt is given by years in
Appendix F, Table 4, The increase in volume in recent years is at-
tributable to retirements of national bank notes.
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from the ultimate maturity value. They thus constitute
an extremely flexible medium of financing.

INTEREST BEARING FEDERAL DERT, CLASSIFIED,
1930-36*

' BILLIONS OF DOLLARS

BILLS SHORT
CERTIFICATES| TERM
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TERM NOTES
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1930 2 932 933 934 1935 936

* For data, sce Appendix F, Table 5.

The striking fact revealed by the chart'is the relative
decrease in the proportion of long-term obligations. Al-
though there was an increase in the total volume of bonds
outstanding between 1930 and 1936 of 6.5 billion dol-
lars, the percentage of the total obligations which was
in the form of bonds declined from 76 to 56 per cent.
From negligible amounts outstanding in 1931, the inter-
mediate term notes have steadily increased to more than
11.8 billions on June 30, 1936, constituting 36 per cent
of the interest bearing debt. In the short-term debt there
was a preponderance of certificates until 1934, but since
then the situation has been reversed.

The scheduling of maturity dates has presented a diffi-
cult problem. It would be obviously desirable during a
deficit period to arrange maturities at sufficiently distant
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dates to preclude any possibility of their falling due
while deficits were still being incurred. Various practical
considerations have, however, prevented an altogether
satisfactory arrangement of maturities on new borrow-
ing. But bond maturities have been spread over a longer
term of years, and spread more evenly, by the refunding
of the Fourth Liberty Loan due in 1938 and the First
Liberty Loan due in 1947 invelving more than 8 bil-
lion dollars. The short-term debt, maturing within
twelve months, has been reduced somewhat as compared
with earlier years; but, on the other hand, the whole
mass of short and intermediate term debt, all of which
falls due before 1942, has exceeded 13.7 billions.

The maturity schedule as it appeared on June 30,
1932 and June 30, 1936 is shown in the chart on page
283. It will be observed that the bunching of maturities
in 1938 and 1947 has been eliminated, and that a much
more even spread has been obtained. Increasingly heavy
maturities on the intermediate notes are, however, to be
faced between 1936 and 1940. Discussion of what is in-
volved in the refunding of these obligations must wait
on the fuller consideration of the budget situation as a
whole and the sources of borrowed funds.

Before concluding this discussion of the character of
the public debt, attention must be directed to certain
“special-purpose interest bearing debts.” Various issues
are st apart by the purposes for which they are created,
the receipt of funds by the Treasury being incidental to
the primary purpose of providing special types of invest-
ments. Such, for example, are the Postal and United
States Savings bonds, and the special issues authorized
as Social Security reserve investments. There are also
special obligations for which no funds are received by the
Treasury at the time of issue; in effect, these merely
recognize established claims against the government pay-
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able at some future date. The most conspicuous illustra-
tions are the Adjusted Service bonds, and notes and cer-
tificates issued to the Adjusted Service Certificate Fund.

MATURITIES OF INTEREST BEARING FEDERAL DEBT®
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At present the volume of special-purpose interest
bearing debts is not great and constitutes but a negligible
proportion of the total debt. The aggregate amount of all
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such issues in 1930 was $1,458,021,350 and in 1936 it
was $2,007,664,484. For a fuller statement with refer-
ence to the special-purpose government debts the reader
is referred to Appendix F, Section III.

Broad questions of national policy are involved in
some of these special-purpose obligations. They suggest,
moreover, the possibility or necessity of a much larger
permanent public debt in the future than has been the
case in the past. Just as the system of bond-secured na-
tional bank note issues in former times required the
maintenance of a considerable volume of federal debt, so
in the future open market operations of the Federal Re-
serve Banks, and operations under the Social Security
Act and other measures would seem to afford a perma-
nent “repository” for a very large volume of public debt.*

3. Contingent liabilities of the federal government. In
addition to the direct public debt of the United States
government there are a number of indirect obligations
which are legally recognized as contingent liabilities. In
the main their origin is explained by the dependence of
certain vital parts of the private economic system upon
government support, regulation, or protection. As a
minor exception to this, but with vast potentialities, are
contingent liabilities arising out of indirect governmen-
tal borrowing. Thus in developing a specific enterprise
the government may use a specially created corporation
or agency which is authorized to borrow in its own name
—with the assurance of ultimate support from the fed-
eral government in case of necessity.

Prior to the depression, the indirect obligations of the

" On the basis of tentative actuarial schedules it is belicved that the
Old-age Reserve Account will accumulate to about 48 billions by t980.
The Unemployment Trust Fund will be a reserve which will possibly
reach proportions of from one to a2 billions. Such a prospective develop-
ment of course raises very important issues, which cannot be discussed at
this place.
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federal government were confined largely to the main-
tenance of sound currency. Since 1932 a score of supple-
mentary financial agencies, both of temporary and
permanent character, have been created, particularly in
the fields of home mortgage finance and agricultural
credit. The extent of the contingent liabilities of the fed-
eral government, in all connections, as of May 31, 1936,
is shown in the accompanying table:

CONTINGENT LIABILITIES OF THE FEDERAL (GOVERNMENT,

Mar 31, 1936

(In millions of dollars)
Type of Liability Amount
OBLIGATIONS GUARANTEED BY THE GOVERNMENT. 4,727
Federal Farm Mortgage Corporation bonds. 1,428
Federal Housin{nAdmmistﬁtion debentures. —
Home Owners’ Loan Corporation bonds 3,046
Reconstruction Finance ration nof 253
‘Tennessee Valley Authority bondse. . .. —
onll;mnﬂgws SUPPORTED ‘lir cr.snr&;r UNITED s’r).:'rss ......... f.gﬁg
ostal Savings system deposits (Mar. 31, 1936)4. y
Federal Reserve notes®. . pos: ............ 3,782
9,753

& Statement of the Public Debt of the United States, May 31, 1936.
b These notes do not represent sales to the gen pui:lic; they were

issued chieﬂcn exch: for preferred stock and capital notes or debentures
of banks in bolstering their capital For its cash expendi , the
R uction Fi r ion has obtained funds by b ng

directly from the Treasury.

¢ Authorized to issue 50 million dollars of bonds. The Authority has to the
present been financed from the federal Treasury.

4 The government pledges itself to the payment of these deposits; but since
about three-fourths oFPosu.l Savings assets consist of governmentobligations
the g‘ledge.is not of great practical importance.

* Technically these notes are obligations of the United States; but they
are issued by the Federal Reserve Banks, on v‘v'hwe assets they have a prior

q

lien. They are also p by segreg: | of which 40 per cent is

in Fold certificates.

Under the Agricultural Adj Act the S y was authorized
to acquire and dispose of cotton held as collateral to loans of governmental
agencies; and, es an incident in the Smcus of disposal, to borrow with
8 of rep nly a small amount was wed
and this was promptly liquidated. .
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A common characterjstic of these contingent liabilities
is that (except for the obligations of the Secretary of
Agriculture) they are the obligations of agencies set up
distinct from the government proper, but functioning
under financial procedures defined and restricted by fed-
eral statute. The character of these special enterprises
permits a separation of collateral assets to support the
indebtedness, and it is chiefly for this reason that it is
proper to classify them—so long as the underlying col-
lateral values are adequate—as only indirect obligations
of the government.

Attention should also be called to the fact that as a
practical matter the United States government has as-
sumed a moral responsibility for the safety of bank de-
posits. While the deposits are insured by a special Fed-
eral Deposit Insurance Corporation Fund, the ultimate
security rests in considerable measure on the general
credit of the government.

4. Assets of the federal govermment. Assets owned by
the federal government consist of three types: (1) pub-
lic buildings and other property directly utilized in the
conduct of ordinary government operations; (2) public
parks, waterways, lands, and so forth constructed or
acquired in pursuit of general public policy; (3) vari-
ous Joans and investments acquired by the Treasury in
connection with fiscal operations. The first two types,
with minor exceptions, do not yield any revenue and
could not well be liquidated ; nor are they formally capi-
talized. The third group represents in considerable part
realizable assets which may be used for the purpose of
offsetting government obligations.

The normal function of government is to provide im-
mediate services and not to acquire and develop produc-
tive properties. But at times, and especially in periods of
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great emergency, the Treasury is authorized to make
loans with and without collateral security, and to spon-
sor undertakings which bring productive assets in their
wake, The variety and extent of the loans and invest-
ments held by the federal Treasury on May 31, 1936
are shown in the table on page 288.

Of the impressive total of 18 billions, we may at once
place the 12 billions of foreign obligations in a state of
suspended animation. This leaves a balance of approx-
imately 6 billions, consisting largely of capital invest-
ments in subsidiary corporations and agencies, with some
special loans and advances.* As has already been indi-
cated, the long-term obligations of several of these sub-
sidiary corporations appear as contingent liabilities of
the United States. These guaranteed obligations, as we
have seen, came into existence largely through the con-
version or assumption of existing private debts.

Two purposes were in mind in the extensive use of
direct investment: (1) to afford relief or protection to
distressed corporations and individuals; and (2) to thaw
out, rehabilitate, and stimulate the ﬁnancxal superstruc-
ture of the pnva.te economy in the hope of promoting re-
covery.® It is evident that in the pursuit of such objec-

“In the “Combined Statement of Assets and Liabilities of Governmen-
tal Corporations and Credit Agencies,” which appears in the Daily
Treasury Statement, the proprictary interest of the United States on May
31, 1936 is shown as $4,295,146,466, with privately owned interest
a.mountmg t0 $347,336,264. These private investments include 156
mxlhom in Federal Land Banks and 160 millions in the Federal Deposn

Corporati The gov s proprictary interest is less
than the investments indicated in the table on p. 288, because of the elimi-
nation of certain non-recoverable Reconstruction Finance Corporation
assets representing relief allomuons

* The first agency org d to stop d was the
National Credit Corporation set up in October 1931, ‘with a revolving
fund of 500 millions to be subscribed by private banks. The purpose
was to make loans to distressed banks against assets ineligible for re-
discount. This agency met with little success and was supplanted by
the Reconstruction Finance Corporation in the early part of 1932.

Toredo o
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SecurITiES OWNED BY THE FEDERAL GOVERNMENT,
May 31, 1936°
(In millions of dollars)

Type of Security Amount
$12,015
11,156
German bonds (reichsmarks converted to dollars). . 654
CAP'ITAL STOCK OF WAR EMERGENCY CORPORATIONS. 84
U. S. Shipping Board Merchant Fleet Corponno 50
U S. Housing Corporation.................. . 34
U. S. Spruce Production Corporation. . b
War Finance Corporation. ...........coeveeeenn ... b
CAPITAL STOCK ETC. OF OTHER GOVERNMENTAL CORPORATIONS
AND GREDIT AGENCIES ., ... c.uutiinneinieiaiinenonnen 5,310
Panama Railroad Company. . . 7
Inland Waterwa: Corporatmn 12
Reconstruction Finance Corponuon 3,849
Home Owners’ Loan Corporation. ........... 100
Federal Savings and Loan Insurance Corponuon 100
Regional A ltural Credit Corp 29
F eral Home Loan Banks.............. 98
Federal Farm Mortgage Corporati 200
Export-Import Banks of Washington. 18
Reconstruction Finance Corp. Mortg 10
P Credit Cor 120
C 7 Credit Cor i .100
Electnc Homc and Farm Author e
Federal Deposit Insurance Corporat 150
ederal- Savings and Loan Associations. . 49
Federal Subsistence Homesteads Corporn e b
Federal Land Banks. ..................... L 227
Federal Intermediate Credit Banks. o 100
Central Bank for Co-operatives. . . 75
Banks for Co-0peratives. . «v.vvvvereereeiiin e 64
OTHER OBLIGATIONS AND SECURITIES . . .0\vvurrvnsarrnnns.. 656
Acquired by Fed. Emer. Admin. nf Public Works. . .. 136
Advances from Revolving Fund of Agr. erketmg et 110
Seed, feed, drought rellef and crop prod. loans. .. ... .. .. 197
Securities ‘received on account of sale of shlps ........ . 106
Miscellaneous . 107
GRAND TOTAL .\ itvirnenntieseasrantnnnarannenenns $18,065

* Statement of the Public Debt of the United States, May 31, 1936.

® Under a million.

A net figure. The total i of the in the RFC is
$4,620,000,000 repraenung $500,f 000 000 in cnpltal stock and $4 120,000,-
000in notes. From this i isded 8771 037,262
to capital stock and provision of loan funds for other corporations and agen-
cies siown on this statement.
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tives ordinary banking principles with reference to lend-
ing could not be closely followed. If losses should be
sustained the ultimate benefits in checking depression
and promoting revival might greatly outweigh the losses
to the Treasury. It was hoped, however, that with recov-
ery a considerable part of such assets might prove good.

By far the most important of the subsidiary agencies is
the Reconstruction Finance Corporation. It was estab-
lished primarily to make loans secured by capital and
other assets of private enterprises. The values were taken
over at more or less of a discount, in acknowledgment of
the general deflationary trend. Its assets at the end of
May 1936 included loans and investments (2,443 mil-
lions); allocations to other agencies of the government
for loan or investment purposes, and so forth (%759 mil-
lions); and allocations for federal emergency relief
(1,800 millions). Loans and investments (exclusive of
allocations to other governmental agencies and for re-
lief) made between February 2, 1932 and May 31, 1936
aggregated 6,194 millions, of which 3,751 millions or
61 per cent have been repaid. The balance may include
some poor risks; but given full economic recovery

-tangible results will be realized even on these.

In connection with this apparently favorable recovery
record, it should be noted that a considerable part of the
funds received have not been used by the Reconstruc-
tion Finance Corporation to reimburse the Treasury;
1,800 millions of such funds have been allocated instead
to federal emergency relief. Since such assets are not
recoverable, it is obvious that the Treasury’s expectations
of reimbursement will have to be reduced by a like
amount.

The purposes of the remaining subsidiary corporations
cannot here be dealt with in detail. Most of them also
owe their origin to conditions arising during the depres-
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sion and the ultimate liquidation values are hence prob-
lematical.® If these institutions prove their worth, it is
possible that in some cases their capital may be shifted
to private ownership.”

The “other obligations and securities” listed in the
table have in the main also arisen out of depression con-
ditions; but the operations involved are not carried out
by formal corporate organizations. The Public Works
Administration has received various marketable securi-
ties for advances made to public and private bodies; and
most of these may prove marketable under favorable
conditions.® However, judging from other experience,
the greater part of the advances to relieve agricultural
distress (with the exception of mortgage loans) will not
be repaid.

It is apparent from this discussion that only a portion
of the 6 billions of loans and investments owned by the
government can be regarded as constituting offsets to
public debt.® In some instances they have ceased to have
any value whatsoever, and the illusion that the proceeds
of liquidation will be used to retire debt is being de-
stroyed-in proportion as repayments are used for relief
or new ventures. While no one can predict the result
with any degree of certainty, it is a safe guess that less

* The chief exceptions are the war co! ions, the Panama

Railroad Company, and the Inland Waterways Corporauon——a heavily
subsidized enterprise.

" In several of the agricultural financi ision is made for
subscription to capital of the banks by pnvate borrowers in proportion
to the loans which they receive.

"On May 31, 1936 the RFC held as assets 130 millions of securities
of this character purchased from the PWA. A substantial volume had
previously been disposed of as market conditions favored. Of total of
406 millions purchased by the RFC, 249 millions had been sold and 27
millions collected.

* It should be pointed out that in practice the net debt figure given
by the Treasury is derived by deducting only the net balance in the
general fund from the gross public debt.
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than half of the values listed will be realized by the
Treasury in the form of cash.
B. The Burden of Interest Charges
The fiscal burden of public indebtedness expresses
itself in the cost of debt charges, which must be met from
taxation. Full debt charges ordinarily include both cur-
rent interest and a sinking fund for amortization of the

INTEREST CHARGES ON THE FEDERAL DEBT, 1915-36*

MALIONS OF DOLLARS " MALIONS OF DOLLARS
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* For datz, see Append.\: F, Table 7.

principal. In the analysis which follows we shall, how-
ever, ignore the sinking fund and concentrate attention
solely upon the amount of interest charges, which repre-
sent fized contractual agreements. The accompanying
chart shows the trend of these charges on the federal
debt from the pre-war year 191§ through the ﬂscal year
1 9 36 10

" The figures used are the “computed annual interest charges.” These

give a more accurate index for momentary comparison of inter-
est with principal thap the actual interest disbursements, which com-
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The striking fact revealed by the diagram is that the
growth of the debt in recent years has not been accom-
panied by a proportional increase in the interest burden.
From 1930 through the fiscal year 1934, when the debt
increased from 15.9 to 26.5 billions, the interest charge
rose only 236 million dollars. Then, with an increase of
over 6.5 billion dollars during the ensuing two years, the
interest burden remained practically stationary. For com-
parison it may also be noted that the peak debt in 1919
of 25.2 billions carried an interest charge of 1,054 mil-
lions, whereas on the debt of 33 billions in 1936 the in-
terest burden is only 845 millions.

The explanation of this phenomenon is of course to
be fourd in the wide fluctuations in the rate of interest.
The chart on page 293 shows the fluctuations from 1915
to 1936 of a computed interest rate representing a com-
posite of the various rates of interest in the different
types of government obligations making up the debt at
the end of each fiscal year. For purposes of comparison
the chart also shows the fluctuations in the principal of
the debt.

Wide fluctuations in the interest rate are apparent.
Just before the war the average rate on the outstanding
debt was 2.37 per cent. It rose to a high of 4.34 per cent
in 1921. Then, as the debt structure as a whole was
moulded into a more permanent form and as money
market conditions changed, the rate gradually declined
during the twenties to a low of 3.88 in 1928, rising
slightly to 3.95 in 1929.

Since the beginning of the depression the rate of in-
terest on the public debt has steadily declined, at first

monly involve a lag. As may be observed from the appendix table, com-
puted interest usually exceeds actual interest disbursements during the
years of debt increase and conversely in periods of retirement.
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slowly, and then rapidly as if to confound the critics of
fiscal policy. From a rate of 3.95 in 1929 it fell to 3.35

FructuaTing INTEREST RaTES ON FEDERAL DEBT,
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in 1933 and to 2.56 in 1936. On the face of things it
would seem that the more the credit of the government
is strained by mounting indebtedness, the stronger the
government’s credit becomes.
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Two factors have combined to reduce the rate at which
the government is able to borrow. The first is to be found
in underlying conditions in the money market which
have resulted in a general decline in the rate of interest.
This phenomenon will be considered at a subsequent
place in the analysis. The second is the great shift that
has occurred from long-term to intermediate and short-
term borrowing, a shift which has also been facilitated by
the general money market situation.

It has already been noted that 8 billions of war loans
representing about one-half of the bonded debt have
been refunded, transforming obligations at an average
interest rate of more than 4 per cent to roughly 2.5 per
cent—yielding a saving of approximately 125 millions
per year. Sinking-fund operations and other miscellane-
ous retirements have also aided in converting high inter-
est bearing obligations into low ones. The maintenance
of the sinking-fund system in 2 period of heavy deficits
has thus had some practical justification.™

The significance of the shift in the position of the debt
will be revealed by a glance at the chart already pre-
sented on page 281. The short-term and intermediate
term indebtedness had by 1936 come to.constitute as
much as 44 per cent of the total. Since the intermediate
term notes bear a rate of about 1.5 per cent and since
the cost of the short-term borrowings is negligible, the
increasing proportion of the total debt in these categories
has served to reduce materially the interest burden on
the debt as a whole—quite apart from the general de-
cline in the interest rate.

As has already been indicated, the Treasury bills are

“In the fiscal years 1931-35 inclusive an annual ge of 4s0
millions of debt has been retired by statutory provisions. For a state-
ment showing the operation of the sinking fund, se Appendix F,
Section IV,
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not issued to bear a definite rate of interest. They are
merely short-term obligations sold below par, the inter-
est being the immediate deduction from the ultimate
maturity value. Bills outstanding at the end of February
1936 reflected yields at time of issue as low as 0.052
(approximately 1/20 of one per cent), and as high as 4
of one per cent on nine-month maturities.

We shall leave the discussion for the moment with
this factual statement. The changes that may ultimately
occur in the burden of the debt, as a result either of ris-
ing interest rates or the refunding of the huge volume of
short-term floating indebtedness now outstanding, will
be fully discussed in Chapter XVIIIL.

C. Ft jons in R ipts and E: di

The growth of the public debt is of course a direct re-
flection of the excess of current expenditures over cur-
rent revenues. A deficit may be the result either of
shrinking revenues or of expanding expenditures. Ac-
cordingly if we are to have a complete picture of the
trend of public finance in recent times, it is necessary to
reveal the trends with respect to annual revenues and
expenditures. These are shown graphically in the accom-
panying chart. In the fiscal year 1915 receipts and ex-
penditures were practically in balance. The war years
'showed a very great increase in ordinary receipts (which
exclude borrowed funds and postal revenues) accom-
panied by a colossal increase of expenditures.

For eleven successive years beginning with 1920
revenues were in excess of expenditures—the primary
factor in the improvement being the decrease of expendi-
tures. Revenues also showed a slightly downward tend-
ency from 1922 to 1929. The increase in the level of
expenditures between 1915 and the middle twenties is
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attributable primarily to expanded outlays as a conse-
quence of the war—<chiefly pensions and interest. The
expenditures incurred in connection with the general
and civil functions increased between 1915 and 1925
from only 273 millions to 645 millions, of which public
works accounted for 100 millions.”® This increase was
not greatly out of line with the rise in wages and prices.
The low point in post-war expenditures was reached
in the fiscal year 1927 at 2,974 millions. There was a
moderate increase in the ensuing two years, amounting
to 325 millions. Since 1929, notwithstanding a decline
of about 15 per cent in the general level of wholesale
prices, federal outlays have increased nearly threefold.
In an appendix table we have prepared a general
budget summary showing government receipts and ex-
penditures by major classifications for the seven-year
period 1930-36." Total receipts declined from 4,048
millions in 1930 toa low of 2,006 in 1932, and then rose
to 4,116 millions in 1936. Expenditures (less debt re-
tirement) increased steadily from 3,308 millions in 1930
to 8,477 milliong in 1936. The resulting deficits are
summarized as foBoWS:“
1931. .. 462 million dollars  1934..3,629 million dollars

1932..2,735 » » 1935..3,002 »
1933..2,601 ” » 1936..4,361 »

Having reviewed the changing relations of revenues
to expenditures and the resulting deficits and growth of
public indebtedness, we turn next to an analysis of the

®For data showing the functional classification of expenditures in
1915, 1919, and 1923, see Appendix F, Table 3.

See Appendix F, Table g,

M The amount of the deficit in a particular year does not correspond
precisely with debt increases, owing to changes in the amount of cash
held by the Treasury between the beginning and the end of the period,
and debt retirement through use of the devaluation increment.
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shifting character of revenues and expenditures respec-
tively. For this purpose the discussion will be confined
to the period 1930-36.

D. Sources of Revenue, 1930-36,

Since the beginning of the depression there have been
some noteworthy changes in the sources of federal
revenue. We are referring here not to borrowing opera-
tions but to real revenues derived from taxation and
other miscellaneous receipts. In the accompanying chart
we present a breakdown of the revenues and other re-
ceipts there shown.

In 1930 about 62 per cent of the total revenue was
derived about equally from corporate and individual
income taxes, based on incomes of the calendar years
1928 and 1929. These schedules, admirably adapted to
a period of prosperity and public debt retirement, were
wholly unsuited to the cataclysmic conditions to follow,
The tax schedules of 1928 and the temporary reduction
of rates in 1929 did not anticipate the fiscal situation of
1931, in which year a substantial part of the 1929 taxes
was actually paid. In the fiscal year 1933 the income
tax yielded 746 millions, as compared with 2,411 mil-
lions in 1930.

Customs and miscellaneous internal revenues, the
second line of support in the tax structure, shrank sharp-
ly but less violently than the receipts from the income
tax.’® Customs dropped from §87 millions in 1930 to
251 millions in 1933, and miscellaneous internal revenue
from 628 millions in 1930 to a low of 504 millions in
1932—with tobacco taxes increasing in relative impor-

" Miscellancous receipts also decreased from 422 millions in 1930 to

117 millions in 1932, chiefly as a result of the suspension of payments
on war debts,



298 THE RECOVERY PROBLEM

tance and constituting four-fifths of the total in the latter
year.

The Revenue Act of 1932 providing for a drastic up-
ward revision of income taxes was passed to halt the
widening of the gap between receipts and expenditures.
Improvement in the actual situation was, however, de-
layed because of the intensification of the depression and
the normal lag in collections. It was not until the fiscal
year 1934 that the new rates became fully effective. Even
s0, in consequence of the contraction of taxable income,
this tax was not restored to its former relative position.
From a purely revenue aspect the additional estate taxes
and a variety of new or increased indirect taxes on pro-
duction, transportation, communication, business transac-
tions, and so forth were of greater significance. This does
not represent a new experiment in taxation since such
taxes had all been used during and after the war. They
were reimposed and increased because of the relatively
satisfactory way in which they had stood the test of the
war period.

We cannot attempt here to catalogue the detailed"
changes in the tax structure since 1932 or to enumerate
the spedific revenue provisions of the various acts. There
have been, two developments of particular importance,
however, to which attention must be called. These relate
to emergency taxes on agricultural products and to the
liquor taxes.™

" Special premium taxes authorized by the Social Security Act of
Aug. 14, 1935 are a third development of far-reaching importance. Un-
der the annuity provisions of the act, about 6 per cent of payrolls, prima-
nly industrial, will be diverted to the government by equal employce
income and employer excise taxes. The ined taxes are
from 2 per cent in 1937, with combined receipts of about 560 million
dollars for the fiscal year 1938, to the maximum of 6 per cent in 1949 when

it is estimated that they will produce slightly less than 2 billions annually.
At some time between 1965 and 1970 it is believed that tax receipts and
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The Agricultural Adjustment Act of May 12, 1933
authorized the Secretary of Agriculture to levy excise or
processing taxes on the first domestic processing of cer-
tain basic agricultural commodities. These taxes were
collected by the Bureau of Internal Revenue and placed
in the general fund of the Treasury. An amount roughly
equivalent to the proceeds was appropriated largely for
the purpose of rental and benefit payments to farmers.
Thus the specific tax receipts and particular new objects
of expenditure were definitely linked in a co-ordinated
plan, separable only by a tenuous technical interpreta-
tion. Collections of the processing taxes amounted to 353
millions in 1934 and to §22 millions in 1935. Invalida-
tion of the Agricultural Adjustment Act on January 6,
1936 closed this source of revenue, but only by reason of
its association with an unconstitutional purpose of ex-
penditure.™

With the repeal of the Eighteenth Amendment in
1933, liquor taxes again became a very productive source
of revenue. Whereas only 9 millions of miscellaneous
internal revenue came from this source in 1932, as much

annuity payments will balance, but by then between 35 and 4o billions
of surplus receipts will have been paid mto a reserve fund invested
in U. S, government securities. 1f hased
in the market, these surplus receipts will not be avmlable to cover
the cost of regular government functions. If specxal new securities
are issued to the reserve, the surplus receipts will remain in the general
fund to be used for a variety of pomhle purposes, including a scaling
down of rates of ora of ditures. There
is another 3 per cent employer excise tax levied for the purpose of unem-
ployment insurance and a similar, but much smaller, reserve may be
accumulated for this purpose. Because of the latitude of administrative
policy it is impossible to predict how these special tax surpluses will be
adl\mcd to the changing state of federal finances.

In the rice millers’ case decision of Jan. 13, 1936 the Supreme Court
ordered the return to processors of about 200 millions of impounded
processing taxes collected prior to the invalidation of the AAA. As shown
by the chart, however, about 77 millions of taxes from the first half of
the fiscal year 1936 were retained by the government.
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as 506 millions was obtained in 1936. Thus the increase
of combined revenues from liquor and tobacco, as shown
on the chart, was almost entirely attributable to this re-
opened field. The increase of custom duties from the
same source has not been of appredable significance.

In the receipts of the fiscal year 1936 we may observe
the extension and enlargement of tendencies which had
their inception in the adjustments of 1932. Total reve-
nues of 4,116 millions were more than double the low
point of 1932, and 208 millions higher than in 1930.
Enlargement of the income tax base has been insufficient
to offset the contraction of income, but there has been a
notable improvement in that the 1936 collections of
1,427 millions are about double the 1933 amount. ’

The 1936 collections are, of course, based in part on
the incomes of the calendar year 1934 and in part on
those of 1935; and they thus tend to understate the
revenue productivity of existing provisions. It remains
true, however, that since 1932 the income tax has occu-
pied a secondary position with respect to miscellaneous
internal revenue, which in 1936 constituted 49 per cent
of total revenues as against 35 per cent for the income
tax. The tendency therefore has been to reverse the post-
war trend with respect to these tax classifications, which
culminated in 1930 in a preponderance of income tax
receipts.

Particularly noteworthy has been the increase in mis-
cellaneous internal revenues. Excise taxes which are
based in a large degree upon essential commodities, the
production of which has remained comparatively stable,
have come to occupy a place of increasing importance.
Taxes levied upon the windfall type of income from es-
tates and gifts have also increased in amount. In the
aggregate, miscellaneous internal revenues yielded 2,009
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millions in 1936, of which about 1,400 millions was from
commodity taxes and manufactures excises. Liquor and
tobacco contributed more than one billion.

E. Growth and Changing Ch of Expendi 1930-36

It is a simple matter to show the aggregate growth of
federal government expenditures since 1929; but it is
difficult to reveal, with precision, the changes which have
occurred in their functional character. This difficulty
arises out of the fact that accounting methods have not
been uniform throughout the period. Arrangements of
the component parts of the total expenditures have
created certain illusions as to the trend of the regular
expenditures of the government—as contrasted with re-
covery and relief outlays. We have attempted to correct
this distortion. The accompanying chart reveals the
growth of expenditures classified in broad categories.
(Expenditures for debt retirement are excluded from
this chart.)

In reviewing these expenditures it is desirable to di-
vide the period into two parts, corresponding roughly
with the two administrations, the dividing line being
June 30, 1933. The first period parallels the contraction
of business into the depths of depression. To provide for
the relief of individuals—the concept of spending for
recovery not yet having emerged—the government ex-
panded and accelerated outlays through regular depart-
mental channels, Estimates of the amount of such ex-
pansion are indicated on the chart for the years 1931
through 1933 by the red areas crossed with black.

In the fiscal year 1931 the total of expenditures in
which the primary purpose was relief was roughly 389
million dollars. This included public works (highways,
public buildings, and so forth), 135 million dollars;
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loans to farmers from established agencies, 8§ million
dollars; and increased loans and benefits to veterans, 169
million dollars. The problem: of distinguishing these
special categories from normal expenditures on regular
activities is more difficult in the fiscal year 1932. We be-
lieve, however, that they may be conservatively esti-
mated at 658 millions for that year.'® This represents a
continued expansion of public works, further loans to
farmers (with 12§ millions additional investment in the
stock of the Federal Land Banks), and the continuance
of liberality to veterans. In 1933, as shown by the chart,
there was a sharp reduction of these accelerated expendi-
tures to a level of about 200 millions. This was partly
attributable to the non-recurrence or curtailment of
previous special expenditures, but, in the main, to 2 shift
in the method of handling relief problems which began
with the establishment of the Reconstruction Finance
Corporation in 1932.

The RFC introduced the recoverable loan and invest-
ment feature of recovery and relief financing and thus
was an important contributing element in the subsequent
development of the dual budget system, under which
emergency outlays were sharply distinguished from
regular ‘expenditures.” The methods of the RFC indi-
cated the assumption of a broader responsibility on the

*The method employed in amvmg at tlns estimate is as follows:
We have fairly data sh g that there was an in-
crease in 193t of 38g millions for relicf purpom. Total expenditures
in 1932 exceeded those of 1931 by 769 millions, of which 500 millions
went for the budgeted RFC outlays. On thls basis we place net increase
for the regular dep for at 658 millions.
This appears justifiable in view of the fact thab—-other than for relief—
there were no new burdens or functions imposed upon the federal gov-
ernment in these years and a mormal level of regular activities can be
assumed. (These estimates are based on data from reports of the Secre-
tar;ofthe'rmryforthemspecdveyun

A fact frequently overlooked is that the dual system of accounting
was fully developed during 1932 and 1933, even though it was not
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part of government for conditions of economic distress.
A total of 768 million dollars was expended through this
agency in the fiscal year 1932 for purposes of financial
relief and of allaying the effects of deflationary panic,
particularly upon banks, insurance companies, and rail-
road corporations. Its 1933 expenditures aggregated
1,277 millions in an expanded field of operations. Loans
of 300 million dollars were made to state and local gov-
ernments for relief and 118 millions allocated for farm
and home relief and financial aid. Thus the apparent
reduction of the exceptional expenditures under the regu-
lar departments in 1933 was largely a matter of shifting
these expenditures to the REC account.

The separation of regular from emergency expendi-
tures which was inaugurated by the establishment of the
RFC received a tremendous impetus with the advent of
the new Administration. The white and black shaded
areas on the chart, which indicate the costs of regular
government activities, contracted moderately in 1933
and sharply in 1934. This was due in part to economy
legislation passed both by the Hoover Administration
and the new government, the main reduction in 1934
being in the pension item.* However, following 1933 a

acknowledged at the time and was not formalized in procedure until
1934. In the two former years a total of 2,045 million dollars was paid
to the RFC, but only the stock subscription of 500 millions was shown as
an expenditure and reflected in the deficit. The difference was revealed
only by the increase in the public debt. The investments in the RFC were,
of course, deemed recoverable. (See Daily Treasury Statement, June 3o,
19 23.) This omission has been corrected in subsequent budget statements.

It is to be noted that the budget for the fiscal year 1934 was pre-
pared and acted upon by the Hoover Administration in the early part

ParaifarahiH PRI

of 1933. The i ing ation passed y leg (a
particular feature of which was the reduction of veterans’ benefits
with the view of supporting its promise of a reduction of 25 per cent

in the cost of government. At the same time, however, preparation was
made for extraordinary expenditures by the huge deficieacy appropriation
of 3,300 million dollars,
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new and more elaborate distinction was made between
regular government costs and those considered to be of
temporary emergency origin. It is evident that some re-
lationship was assumed between contracted revenues and
regular government costs, and, on the other hand, be-
tween expanded borrowing and temporary relief ex-
penditures. Also the new aspect of spending for recovery
supplanted more conservative policies exemplified by
the activities of the RFC, the net expenditures of which
continued on a reduced scale into 1934.

We have prepared the table on page 305 to show the
general character of special recovery and relief expendi-
tures during the depression as a whole. We have only
presented data where accounting accuracy is obtainable
and have excluded various adjustments, based upon
rough estimates, which are shown on the chart and inter-
preted in these pages.

‘We regard the great bulk of the expenditures in these
seven classifications as falling within the government’s
general program of relief and reflation. In some in-
stances,-however, as in the case of expenditures for the
agricultural adjustment (or soil conservation) program,
broader objectives are involved and hence perhaps they
may be in some measure permanent in character.

It will be seen from the table that in 1932 and 1933
segregated relief outlays were made through the RFC,
whereas beginning with 1934 funds have flowed out
through a multitude of specialized agencies. The emer-
gency expenditures of primary importance are those for
relief, for public works, and for aid to agriculture, While
expenditures for agricultural aid and public works de-
clined appreciably in the fiscal year 1936, relief expendi-
tures were contracted only slightly. The latter type of
outlay is primarily directed toward the relief of indi-
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RECOVERY AND RELIEF EXPENDITURES, 1932-36"
(In millions of dollars)

Allocation 1932| 1933 | 1934 | 1935 1936
AGRICULTURALAID. .. ... .0ovunnn, 866 885 699
Agvicalrural Ad; Adrmims
LFRGON. . ..ovvuiniinnaann 289 712 532
Refunds of processing taxes. . . . 1 31 10
C diy Credic Corporation. .. 183 oob| 130
Farm Credit Administration 347 154 33
Federal Land Banks. ...... . 46 48 60
RELIEF. ... 0 tiuiainionnnsnnnnnns 1,844 | 2,342 | 2,250
Federal Emergency Relief Adm 707 | 1,814
Civil Works Administration. 805 1

Emergency conservation worl
Drought relief (Dept. of

ture). ... . . — 81 3
‘Works Progr. — |- — } 1,264
PUBLIC WORKS ) 642 | 1,021 827
Administrat 4
PWA........ 6 15 25
Boulder Canyon 19 24 10
Loans and grants to local govern-

MEALS. . oy vviiniiiennnn. 79 138 172
Loans to railroads.

Public highways. . .. .. . 268 317 215
River and harbor works. ........ 72 148 152
Other (defense, public bldgs etc.) 127 313 381
AIDS TO HOME OWNERS ............ 195 103 215
Home Loan system. . 192 76 37
Emergency housing . 1 6 25
Federal Housing Administration. . — 15 15
Resertlement Administration. . . . — 2 138
Subsistence homesteads. . . ...... 2 4 —
MISCELLANEOUS......... . 159 10 25
Export-Import banks 3 30 20
Federal Deposit Insurance Corp.. . 150 1 —
National Industrial Recovery Adm. 6 12 5
RECONSTRUCTION FINANCE CORP....| 768|1,277| 566 1350 2390
TENNESSEE VALLEY AUTHORITY. . . .. 1 36 49°
UNCLASSIFIED AND UNALLOCATED. ., — 110
GRAND TOTAL . . v vevinninrnnen. 768| 1,277 | 4,283 | 4,262 | 3,827

* The 1936 figures compiled from the Presidens’s Budget Statement of
Sept. 1, 1936. Years 1935 and 1934 based upon the President's Budges
Statement of Sept. 29, 1935, Other years from Annual Report of the Secretary
of the Treasury.

b Reanmenm (deduct).

¢ Includes all expendi

general and Y, as classified by the
Treasury.
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viduals; while in other cases the direct purpose is to im-
prove the functioning of economic agencies and institu-
tions, with individual relief an indirect but nevertheless
important consideration.

In the years 1931 through 1933 we have made ad-
justments to bring out the expansion of regular govern-
ment functions for purely relief purposes. In the succeed-
ing years the illusion of vast relative economy in the
regular government establishments is dispelled by ad-
justments in the relief expenditures. Particularly in the
case of public works, it has been common practice to re-
allocate funds provided for emergency administrations
back to the regular government departments where they
fill in the deficiencies of their normal budgeted activities.
To determine the precise extent of this reallocation is
extremely difficult because of the lack of adequate data.
But for the years since 1933 we have shown on the chart,
in the dark areas crossed with red, the amounts which
we estimate were involved. The estimates of 400 millions
for 1934, 510 millions for 1935, and 437 millions in
1936, we regard as conservative minimum figures.

The heavy black line on the chart thus indicates our
estimate of the division which would have been shown
between regular and emergency expenditures had ac-
counting practice been consistent throughout the period.
This excludes the expanded activities of 1931 through
1933, but includes the reallocated relief funds in recent
years. In the years preceding 1934 there is little evidence
of change in the level of regular expenditures, which
were 3,308 millions in 1930 and 3,204 millions in 1933.
In 1934 they declined to 2,862 millions, but recovered
to 3,015 millions in 1935 and 3,313 millions in 1936.
There has been a recent tendency to restore expenditures
carried in emergency categories back to their regular de-
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partmental classifications, but, in addition, certain proj-
ects of depression origin are regarded by some as perma-
nent functions of the federal government. Thus the AAA
outlays have been officially carried as regular expendi-
tures.™ If we were to follow this method, a glance at the
chart, on which the AAA expenditures are separated, re-
veals that since 1934 “regular” expenditures have been
‘far above the 1930 level, which was sufficiently high to
call for economy legislation. We might further block off
from the recovery and relief bracket the 486 millions ex-.
pended on Emergency Conservation Work (CCC) in
1936 as an addition to regular costs, as they were, indeed,
officially classified in that fiscal year.”

The readjustments which we have attempted to make
in the expenditure classifications do not, of course, affect
the total outlays. The hard reality of the rising total
costs of government is apparent. They increased from

np; ding 1 ic views of expendi c]amﬁczuon, there must

be a conndenble measure of personal judgment in the placing of this
expenditure, It would appear that there was more justification for con-
sidering AAA expenditures as reguiar when, prior to 1936, they were
met by specific revenues, On the other hand, the fact that an activity
can be financed out of revenues is not the ﬁnal cntenon in determining
goy functi more plex issues are invol

1In its origins the dual budget method had cenam distinct poxms
of merit; at first in regarding special exp res as sub re-
coverable, and later with the furthex assumption that ex'pendnum which
were separable as the cause of deﬁms, were of temporary and contractable
nature, In retrospect, and thh a view to the future, however, it would
appear that its ification has been regarded as a
receptacle for all expendnures which were not covered by revenues-—
wnh less emphasis upon the termmnble characteristics of such ex-

as d to rise with busi recovery. An ex-

cellent example of this process is afforded by the CCC expendnurves which
in 1934 and 1935 were considered relicf, but appeared in the reguler
category in the budget statement of January 1936. The transition of this
expenditure (which was also effected reu-oacuvely for the year 193 ;)
was apparently with the underlying i
special emergency outlays. We doubt that the move was fully jusnﬁed in
consideration of the origin and characteristics of the agency involved,
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3,308 millions in 1930 to 4,741 millions in 1932. Al-
though they were reduced by about 60 million dollars in
the fiscal year 1933, total outlays rose from 4,681 mil-
lions in that year to 6,803 millions in 1935 and 8,477
millions in- 1936—or 6,703 millions if the special bonus
of 1,774 millions be omitted.®

For the fiscal year 1937, expenditures in excess of %
billion dollars appear probable. The original budget es-
timate amounted to 6,753 millions. The President’s
budget statement of September I, 1936 gives a revised
estimate of 7,183 millions, excluding debt retirement of
580 millions.™ It appears likely that further funds will
be required to cover relief expenditures this year. The
turning point in total expenditures has thus not yet been
reached.

II. ALL GOVERNMENTS COMBINED

The United States is a country in which there is an
extraordinary degree of decentralization in the adminis-
tration of governmental functions. In addition to the 48
state governments there are more than 182,000 minor
political units having the power to levy taxes and incur
debt. Any adequate picture of the situation with respect
to public finance in this country must, therefore, include
these state and local government units.

™ Total payments to the Adjusted Service Certificate Fund in the fiscal
year 1936 were 1,774 millions, of which 1,673 millions was directly
attributable to prepayment of the bonus in the month of June (Daily
Treasury Statement, June 30, 1936). The latter ﬁgure, however, was
not the full amount received by bonus recipients, as there is an accounting
eomplication involving the liquidation of securities invested in the old
Adjusted Certificate Fund. In the absence of precise data we use the
higher figure as being a closer approximate in covering a minimum of
at least 70 millions of cash from such hquxd:mon

™ Expenditures for 1937 include an estimate of 560 mnlhons to be

paid to government trust funds in reimb for
loans as a result of the bonus payment. This is a non-recurring expendi-
ture involving a debt increase but not necessarily a cash outlay. For
further details sec Appendix F, Section 111,




TREND OF GOVERNMENT FINANCE 309

All taxes, by whatever agency imposed, must be paid
by the public as 2 'whole. Moreover, there has been a
growing inter-dependence between federal, state, and
local finance. The primitive concept of local economy has
progressively given way to both social and economic
changes which transcend traditional political boundaries.
This has been especially the case as a result of the finan-
cial difficulties arising out of the economic depression.
In this section of the analysis we shall therefore present
in summary form the situation with respect to public
finance for federal, state, and local governments com-
bined.

A. Growth of Federal, State, and Local Debt, 1915-35
In the accompanying chart we show the growth of state
and local debts, in comparison with the growth of federal
GrowTH OF ALL PuBLIC INDEBTEDNESS, 1915-35"
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debt from 1915 to 1935. In studying this chart attention
should first be directed to the contrasts between the
growth of federal and local indebtedness. It will be seen
that, in general, the trends have been essentially differ-
ent. During the World War period the state and local
indebtedness showed only a very slight increase. How-
ever, during the fiscal years from 1919 to 1930, when
the federal debt was being decreased by nearly 10 bil-
lion dollars, state and local indebtedness increased by
practically 10 billions, or nearly threefold. In the first
years of the depression state and local indebtedness in-
creased more or less proportionally to the federal debt;
but after 1932 the former declined slightly, while the
federal debt showed a huge expansion.

Prior to the war the federal debt was negligible in
amount. At the peak of the war-time financing it was
four times as great as state and local indebtedness; but
the changes in the twenties brought it to just under 16
billion dollars in 1930—virtual equality with the state
and local total. By 1936 the federal debt was again near-
ly double that of the smaller units.* The change in the:
last few years of course reflects the assumption by the

™ The contraction of total state and local debts between mid-year 1931
and 1935 was about 200 millions, following an increase of 300 mil-

lions from’ June 30, 1934. In the calendar years 1932-35 inclosive, there
were 2,934 millions of new long-term mﬁ. udns:ve of refunding.

(Data published in Federal Reserve Bulletin.) I defaults are
included with the ding debt, lnd are deducted only whcn compro-
mised, the g factor offsetti; ing and holding down the

total was normal retirement, parucnlarly of serial issues. The short-
term debt, which is included in the totals, decreased from 1.6 billions in
1932 to 1.x billions in 1935 (Anmual Report of the Secretary of the
Treasury, 1935, Table A, p. 425). This is explained by improvement in
the tax delinquency situation, and by some funding into long-term obli-
gations.

There are difficulties in computing the amount of municipal debts
in various technical stages of default, but estimates of the percentage
of government units affected are of interest. For the entire country,
only 1.68 per cent of all government uaits have defaulted, but in seven
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federal government of the responsibility not only for
stimulating recovery but for aiding distressed local gov-
ernments and maintaining the stability of local finance
generally,

In the early stages of the depression the state and local
governments attempted to deal with the relief problem;
but revenues proved inadequate to the new and unequal-
ly distributed burden, and bank and investment sources
of credit and capital were tightened by deflationary
forces. Thus, irrespective of whether relief is logically
a national or local responsibility, the burden was largely
thrown upon the federal government with its extensive
credit and currency powers.

The composition of the state and local government in-
debtedness in 1932, the latest date for which classified
figures are available, is shown by the following table:™

State governments . .. .. ........... 2,361 million dollars
Counties . . ...................... 2,391 » »
Cities, towns, villages, and boroughs . .. 8,842 » »
Schoal districts, townships, and other civil

divisions . ...... ... ... ... . ... 3,983 » »

Total .. ... ... ...l 12,577  ”» »

The origin and purpose of state and local indebted-
ness have been essentially different from those of the
federal debt. Whereas the federal debt, until the depres-
sion period, has been attributable primarily to military
outlays, that of the local governments has been created
in a process of developing enterprises deemed socially

Southern states and New Jerscy the percentage was highest, an average
of 13.67 per cent. These states also had the highest debt-burden index,
about double the United States average, and their debts were largely in-
curred ;n the twenties. (B. U. Ratchford, The Amnalist, Nov. 22, 1935,
P. 717,

* Gross debt, less sinking fund assets. From Financial Statistics of State
and Local Governmenss, 1932.
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important, such as schools and school buildings, roads
and streets, rapid transit, waterfront and harbor im-
provements and sewerage facilities (see page 314).

Interest charges on the state and local indebtedness
are considerably larger, relatively to the principal, than
is the case with the federal debt. As we have seen, the
average interest charges on the federal debt have been
greatly reduced in recent years, in part as a result of re-
funding operations, but to a greater extent by the increas-
ing proportions of short-term borrowing at merely
nominal interest rates. State and local governments have
been able to benefit in the main only by refunding opera-
tions.

Because of the multitude of bond issues involved and
the lack of detailed and comprehensive data, it is diffi-
cult to show the net interest charges on state and local
government indebtedness as a whole. A compilation
made for the year 1932, however, showed total interest
payments amounting to nearly 844 millions, giving an
average rate of about 4.6 per cent.”” Since the aggregate
debt has been decreased since 1932 by about 600 million
dollars and the average interest rates were shaded some-
what as 2 result of refunding operations, the interest
obligations at the present time probably amount to a lit-
tle less than 800 million dollars.* Thus notwithstanding
the fact that the state and local debt is only a little more
than half the amount of the federal debt, the interest
charges for 1936 would appear to be slightly in excess of
the actual interest disbursements of 749 millions on the

" Financial Statistics of State and Local Governments, 1931, p. 28.

* The average yield on high-grade municipals was 4.29 per cent in
19293 4.71 in 19335 and 2.72 in June 1936 (Federal Reserve Bulletin,
August 1916) On the basns of such yields it would appear that if
are carried through in the next few
years the present interest burden will be materially reduced.
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federal debt. If and when the federal debt is funded this
comparison will, of course, change materially.

B. Growth of Expenditures
The growth of state and local expenditures in relation
to federal expenditures may be briefly summarized. The
expansion since 191§ is shown by the table below.

FEDERAL, STATE, AND LocAL EXPENDITURES BETWEEN
1915 and 1934"
(In millions of dollars)

Total Federal State Local
3,379 719 490 2,170
8,918 3,117 1,208 - 4,593
10,196 2,853 1,499 5,844
11,709 3,046 1,943 6,720
13,417 e 20257 6,448
14,449 6,784 2,044 5,621

2 The data for 1915 were obtained from Recent Social Trends, Vol. 11,
Table 20, p. 1324 and are comparable with data for the other years, which
are from National Industrial &mference Board, Cost of Gevernment in the
United States, 1933-1935, Table 1, p. 4. The expenditures are adjusted to
exclude debt retirement and federal tax refunds. Grants-in-aid are treated
as an expenditure of the first disbursing authority.

Over the.period as a whole, state and local expendi-
tures combined increased approximately threefold, while
federal expenditures increased nearly tenfold. Eliminat-
ing the extraordinary federal expenditures of the last
three years and making the comparison between 191§
and 1932, we find state and local expenditures increased
a little over threefold, as compared with an increase of
nearly sevenfold in federal expenditures. The rate of in-
crease in state government expenditures for the period as
a whole has been somewhat more rapid than that of
local expenditures—though in absolute magnitude the
latter show an expansion of about 3.5 billions, as com-
pared with 1.5 billions for state expenditures. In both
cases a considerable decline is evident in recent years,
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local expenditures having fallen by nearly 20 per cent
since 1929,

The character of state and local expenditures is re-
vealed in the following summary statement for the year

1929:™

Education ................... ... 2,862 million dollars
Highways ............ ... DU 1,862 »
Welfare .. ...................... 568 ” ”
Other (administration, protection, con-

servation, health, etc.) ......... .. 2,780 »

Expenditures for education, highways, and welfare
have shown a tendency to increase for many years. These
three functions accounted in 1915 for §1.5 per cent of
all state and local expenditures, while in 1929 they com-
prised 61 per cent of the total.

It is evident that during the depression state and local
expenditures have been adjusted more closely to the
level of current revenues than has been the case for the
federal government. As a whole, the states and localities
entered the depression with over-extended debts and, as
revenues declined, there was enormous pressure to cur-
tail expenditures. Moreover, the burden of relief was
progressively shifted from local to state governments
and, in turn, to the federal government. State and local
governments possess no such credit expanding possibili-
ties as are available to the federal government.

C. Growth of Taxation
In order to compare the increase in state and local
taxation with the increase in federal taxation we have
prepared the accompanying table, which shows the ag-
gregate collections by the federal, state, and local gov-
ernments respectively for selected years since 1913. Fed-

® Data computed from Recent Social Trends, Vol, 11, Table 21, p.
1326,
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eral taxation increased fourfold during this period, state
taxation nearly sixfold, and local taxation a little over
threefold.

FeDERAL, STATE, AND LocaL TAXEs BETWEEN
1913 AND 1934"

(In millions of dollars)
‘Total Federal State Local
2,259 662 300 1,297

123 3,032 917 3,285
8,605 3,207 1,264 4134
9,759 3,328 1,612 4,819
8,147 1,789 1,642 4,716
8,767 2,892 1,732 4143

* Data for 1913 from Recent Social Trends, Vol. II, Table 2, p. 1335; other

ears from National Industrial Conference Borrd, Cost of Government in the

nited States, 1933-35, Table 13, p. 27, Tax refunds are deducted from federal
tax receipts.

The figures in the table cover tax receipts only. In
addition there are various non-tax revenues {apart from
borrowing). In 1932, for example, such revenues re-
ceived by state and local governments amounted to 2,494
millions, as compared with 6,358 millions from tax re-
ceipts. These non-tax revenues were derived as follows:™

Earnings of departments and

public service enterprises .. .. ..... .. 942 million dollars
Special assessments . ... ... ... ... ... 321 » »
Highway privileges, rents, and interest .. 256 »
Subventions and grants .. ............ 88 »
Fines, donations, gifts,etc. . ... ........ 107 » »

While the distinction is not in all cases precise, in
general the non-tax revenues represent the cost of some
special privilege or benefit, whereas taxes go for the gen-
eral support of government without relation to particu-
lar benefits derived by taxpayers. The subventions and

® Data from Financial Statistics of Stats and Local Governments, 193z2.
This is the only year for which complete data are available.
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grants represent contributions of one division of govern-
ment to another, generally for the support of some spe-
cific function, such as highway construction, These have
already been included in the receipts of the governmen-
tal agencies making the subvention or grant.

. TAXATION AND NATIONAL INCOME

To round out this summary sketch of the trend of
public finance it is essential to relate the growth of taxa-
tion to the growth of national income. Has the percent-
age of the income of the people that is diverted through
government channels been steadily increasing? How
great is the proportion now required to meet govern-
ment obligations? In making these comparisons we shall
include both federal and state and local taxation, show-
ing the trends for each separately, and also with respect
to combined totals, The table on page 317 shows the
changes from 1913 to 1936, by selected years,

It will be observed first that the national income, as
expressed in dollar terms, has fluctuated widely—in part
reflecting price changes and in part recurring periods of
boom and depression. Thus, largely as a result of war
and early post-war inflation of prices, money income
more than doubled between 1913 and 1920. After the
readjustments of 1921 and 1922 the income expanded at
a gradual rate—with prices meanwhile showing a slight
reduction. The depression since 1929 affected both the
volume of business and the level of prices and resulted
in a reduction in the total income from 81.9 billions in
1929 to 2 low of 40 billions in 1932. Since 1932 there
has been an increase in the volume of business and in
the general level of wholesale prices, which is reflected
in a rise in national income to approximately 60 billion
dollars—the preliminary estimate for the calendar year

1936.
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Prior to the war federal taxes absorbed only about 2
per cent of the national income and all taxes combined
about 7 per cent. In.the post-war period federal taxes
averaged a little over 4 per cent of the national income
and all taxes about 11 or 12 per cent. Owing to the

Tax CoLLECTIONs AND NATIONAL INCOME IN SELECTED
Years, 1913-36
(Dollar items are in millions)

Tax Collections Taxes as a Percentage of
neome
Year | Incomes State State
All | Federal{ and Al | Federal | and
Local® Local
1913..1531,900 | $2,259 | § 662 | $1,597 7.1 2.1 5.0
1923..| 68,400 | 7,234 | 3,032 | 4,202} I0.6 4.4 6.2
1926..) 77,200 | 8,605 | 3,207 | 5,398 | 11.2 4.2 7.0
1929.7| 810900 | 9)759 | 3328 | 6431 | irio | 41| 78
1932..| 40,000 | 8,147 | 1,789 1 6,358 | 20.4 4.5 15.9
1933..] 42,200 | 7,501 | 1,786 | 5,715 17.8 4.2 13.6
1934.. , 8,767 | 2,892 5,875 | 17.9 5.9 12.0
1935..| 53,600 | 9,8004} 3,714 18.3 6.9
1936. .| 60,0000} 10,2004| 4,062 17.0 6.8

* The income figures for the period 1913-29 are from America’s Capacity
t0 Consume, Table I, p. 148; the later years are a projection on the basis of
estimates of the Department of Commerce (Suroey of Curvent Business).
The figures are for produced income rather than income paid out. We have
selected the former because it more accurately portrays the real basis of
taxation.

b Compiled ﬁFuru are available only for the year 1932. The other figures
are esti of the National Industrial Conf Board.

° Preliminary estimate.

@ For the purpose of obtaining fotal figures in 1935 and 1936 we have
assumed state and local revenues to have increased to 6.1 billions.

shrinkage of income in 1932 more than 20 per cent of
the national income was absorbed in taxes. In the suc-
ceeding years the percentages ranged from 17 to 18, of
which the federal taxes absorbed approximately 7 per
cent.

The present taxes are, however, inadequate to cover
the full costs of government. While the state and local
budgets, taken in the aggregate, are roughly in balance,
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the federal deficit in 1936 amounted to 2,587 millions—
exclusive of 403 millions expended through the sinking
fund and the special bonus of 1,774 millions. To balance
the budget at this level of expenditure would have re-
quired federal taxes equal to 6,703 millions. A more
reasonable basis on which to balance the budget would be
at a level of expenditures approximating 6 billions.”
On this basis federal taxes would absorb about 10 per cent
of the present national income and all taxes a little over
20 per cent.*

If the tax burden is to be reduced below the levels
thus indicated it will have to be as a result of a further
increase in the national income. It will be of interest to
indicate the magnitude of the tax burden on the as-
sumption of a return to a level of economic activity equal
to that of 1929. The income in that year was approx-
imately 82 billions. The level of prices is now some 15
per cent below that of 1929 and a present income, in
money terms, of 70 billions would be roughly the equiv-
alent of the 1929 income. On this plane taxes aggregating
12 billion dollars would absorb about 17 per cent of
the national income.

It is beyond the scope of our present inquiry to con-
sider the distribution of the tax burden upon the various
groups in society and the effects of various types of levies
upon the operation of the economic system. We must
here be content merely with indicating the quantitative
magnitude of the problem.

™ See discussion in Chap. XVIIL

®The tax burden is sometimes placed at a substantially higher per-
centage than that at which we have arrived. The difference is usually
due to the practice of including in the state and local government
revenues both the tax receipts and the non-tax revenues. Our reasons for
excluding such revenues in computing the tax burden are disclosed by the

analysis on pp. 315-16. Sometimes also the burden is computed as a per-
centage of the total expendi of 1936, including the special bonus.




CHAPTER XIII
READJUSTMENTS OF PRIVATE DEBT

In this chapter and the following one we survey the
changes which have taken place since 1929 in the amount
of the debt and the ownership of the claims outstanding
against various classes of institutions and individuals, in
the rates of interest paid on various types of loans and
investments, and in the resulting burden of interest. In
this survey our primary interest is in the bearing of the
debt situation on the capacity of industry to attract cap-
ital and to operate profitably, and in the ownership of
the debt, as its volume and soundness affect the solvency
of financial institutions and their consequent capacity to
finance the expansion of business in the future. We are
also interested in the changes which have taken place in
the ownership of creditor claims because these are so
radical in character as to evidence an important change
in the finandal structure of society.

L CHANGES IN AMOUNT AND OWNERSHIP OF DEBT

The table on page 320 summarizes our estimates of the
volume of debt in the United States at the end of
1929 and 1933, together with estimates for certain
kinds of debt for 1934 and 1935. Because of the lack of
data concerning general corporate-and individual debt,
no totals are shown for 1934 and 1935. These data are
analyzed in detail in later sections of the chapter. It
must be understood that the figures here relate to the
gross debt and do not measure directly the debt burden
of the country, since the debtors and creditors are to a
large extent identical. The net debt for any country as

319
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a whole, apart from international debtor and creditor
relationships, is, of course, zero, since there is a creditor
for every debtor. The net debt of net debtors, that is, of
those who owe more than others owe them, cannot be

Gross DEBT oF (GOVERNMENTAL AGENCIES, CORPORATIONS,
AND INDIVIDUALS, 1929-35"
(In millions of dollars)

Group 1929 1933 1934 1935
Non-financial corporations. .. .. 60,410 | 54,878
Financial institutions. . ....... 104,286 | 85,590
Federal, state, territorial, and|
local governments. .......... 31,435 | 41,513 | 47,188 | 47,053
G 1 lending i 1,262 | 1,574 | 5,915 | 6,896
Individuals.................. 80,414 | 48,725 s e
Total...........ooonn 277,807 | 232,280

» For sources of data, see detailed tables below.

estimated accurately, but is certainly less than half the
amount of the gross debt shown in our table.! The gov-
ernmental debt, as was shown in Chapter XII, is sub-
stantially all net, whereas nearly all the debt of financial
institutions is offset by creditor claims, as is that of
wholesale and retail trading corporations. Individuals
as a group are creditors to a much larger extent than
they are debtors, and in this respect their condition has
shown a great nominal improvement during the course
of the depression. However, since the entire debt of
governments and governmental agencies is 2 contingent
liability of the individuals who make up the country,
the improvement in the balance sheet position of in-
dividuals is in fact offset by the increase of their ultimate
liabilities as taxpayers.

*To use an ill jon: If a speculator is carrying a bond in
a margin account with a broker, the corporation owes the speculator,
the speculator owes the broker, the broker owes a bank, and the bank

owes its depositors, but the only net debt is that which the corporation
owes, in effect, to the depositors in the bank,
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It will be noted that there was a net decline in the
gross debt totals between 1929 and 1933 amounting to
about 13.5 per cent. The reduction is greatest in connec-
tion with financial institutions and individuals. Business
corporations show a decline up to 1933 of less than 6
per cent. The most striking change, however, was not
the reduction in total indebtedness, but the appearance
of the federal government in the role of banker-at-large
to the community. The debt of the federal government
increased by nearly 8 billion dollars and that of its lend-
ing agencies by 2 billions more, down to the end of 1933,
and in the next two years the increase was even more
rapid. As is shown below, the creditor position of the na-
tional government and the-quasi-governmental lending
corporations rose from 6.5 billion dollars to more than
14 billions,

What has been happening may be summarized in two
statements: first, as the credit of other agencies deteri-
orated and that of the United States government re-
mained unimpaired, the government substituted its
credit for that of the other agencies; and second, as indi-
vidual and corporate businesses contracted the scale of
their operations, the government expanded its field of
economic activity. Individuals who under normal con-~
ditions would have bought corporation securities or made
mortgage loans have been using their savings to pay off
bank loans or holding them idle in the form of bank de-
posits (now virtually underwritten by the government).
Banks, finding little demand for sound individual and
corporate loans, buy government securities. The gov-
ernment uses the funds to make loans which are deemed
too risky by banks and other lending agencies, and also
to carry on an expanded program of public works. Thus
the government has become more and more the leading
borrower, lender, and business manager in the country.
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In the following sections we shall consider in some
detail the history of the various classes of debt through
the depression and recovery eras.

II. NON-FINANCIAL CORPORATIONS

The accompanying table shows the creditor position of
non-financial corporations for 1929 and for 1933; later
information is not available, except for railroads.

Non-Fivanciar Corrorations’ DEsT, 1929 AND 1933-35"
(In millions of dollars)

Other | Corpora

Year Railroads | Public [do0 Other]  pory)
Utilities | yeliries

13,309 | 12,810 | 9,888 | 36,507

903

36,
1,651 5,903 16,349 23
39

14,182 | 14,808 | 10,272 X
1,568 1,919 | 11,739 | 15,226

13,895
1,784

13,564
2,015

* For sources of data, see Appendix G, Section I

1. Railroads. The railroad debt was very stable dur-
ing the depression, as it had been for many years before.
The bulk of railway indebtedness constitutes permanent
investment, and the investment in railway property can-
not be recovered in any large volume even in cases where
railway service is discontinued. And so long as service is
‘maintained it is usually necessary that the investment be
increased from year to year. Hence the only ways in
which the debt can be reduced are by bankruptcy and
write-off, and by refunding through stock issues. A sig-
nificant amount of amortization out of earnings is prac-
tically impossible, even with profitable roads, because
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the periods when the railroads are making money are
the ones in which they have the greatest need of new
and improved facilities, and consequently of additions to
total investment. Refunding through stock issues has,
of course, been impossible during the depression. What
reduction has occurred has been almost entirely the re-

HoLbINGs OF RAILWAY SECURITIES ON DECEMBER 31 OF
SELECTED YEARS, 1929-35"

(In millions of dollars)

Creditor 1929 | 1933 | 1934 | 1935
Other railroads. . . 1,449 | 1,547 | 1,264 | 1,224
National banks. 626 530 574 5
All insured banks. . . .. - — 1 981]1,026
United States Treasury 63 38 31 31
Life insurance compani 3,029 | 3,039 | 3,070 | 3,086
Railroad Credit Corporation. o= 67 53 46
Reconstruction Finance Corporation. ...| — 337 378 458
Public Works Administration........ .. - — 133 82
Other®, ..o 8,642 | 8,636 | 7,698 | 7,029

* For sources of data, see Appendix G, Section IL

® Mutual savings banks lgpnmndy hold over one billion dollars of the
amount shown here as held ‘others,” but the amount cannot be esti-
mated accurately because pubhshed reports do not separate railroad securi-
ties from those issued: by public utility corporations.

sult of reorganization, and has been offset by the expan-
sion of short-term debt of other railroads.

The ownership of railroad securities has changed
more than has the total volume of debt, but not nearly
as much as the ownership of farm and home mortgages.
The accompanying table shows, as of December 31 of se-
lected years, the holdings of railway securities reported
by the more important classes of institutional holders.

It will be noted that in proportion to the total volume
of railway debt outstanding, the credit extended by the
emergency lending agencies of the government has been
small.® The government thus has built up a compara-

" The Railroad Credit Corporation lends railroad money, and not that
advanced by the federal government.
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tively small equity in the railroads as compared with its
stake in the financing of land ownership. The importance
of the aid extended to the roads by the government, how-
ever, is greater than the figures might seem to imply,
chiefly because of the extent to which railroad credit in-
volves that of banks, life insurance companies, educa-
tional and philanthropic foundations, and the smaller
taxing units.

The mileage operated by railroads in receivership or
in process of reorganization under the Bankruptcy Act
rose from §,703 in 1929 to 42,168 in 1934. About three-
fifths of this increase is accounted for by five roads, all
but one of which were in 2 very weak finandal situation
before the depression began.® All the other roads which
are in the hands of receivers or trustees are small, none
of them operating more than 1,000 miles of line. The
funded debt of the railways in the hands of receivers and
trustees at the end of 1934 amounted to 1,926 million
dollars, or about one-seventh of the total funded debt
of the railways of the country.

In view of the number of defaults reported and the
extent to which other defaults have been prevented only
by the intervention of the government, the experience
of the depression seems to have confirmed the popular
belief that the railroads have an excessive debt burden.
In this connection, however, several points are worthy
of note.

First, it is to be emphasized that the distress of the
railroads is not 2 direct consequence of the fall in the
price level. Railroad rates are inelastic; they do not go
down with falling prices while many railroad costs do go
down, Therefore, for 2 given volume of business, the
profit margin is higher (or the deficit margin lower)

¥ The five roads are the Wabash, the Seaboard Airline, the Wisconsin
Central, the Missouri Pacific, and the St. Louis-San Francisco.
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when prices are low than it is when they are high. It is
the shrinking volume of business and not the fall of
prices which causes embarrassment to railroads in time
of depression. In this respect their position is similar to
that of other agencies which enjoy a considerable degree
of monopoly, except that they lack the freedom that an
industrial monopoly has to experiment with lower and
higher prices.*

Second, railroad debt, even if excessive, does not con-
stitute a signiﬁmnt source of unemployment in the rail-
road service itself. Bankrupt railroads do not go out of
business. They keep on hauling freight while the lawyers
readjust the debt burden. Roads in financial distress do,
however, commonly spend less for betterments and for
equipment than they would if they had less debt.

Third, the primary importance of railroad solvency,
from the standpoint of the re-establishment and main-
tenance of normal business activity, is in its indirect in-
fluence on the rate of investment. The solvency of the
railroads has vital importance for the solvency of banks,
insurance companies, and educational and philanthrop-
ic institutions. A limited amount of insolvency has no
significant influence on the total volume of employment
and business activity, but the coincidence of a large vol-
ume of failures in any field exerts a strong adverse in-
fluence on the willingness of holders of liquid funds to
invest them. Railroad failures bring home the risks of

*From the standpoint of the owners of railroad securities as a group,
a heavy debt is in one sense an asset because it gives them in fact—
though not in legal theory—a better claim on the public for liberal
treatment in the regulation of their rates. Theoretically the return which
the railroads are allowed to earn depends upon the fair value of their
propcny and not on their caplta.l st.rucmre, but in pracnce there is some

y for the I to give more consid-
eration to bondholders than it gives to stockholders, even though the stock
may have originated in a ion where bondholders were forced

to exchange their securities for stock certificates. {Compare H. G. Moul-
ton and others, The American Transportation Problem, pp. 294-97.)
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investments directly to a very large body of potential
investors, and if they are so serious as to cause failures
of banks and other financial institutions, the dampening
effect is enormously aggravated.

Fourth, the recent threat to the solvency of certain
institutional holders of railroad securities was due not
so much to the volume of railroad securities held as to
the fact that the same agencies which hold the railroad
securities are also large holders of urban, and especially
of farm, mortgages. Moreover, those governmental
units which are most heavily dependent on railroad taxes
are also in many cases the ones which are most heavily
dependent on taxes on farm property. The shrinkage in
the ability of the railroads to pay interest and taxes dur-
ing the depression coincided with the collapse of the abil-
ity of the farm population to pay interest and taxes. Con-
sequently, the solvency of the railroads became much
more vital to their most important creditors. The col-
lapse of urban land values also hit the municipalities and
made them much more dependent on railroad taxes than
they would ordinarily have been. Thus the aid extended
to railroads by public lending agencies, particularly the
Reconstruction Finance Corporation, was essential to the
solvency of institutions which under ordinary condi-
tions would have been able to absorb the loss from a
collapse of railroad prosperity. This s the real signifi-
cance of the program of governmental aid to distressed
railroads. Loans to railroads that were not in acute dis-
tress have also played an important part in maintaining
some degree of activity in railway expenditures for con-
struction and betterments, especially electrification, air-
conditioning, and stream-lining.

2. Other utilities. For utilities other than railroads
the change in total indebtedness is no more significant
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than it is in the case of the railroads. The accompanying
table shows the funded debt of certain types of public
utilities for which detailed information is available.
The operating companies which furnish electric cur-
rent, gas, or water have had remarkably smooth sailing
through the depression, considering its severity, but the
holding companies have been hit very hard. During the
boom period there was a wave of consolidation of utilities

Funpep DeBT oF CERTAIN TyPEs oF PuBLIc UTILITIES,
1929 AND 1933-34"
(In millions of dollars)

Group 1929 1933 1934
‘Mgnulfgcturcd gas companies. . . 951 g45 232
al
Electric ﬁght and power compani 5,879 6,550 .ee
Telephone companies. . ....... 1,214 1,079 1,048
ph companies......... 77 108 127
Pipeline companies (interstate) .. 43 39 53
Electric railway companies. 2,037 s e
Holding companies. . . 1,500 2,000 .
ress companies, . . 33 32 32

* For sources of data, see Appendix G, Section IIL

through the medium of holding companies whose chief
purpose was to exploit the possibilities of “trading on
the equity” by pooling the securities of operating com-
panies and using them as collateral for bond issues, or
as a credit base for the issuance of preferred stock. A few
conspicuous failures in this group have brought all hold-
ing companies into disfavor with investors,and practically
no securities of this sort have been issued in the last few
years. Defaults which are not fully reflected in the sta-
tistics of indebtedness outstanding have brought about
some reduction in the collectable indebtedness which
is not yet fully reflected in statistical reports.



328 THE RECOVERY PROBLEM

3. Other corporations. For the debt of corporations
other than financial institutions and public utilities, our
only source of information is the Ssatistics of Income,
and these reports are not available for any date later
than 1933. Changes from the end of 1929 to the end
of 1933 were as follows:

DEBT oF INDUSTRIAL CORPORATIONS, 1929 AND 1933"
(In millions of dollars)

1929 1933
Industrial
Short Short
Group Long- | “and | Toral | Log- | “nd | Total
€M | Demand] €M | Demand|
Manufacturing..| 5,450 | 7,418 | 12,868 | 5,022 [ 5,723 | 10,745
Trade.......... 1,252 | 5,730 | 6,982} 1,127 3,624 y
Allother. ... . 3,186 | 3,201 | 6,387 | 4,123 2,392 | 6,515
Total........ 9,888 [ 16,319 | 26,237 | 10,272 | 11,739 | 22,011

= Data from Statistics of Income. Compare note 1, Appendix G.

It will be noted that during these years there was a
considerable reduction in the reported debt of industrial
and commercial corporations. The reduction, however,
was much greater in the short-term and demand debt
than in the long-term debt. This reflects simply the
liquidation of bank credit with the contraction of current
operations, The data are affected also by the disappear-
ance of corporations from the reporting group on ac-
count of bankruptcy or inactivity in the course of the
depression. All three of the classes of corporations shown
have short-term creditor assets in excess of the short-
term debt shown in the table, and these creditor assets
decreased between 1929 and 1933 in somewhat greater
proportion than did the short-term and demand debt.®

* Long-term creditor assets for these corporations are relatively unim-
portant and are not reported separately from vther investments.
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II. FINANCIAL INSTITUTIONS

The table on page 330 brings out some of the financial
repercussions of the depression. The mutual savings
banks have shown at least a normal growth and the life
insurance companies have also expanded, though less
rapidly than they did before the crisis. Building and loan
associations’ mortgage loans have been reduced by more
than one-third, partly through foreclosure and partly
through the disappearance of associations. Other finan-
cial corporations, consisting chiefly of real estate com-
panies and investment trusts, show comparatively little
change.

There has been a very sharp liquidation of the indebt-
edness of investment trusts. This is accounted for to a
small extent by bankruptcy, but chiefly by the fact that
the managements of solvent institutions have elected to
sell enough investments to pay off a large part of their
bonds. Examination of the reports of the management
trusts (as listed in Keane’s Investment Mamual and in
Moody’s Mamual) shows that of 236 million dollars of
indebtedness issued, practically all of which was out-
standing in 1929, less than % millions was in default at
the end of 1935, about 2 millions had been written off
in distress reorganizations, and 104 millions had been
paid off. The amount outstanding at the end of 193§ was
almost exactly half that outstanding in 1929.

The increase in the assets of the Federal Reserve
Banks is, of course, a reflection of the depression policy
of easing the money market by large open market pur-
chases of government securities, with a corresponding
expansion of demand obligations. The increase in the
accounts of the Postal Savings system is due in part to
the reduction in private banking facilities, but chiefly to
transfers of funds because of distrust of the banks.



CONDITION OF FINANCIAL INSTITUTIONS IN SELECTED YEARS SINCE 1928*

(In millions of dollars)

1. Debts
1929 1933 1934 1935
Group Long- |Shortand| Long- |Shortand| Long- |Shortand| Long- |Short and
Term | Demand | Term |[Demand | Term |Demand | Term |Demand
National banks............. e — 25,008 173 | 18,827 482 1 22,563 524 | 24,802
State banks. ......... - 30,324 246 | 15,908 484 | 18,531 478 | 20,771
Mutual savings banks. . — 9,112 —_ ,744 — 9,851 —_ 9,991
Federal Reserve Banks. P 4,318 —_ 6,152 - 7,652 - 10,995
Postal savings................... - 173 - 1,213 — 1,229 - 1,235
Building and loan associations. . . .. — —_ — 222 -—_— 188 — 159
Life insurance companies . ......... 15,240 856 | 18,436 630 | 21,487 1,108 | 22,991 1,185
Veterans’ Administration. . 411 21 671 19 725 18 790 18
{_oint Stock Land Banks.... 572 14 367 27 219 18 205 4
ederal Deposit Ins. Corp.. g - —_ et — —_ - - —
Railroad Credit Corporation N — 67 — 53 — 46 —
All other financial ... ............. 9,912 | 8,325 8,247 4,641 ... .
Total.....oooivciaannenn, 26,135 | 78,151 | 28,207 | 57,383
II. Creditor Assets

National banks. . ... 7,472 | 20,292 | 8,717 | 11,756 | 11,085 | 13,469 {11,919 | 15,207
Statc baks. . . . . 8,058 | 22,002 | 8,281 | 9,949 1246 | 11,363 044 | 12409
Mutual savings banks. 9,257 764 9,755 838 9,462 783 9,700 104
Federal Reserve Banks 281 1,505 1,494 1,475 1,927 874 1,890 924
Postal savings........ - 26 138 292 844 615 548 853 297
Building and loan associations ,888 631 5,541 443 , 666 374 4,259 338
Life insurance companies. . 15,481 697 | 18,103 1,088 | 20,083 1,348 | 20,886 1,442
Veterans’ Administration . . 413 24 663 26 717 28 79 29

oint Stock Land Banks. . 490 31 3713 [] 263 24 194 10

ederal Deposit Ins. Corp.. - - — - 315 18 311 36
Railroad Credit Corporation. . — — 67 1 55 1 46 -
All other financial................ 2,727 9,700 | 2,727 5,313 . .

Total...........o.iil, 52,993 | 56,684 { 56,013 | 31,799
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By far the most important items in our table, from
the standpoint of this study, are those relating to com-
mercial banks. The long-term assets of the banks have
shown a slight increase, due almost entirely to the heavy
investment in government bonds. Their short-term as-
sets bave been reduced by more than 50 per cent and
their demand obligations (notes and deposits) by about
25 per cent for national banks and nearly 50 per cent
for state banks.*

The decline of bank deposit liabilities from 1929 to
1933 and the subsequent rise reflect clearly the turn from
general liquidation to slow recovery, and show the rad-
ical change in the credit structure of the country which
has taken place within the last seven years. There was
practically no shrinkage in the volume of bank deposits
before the middle of 1930. During the next three years,
however, four processes were going on together which
steadily reduced the volume both of bank assets and of
bank liabilities,

One factor was the cancellation of deposits through
voluntary payment of loans in excess of good applica-
tions for new loans. With falling prices and a falling
volume of business, industrial and commercial borrowers
taken as a group had less need of working capital and so
reduced their loans. Second, there was much involuntary
liquidation, the banks calling in loans because of im-
pairment of borrowers’ credit and because of greater
caution on their own part. The lessened willingness to
incur risk and the increased estimate of the degree of
risk which characterized the entire depression period
thus affected both the banks and their customers.

A third factor which operated to reduce bank deposits

* Compare Chap. XVIIL.
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and bank assets was the withdrawal of deposits in cash.
This process, which was due to distrust of the banks,
operated chiefly in the autumn of 1931, when cash in
circulation increased by 664 million dollars in four
months.” The total increase of cash in circulation from
May 1930 to February 1933 was over 2 billion dollars,
of which nearly one billion had been returned to the banks
by the middle of 1934. Recently, however, the cash in
circulation has again increased to about the peak figure.

The final factor in the decline of bank deposits was
the succession of bank failures, which for the three years
1930-32 numbered 5,299. This record represents first a
continuance of the post-war process of eliminating small
non-profit making banks, largely in communities that
were losing business to larger centers; and second, the
acute distrust of banks which appeared in the fall of
1931, subsided in 1932, and reappeared in intense form
in the winter of 1932-33.

The two factors mentioned first—that is, voluntary
and forced liquidation of bank loans—were the most im-
portant sources of the reduction of bank deposits which
went on from 1930 to 1933. Increased caution on the
part of banks in making loans also tended to hold down
deposit expansion during the two years immediately fol-
lowing the bank holiday. The ancient theory that banks
should not make permanent working capital loans, which
had always been honored in the breach rather than in
the observance, took on new life as an explanation of the
great number of bank failures, and played a significant,

¥ There were also large withdrawals in 1931-33 which took the form
of transfers between banks, especially the withdrawal of funds from
country and suburban banks for deposit in larger city banks. This process

tended to cause bank failures but did not, of course, directly reduce the
total volume of bank deposits.
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though probably a minor, part in determining the lend-
ing practice of banks and the policy of bank examiners.?
At the same time the volume of government securities
was expanding rapidly. Moreover, the demand for bank
loans did not revive in proportion to the recovery of
business activity. The larger industrial corporations had
been making a decreasing use of bank credit before the
depression, preferring to obtain their working capital
through the issuance of stocks, and the depression there-
fore found them with an abundant supply of cash. Nat-
urally the business organizations which were in this
position were more likely to survive the depression than
were the smaller businesses which had not been able to
finance through the security market and consequently
were more heavily in debt for their working capital
needs.

Since the middle of 1933 the trend of bank assets and
liabilities has been very sharply upward, but the in-
crease in assets is entirely accounted for by the rise in
holdings of United States securities. Loans of all classes
have decreased more than investments in private securi-
ties have increased.

Taking the period as a whole, the change in the bank-
ing situation is in most respects favorable to recovery.
The distrust of banks has been relieved in two ways. In
the first place, many, doubtless most, of the weakest
banks have been eliminated, and many banks have been
strengthened by the waiver of depositors’ claims and the
investment of new capital. Second, deposit insurance has
in part removed the threat of another wave of deposi-

* Compare Charles O. Hardy and Jacob Viner, Repors om the Aoail-
ability of Bank Credit im the Secenth Federal Reserve District, pp. VI,
13-25.
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tor withdrawals.” The asset position of the banks, viewed
from the standpoint of safety, must be regarded as
strong, since a large proportion of the banks’ portfolios
consists of government obligations. Regardless of one’s
opinion as to the ultimate soundness of the credit of the
government, the fact that bank deposits are so largely
offset by government securities is 2 safeguard against
bank failures, since the banks’ liabilities run in dollars
and a collapse in government credit and consequent in-
flation would affect the value of the assets and of the
liabilities in substantially the same way.

A large inflow of gold and a considerable expansion
of Federal Reserve investments have put the banks in
possession of vast excess reserves so that they are now
in a position to finance an expansion far larger than that
which preceded the collapse of 1929-33. Excess reserves,
even after reserve requirements had been increased by 50
per cent, stood at 1,890 million dollars on August 26,
1936, sufficient to support a volume of bank deposits
much greater than the country has ever had.’

IV. INDIVIDUALS

Direct information as to the indebtedness of individu-
als is fragmentary, and information concerning their
creditor position is still scarcer. The table on page 335
shows the more important categories of individual debt

* However; so long as deposit i is limited to of $5,000
and under, there will still be danger from this source. In the later stages
of the banking crisis when the larger city banks were affected, it ap-
pears to have been the big corporate accounts rather than the small indi-
vxdual deposits that were the chief source of trouble.

* Morcover, the Treasury has free gold in the amount of nearly
400 million dollars, and the Secretary of the Treasury has unused anthor-
ity to issue 3 billion dollars in greenbacks. Then there is & large poten-
tial credit expansion concealed in the silver holdings of the Treasury,
and the Stabilization Fund has a reserve of sterilized gold which may be
as large as 1,800 million dollars, Finally, there is in circulation a volume
of currency about a billion dollars larger than the circulation at the
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for 1929 and 1933, the latter year being the latest for
which sufficient data are available to make such a tabula-
tion worth while, Some of the estimates are very rough. In
addition to the data shown in the table, we have more de-
tailed information concerning certain classes of debt;
these we discuss in the following sections. Because of
Jack of data, we offer no tabulation of the creditor position

InpiviouaL DEBT, 1929 AND 1933
(In millions of dollars)

Type 1929 1933

22,000 18,740
9,039 7,624
21,825 8533
661 391
Brokers’ loans to customers. 5,985 1,267
Debt to retailers.......... 6,974 4,156
Non-corporate debt to wholeulm 6,866 ,003
Debt to amall loan companies. . 242 222
Debt to life insurance compamu 2,379 3,769
Debt to government life insurance. 202 529
Miscellancous items®, 1,238 491
Total.................l 80,414 48,725

* For sources of data and methods of estimating, see A dix G, Section

"innbrokers, l:redlt unions, mal, unlawful lenders, remedial loan
oan Hebrew Free Loan societies, en-

dorsed note lenders.
of individualsas a whole, though estimates for individuals
who submit income tax returns are presented in the table
on page 336."

peak of the post-war boom. If this currency were to be deposited in
banks and redeposited by the banks in the Federal Reserve Banks, reserves
would be correspondingty augmemed
 An attempt was made to estimate the creditor position of mdwxduals,
by ded '“,theknown““= and g
agencies from data concerning the amnum “of securities and other obli-
gations but was abandoned bemuse of the }ugh degn:e of
i and

toldi

the of
institutions which do not file reports for income tax; and also the amounts
of domestic securities which are held abroad.
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1. Individusls submitting income tax returns. The
items below, except for tax-exempt securities owned by
individuals with incomes over $5,000, are estimated (in
millions of dollars) by capitalizing figures for interest
paid and received, as reported in Statistics of Income.

INTEREST BEARING DEBT

Group 1929 1933
Individuals with income over $5,000 ............ .... 15,983 3,470
Individuals with income less than $5,000 .. . 5,683 5,000

Individuals with no net income ................. . 3,000 2,250

INTEREST BEARING ASSETS

Individuals with income over $5,000:
‘Tax-exempt securities ... ..................... 5,373 4,535
Other interest bearing assets, non-fiduciary . .20,960 7,045
Other interest bearing assets, fiduciary ............ 3,686 1,677
Individuals with income of less than $5,000:
Tax-exempt securities .................-0o000s

Other interest bearing assets, non-fiduciary .. ......10,921 8,985

Other interest bearing assets, fiduciary ... ... ... 792 861
Individuals with no net income:

Tax-exempt securities ........... .......... Lo e

Other interesting bearing assets, non-fiduciary .. 1,920 1,795

Other interest bearing assets, fiduciary . ........... 112 182

In capitalizing interest received, it has been assumed that
55 per cent of the fiduciary income is derived from interest
bearing assets. This is roughly the proportion shown in
the trust portfolios of national banks.

2. Farm debt. The table on page 337 shows the
changes which have taken place since 1929 in farm mort-
gage debt and in holdings of certain lending agencies.

It will be seen that the total amount of farm mort-
gages outstanding, and the amounts held by banks and
life insurance companies, have decreased rapidly since
1929. Mortgage loans of the Federal Farm Loan sys-
tem, on the other hand, increased slightly between the
year-end dates of 1929 and 1933, and since the latter
date have risen very rapidly indeed. The decrease in the
total amount of farm mortgages is due only in minor de-
gree to the liquidation of debt out of income, although
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because of declining land values and the enhanced de-
sire for liquidity on the part of lenders there has been
considerable pressure on borrowers to reduce their loans
wherever funds were available for the purpose. To a
large extent the reduction is due to the writing down of
loans through compromise settlements.™ Still more im-
portant has been the liquidation of debt through forced
and quasi-voluntary sales of property to new borrowers
who have taken over the property with reduced mort-

Farm MORTGAGES, 1929 AND 1933-35"
(In millions of dollars)

Owned by
Year . Federal N oint Federal
(Dec. 31) Outstanding | R serve 1 Life tock Farm
Member | hsurance| ygang Loan
Banks Banks System
9 41 338 2,100 627 1,197
7,855 318 1,630 392 1,284
7 770 262 1,201 256 2,458
7,500 251 1,008 177 2,866

* For sources of data, see Appendix G Section VI,

gages, and to the acquisition of property by the lenders
themselves. .

Some indication of the extent of the latter type of loan
liquidation is afforded by the statistics of life insurance
company holdings of farm properties. Life insurance
holdings of real estate rose from 345 million dollars in
1929 to 1,905 millions in December 1935."* During the
same period, mermber banks of the Federal Reserve sys-
tem increased their holdings of real estate, other than
banking houses, from 184 million dollars to §51 mil-

* During the fiscal year 1935, 5,979 farmer cases of extension and
settlement were filed under Section 75 of the Bmkmptcy Act, as com-
pared with 410 in 1934. Bankruptcies were 4,716 in 1934 and 4,311 in

1935,
3Emmted from reported holdings of 3% life insurance companies,
having 92 per cent of total assets of all life insurance companies.
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lions. However, the reduction of the mortgage loans of
the commercial banks and the insurance companies has
been due more to the expansion of loans on the part of
the various government lending agencies than it has
to voluntary or involuntary liquidation. Separate figures
for farm real estate are not available, but we may in-
fer from the change in mortgage holdings that life in-
surance holdings of farm property have increased
through foreclosure by five or six hundred million dol-
lars, and those of member banks by 50 millions.™

The short-term debt of farmers, which was roughly
estimated at 3,500 million dollars in 1928, has probably
been liquidated to a larger extent than has the mortgage
debt. Bank loans to farmers, other than mortgage loans,
were estimated on June 30, 1931 at 1,936 million dol-
lars. This figure is known to have been greatly reduced
in more recent years, but data are not available for an
estimate of its present size, nor for the bulk of the re-
maining debt. A considerable amount of short-term debt
has been refinanced on a long-term basis in connection
with loans from the Farm Mortgage Corporation. Loans
of production credit assodiations and regional credit cor-
porations financed by the Federal Intermediate Credit
Banks amounted to 137 million dollars at the end of
1935, and emergency crop and emergency drought
loans, which were negligible in amount at the beginning
of the depression, amounted to 173 millions in 1935.
Rehabilitation loans of the Resettlement Administra-
tion amounted to 8 million dollars at the end of the
Iatter year.

3. Urban mortgage debt. Information with regard to
urban home mortgage debts is very scanty. Details are

™ Estimate based on the fact that of the total decrease in real estate

mortgages, about two-fifths in the case of insurance companies and one-
seventh in the case of banks was in farm mortgages.
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available with regard to the total urban mortgage loans
made by banks, life insurance companies, and building
and loan associations, but these data do not separate in-
dividual from corporate obligations nor home mortgage
loans from those secured by liens against industrial and
commercial property. The Home Owners’ Loan Corpor-
ation estimates the total mortgage debt on one to four

EstimaTep Ursan Home MorTtGacE DEERT,
DECEMBER 31, 1934"
(In millions of dollars)

Agency Holding Mortgage i‘Amount B 1;:’:::,’:7‘5;

Savings and loan associations 4,100 23.1

anks. ......... 3,700 20.9
Life insurance companies. 1,500 8.5
Home Owners’ Loan Corpo 2,200 12.4
Mortgage companies. . . . 1,090 6.1
Construction companies................ 80 0.5
Title and trust companies. .. ........... 500 2.8
Individuals, ... ...l 3,800 21.4
Allothers, .. vovvvviiiniiiiiniiininns 770 4.3

B 17,740 100.0

® Federal Home Loan Bank Review, March 1936, p. 205. A some is defined
:l”:l dvgelling bruilt tqjlcogmmodnte one, two, three, or four families, and
or 1

family urban homes at the end of 1934 to have been
17,740 million dollars and refers to an estimate of
21,000 million dollars which was made in 1931. The
details of the HOLC estimate are shown in the accom-
panying table. The first four items are believed to be
relatively accurate; the others are estimates.™®

V. GOVERNMENTAL AND QUASI-GOVERNMENTAL
AGENCIES

The table on pages 340-41 shows more clearly than
does the one on page 320 the rapid expansion of the

* The estimated items are based on data for 6z cities collected for the
Financial Suroey of Urban Housing.



Financiar ConbITioN oF GOVERNMENTAL AND Quast-
GOVERNMENTAL AGENCIES, 1929 AND 1933-35"

(In millions of dollars)

1933 1934
enc Short Short
Agency Long- | “gpg. | Lomg- | “gpg
Term | Demand| Term | Demand
United States government 20,819 | 3,469 | 25,832 | 4,312
Federal trust funds. .. .... — - — -
United States territories and poss 127 — 120 —
State and local governments. .. 16,379 | 1,196 | 16,846 947
R i .. ion. . 180 16 249 1
Federal Land Banks. ............. . 1,192 41 1,784 110
Federal Farm Mortgage Corporation. .. - — _ 980 |. 33
Federal Intermediate %redit Banks......... 50 128 3 164
Regional agricultural credit corporations. ...| — = 04| — £
G dity Credit Corporation . - - —_ - -
Banks for co-operatives. ...... - - - - —
Producti it corporati . .. — — — — 93
Production credit associations. . ........... - — — - -
Emergency crop and seed loans and crop pro-

duction loans - - - — — -
Resettlement Administration. . ., — - — — — -
Agricultural Marketing Act Revolving Fund . — — — — —_ —
Home Owners’ Loan ration, . - 103 - 2,407 26 36
Federal Home Loan Banks. ....... . - — - - 4 7
Federal Savings and Loan Insurance Corpo-

FAHON. ...ttt ieineinene it e, . — - - — - -
Federal savings and loan associations . . - — — — 10 19
Federal Housing Administration. . . . — — — - — —_
Public Works Administration. . BN - - - — — -
ShippingBoard. ......................... — - — — — —

Total.............. ................| 30,840 , 38,451 | 4,8,2 } 47,513 | 5,592




II, Creditor Assets

1929 1933 1934 1935
Agency Short Short Short Short
I_[@ng- and I_l‘.""g' any Long- | “3nq | Long- and
em | Demand) T | Demand| Term |Demand| Te'm | Demand
United States government 68 4| 1,218 36| 1,967 36| 1,575
Federal trust funds............ . 1,049 — 535 — 593 — 628 d
United States territories and possessions. — — — —_ —_ —_ —_ —
State and local governmenta......... 1,500 | 2,441 | 1,500} 1,951 { 1,500/ 2,601 | 1,500 3,079
R i i Corp - — 318 | 1,694 982 | 1,461 | 1,235| 1,403
Federal Land Banks..........0... 1,239 54| 1,308 85§ 2,040 150 | 2,200 129
Federal Farm Mortga Corpornnon — -— 7 — 1,196 21} 2,152 67
Federll lntermedmte redit Banks. . 81 3 33 160 74 198 73 167
| credit corp — — — 153 — 93 - 49
C Credit Corp . — — — — — 37 — 278
Banks for co-opernuvel — — 24 27 79 35 85 62
Production credit corporations - — — — 113 L] 128 1
Production credit associations — — - — — 61 — 94
Emergency crop and seed loans and crop pro-
duction loans - 7 — 90 — 112 — 172
Resettlement Administration. . — — — — — — 8 —
Agricultural Marketin, &Act Rcvulvmg Fund - 15 — 158 - S5 — 4
Home Owners’ Loan oration. . . — 103 - 2,394 131 | 2,903 133
Federal Home Loan Ban! - — 88 7 101 9 121 7
Federal Savings and Loan Imurlnce Corpo-
FAHOM. - evrernennrriaonebnsnrennon —_ —_ — —_ 100 2 101
Federal savings and loan uwcmtmnu - — — —_ 90 7 361 16
Federal Housing Administration . — — — —_— 9 — 9 16
Public Works Administration . — -—_ — — 255 — 189 —
Shipping Board 70 — 149 - 134 — 112 6
Total.......oveieeiieeniiiiie e, 4,007 | 2,5201 4,173 .5,543 | 9,696 | 6,945 | 11,230} 7,300

 For sources of data, see Appendix G, Section VII.
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debtor and creditor position of the government lending
agencies. We shall not discuss here the change in the
debt of the United States government and of states and
municipalities, since these are dealt with in another chap-
ter of the book. The growth of government owned cor-
porations reflects a systematic effort on the part of the
federal government to relieve the depression or miti-
gate its effects by protecting property owners against
foreclosure or other forced liquidation of their assets in
order to satisfy the claims of creditors. In general the
effect of this operation has not been to reduce the totals
of indebtedness but rather to freeze the debt structure
by substituting for a private creditor a public agency
which will exercise 2 minimum of pressure on distressed
debtors. The Reconstruction Finance Corporation has
come to the rescue of the banks and the railroads; the
Farm Credit Administration has protected the holders
of farm lands and their creditors; and the Federal Hous-
ing Administration and the Federal Home Loan Bank
system have done the same for the owners of urban
homes and their creditors.

1. Loans to business. The government’s program of
lending money as a method of combating the depression
really began with the establishment of the Reconstruc-
tion Finance Corporation early in 1932. The RFC is a
hybrid agency, deriving most of its funds from direct
advances from the federal Treasury, but a minor part
from sales of notes in the investment market. At the
end of 1935 it owed the government 4,595 million dol-
lars (including 500 millions for stock ownership), and
the public 252 millions.

The expansion and decline of the lending operations
of the RFC which constitute loans to business are shown
in the table on the following page.
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This table excludes the great bulk of the assets shown
by the RFC on its balance sheet. These are entries aris-
ing out of transfers of funds to other government agen-
cies such as the allocation of funds to the Secretary of
Agriculture, the Secretary of the Treasury, and the farm
and home lending agencies. The RFC constitutes 2 cir-
cuitous route by which funds are transferred from the
federal Treasury to other government relief and lending

agendies.
ReconsTrRUCTION FINANCE CORPORATION LoANS TO
Busivess, 1932-35"
(In millions of dollars)

Borrower 1932 | 1933 | 1934 | 1935

Banks and trust companies (including ad-|
vances on the assets of closed banks)b,
Building and loan associations. . .......
Insurance companies. . ........ .
Mortgage loan companies.
ailroads. vy eviaiiniiiiiiiia

595

62

77 178 161 138
272

Industrial and ial busi . — 7 41
Drainage, levee, and irrigation districts. 2 13 50
Marketing of agricultural commodities. . 53 290
Miscellaneous. . ...................... 10 - 10

¢ Data, as of December 31, from annual reports of the Corporation.
 Tnclud r of preferred stock.

The RFC is not being operated, as are the farm mort-
gage and urban home mortgage agencies discussed be-
low, with a view to establishing 2 permanent field of
activity of the federal government as a lending agency.
At the end of 1935 its loans to railroads had already
been liquidated to the extent of over 18 per cent, and
those to banks to the extent of §7 per cent.® It has served
in general the purpose it was intended to serve—easing
the shock of liquidation—and will apparently be liqui-

*Including purchases of preferred stock and capital notes, If these
are omitted, the p ge of repay is above 79.
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dated when its services as a rescue agency are no longer
needed. The money which the RFC has advanced to
non-governmental corporations has not been given away,
and its policy has apparently been to make loans as
nearly on a business basis as is consistent with its re-
sponsibility to extend aid to distressed institutions.
Probably the most important service which the RFC
has rendered is the program of loans to banks during
1932 and the first two months of 1933. The creation of
the Corporation and the inauguration of its program of
lending to distressed banks had a very pronounced effect
for nearly a year in checking the flood of bank failures,
as may be seen from the accompanying table which shows
the number of bank failures by months for 1931 and
1932, and January and February 1933.” The figures
show very clearly how bank failures decreased immedi-
ately after the RFC began operations in February 1932.

Month 1931 1932 1933
Janvary ... ... 198 342 242
February ........... 77 121 154
March ............. 86 46
April ... 64 74
May ............... 91 82

Juoe oo 167 151
July ..ol 93 132
August ............. 158 85
September ... ........ 305 67
October ............ 522 102
November . ....... .. 175 93
December .. ... ..... 358 161

In the winter of 1932-33, however, its efforts in this di-
rection were not adequate. Likewise the Corporation’s

* Data from Annual Report of the Federal Reservs Board, 1932, p.
154 Federal Reserve Bulletin, April 1934, p. 251,
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loans to insurance companies and to railroads had 2 di-
rect influence in stopping the wave of panic attacks on
the banks and insurance companies.'®

The loans made since the middle of 1933 have had a
different setting. The primary objective has not been
one of preventing the financial collapse of the borrowers,
but of promoting general recovery by making expanded
operations possible, and by increasing the flow of funds
through the channels of trade. Very large sums have
been loaned to closed banks,'® and these have served to
speed up the distribution of funds to depositors. Since
the policy is to take collateral for these loans and to re-
quire repayments as the collateral is liquidated, the proc-
ess has not increased the final return of depositors; in
fact the payment of interest to the RFC by closed banks
has reduced the amount that will be ultimately available
for distribution. However, the release of funds to de-
positors at an earlier date than would otherwise have
been possible has presumably facilitated the expansion
of the total volume of spending which has been evident
in the past three years.

Loans to Industrial and commercial business (author-
ized by Sec. 5(d) of the RFC Act as amended June 19,
1934) have been intended to relieve local shortages of
credit caused by bank failures and to enable industry
(chiefly small-scale business) to obtain working capital
on somewhat longer terms of payment than have been
customary at the banks.* The volume of eligible applica-

*® Compare above, pp. 331-32.

®Up to the end of 1935, 866 million dollars had been loaned to
closed banks, building and loan iati and gage loan com-
panies, of which 621 millions had been repaid.

® The Federal Reserve Banks also have been authorized since the same
date to make loans of this type, and at the end of 1935 had a total of 32
million dollars outstanding.
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tions for direct loans has turned out to be much smaller
than was expected at the time the program of indus-
trial lending was initiated. The policy has been to re-
fuse credit to applicants who can get what they need
from banks on reasonable terms; and on the other hand
it is to require that borrowers give adequate security.
Loans which are adequately secured and still are not ac-
ceptable to the banks are not plentiful, and the program
of direct lending has therefore moved slowly.

The lending activity of other agencies which deal di-
rectly with private business calls for little discussion.
Loans to the shipping industry made by the Shipping
Board (now the Shipping Bureau of the Department of
Commerce) are a part of the long-established national
program of encouraging the development of a domestic
merchant marine; the volume of such loans has been
contracting in recent years. The loss in connection with
these loans has been very heavy and even the propor-
tion of uncollectable interest has been high, in spite of
extraordinary low rates.

2. The Federal Farm Loan program. The table on
pages 340-41 shows in some detail the changes in the
debtor and creditor positions of the federal agencies which
make loans to farmers. The change after 1933 in volume
of mortgages held by the Federal Farm Loan system
reflects a definite change of policy which found ex-
pression in the Emergency Farm Mortgage Act and
the Farm Credit Act, both passed in that year. These
acts liberalized the lending power of the federal farm
lending agencies in several ways, among which are the
following:

First, they provided that no payments on the principal
of mortgages held by the Federal Land Bank system
were to be required during the five-year period beginning
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July 11, 1933, provided borrowers were not in default
with respect to any other obligations under their mort-
gages. The Land Banks were also authorized to grant
debtors extensions of time to meet interest and tax obli-
gations on a more liberal basis than previously. These
provisions tend to hold up the total amount of the debt
by obviating the normal amortization of loans by bor-
rowers who are not in distress.

" Second, the Federal Farm Loan Act, as amended,
provides that the appraisals used as a basis for new loans
may be made on the basis of the “normal agricultural
value” of farm property. As the principal guide used in
determining the normal value is the earninig power of
the land at the 1909-14 level of agricultural prices, the
lending basis for many farmers has been increased. More
important is the provision made for loans by the Land
Bank Commissioner. These loans are made with funds
supplied by the United States Treasury and are granted
in cases where the character of the security or the amount
of the loan needed by the farmer in order to retain pos-
session of his property are such as to make Federal Land
Bank loans impossible or inadequate. The loans may run
as high as 75 per cent of the appraised value of the land
or other property mortgaged, whereas Land Bank loans
may not exceed §0 per cent of the value of the land
plus 20 per cent of the value of the improvements. About
one-third of the Land Bank Commissioner loans are
secured by second mortgages. They are not made
through local co-operative associations of borrowers, as
are a large proportion of the loans made by the Land
Banks. In 1934 the outstanding Land Bank Commis-
sioner loans were taken .over by the Farm Mortgage
Corporation and since then they have been made by that
agency.
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The Corporation also has made large loans to the
Land Banks on the security of farm mortgages. Such
loans were authorized in order to enable the farm loan
system to raisé money on the strength of the credit of the
government at times when the investment market would
not absorb Land Bank bonds, Farm Mortgage Corpora-
tion loans being fully guaranteed by the federal govern-
ment.

Another change made in 1933 was the provision that
all of the Federal Land Banks should be jointly re-
sponsible for one another’s bonds, issued in the future;
a change which may have tended to'lessen the sense of
responsibility of the lending banks for the results ob-
tained and thereby facilitated the expansion of the vol-
ume of lending.

Most of the long-term loans made by the Federal
Farm Loan system during the last few years have been
for the purpose of refinancing existing indebtedness.™
In many cases the refinancing involved a reduction of in-
debtedness through compromise, and such reduction has
been actively encouraged by the Farm Credit Adminis-
tration. In 1933-3§ it was reported that about 20 per
cent of Land Bank Commissioner loans involved a scal-
ing down of debts; the reduction in 1933 averaged 2§
per cent of the original indebtedness.*

The reduction in the volume of Joint Stock Land
Bank loans reflects the progress of liquidation of these
agencies, which will soon disappear from the system.
Most of the reduction of their Joans has been effected
either through direct purchase of mortgages by the Farm
Mortgage Corporation, or by refunding through Land
Bank and Land Bank Commissioner loans.

™1In 1933 it was reported that 85 per cent of the proceeds of Land
Bank Commissioner loans were of this character.

® Figures include scale-down of short-term as well as mortgage in-
debtedness.
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The public agencies making short-term loans to farm-
ers have also been completely reorganized during the
period under review and have effected a marked in-
crease in the volume of operations, though the totals
naturally are much lower than those for mortgage loans.
Details are shown in the table on pages 340-41. Produc-
tion credit associations, supervised by the production
credit corporations, have replaced the old regional agri-
cultura] credit corporations and a system of banks for co-
operatives has been established. Emergency crop and
seed loans and drought-relief loans, which have been
made by the federal government in small volume since
1921, have been placed under the administration of the
Farm Credit Administration and the amount of money
available has been greatly increased.

The reduction in the volume of lending of the Inter-
mediate Credit Banks since the end of 1934 has been due
chiefly to the transfer of business to the banks for co-
operatives. The capital used by the short-term lending
agencies, except the Federal Intermediate Credit Banks,-
is furnished almost entirely by the federal government,
though a small percentage of the stock of co-operatives
and of the production credit associations has been sold to
borrowers.

The Resettlement Administration loans are made in-
dependently of the Farm Credit Administration and are
distinctly of relief character. They are secured chiefly
by liens on farm equipment.

3. The Federal Home Loan program. As the table on
page 350 shows,™ the rise of the government agencies toa
position of dominance in the financing of urban housing
has been even more rapid than the similar change in the
farm mortgage situation.

® Compare also table on pp. 330-41.
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Here again what was primarily an emergency pro-
gram designed to check the rush of liquidation almost
immediately became a program of permanent financial
activity. The HOLC is a depression stop-gap and has
already begun to liquidate, but the Federal Home Loan
Banks and the Federal Housing Administration embody
a purpose to establish the federal government perma-
nently in the business of home financing. The HOLC,
which lent only on a showing of need, advanced 103

HoME MORTGAGE INDEBTEDNESS To FEDERAL
AGENCIES, 1933-35"
(In millions of dollars)

Agency 1933 | 1934 | 1935
Home Owners’ Loan Corporation............. 103 | 2,394+ 12,897
Federal Home LoanBanks. .................. 85 87 1 103
Federal Savings and Loan Insurance Corporation| — 103  370be
Federal savings and loan associations d 81| 186
Federal Housing Administration. ... .... e — 300 421
Total. ... 188 2,695 3,977

* Data, as of December 31, from annual reports of Federal Home
Loan Bank Board lnd Fedenl Housmg Administration.
b Amoum insw
une 30, 1935.
o dau amount very small,
. lncludes accrued interest.

million dollars in loansin 1933; 2,091 millionsin 1934;
743 millionsin 1935; and 153 millions in 1936. The re-
ceipt of applications for new loans was stopped on June
27, 1935 and lending activity terminated on June 12,
1936, except that some purchase money loans are still
granted to facilitate the sale of property acquired under
foreclosure. The Home Loan Banks, on the other hand,
were still expanding operations up to the end of 1935.
However, the emergency activities have played, rela-
tively speaking, a much larger part in the program of
housing finance than in that of farm credit. At the end
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of 1933 the loans of the HOLC, the emergency agency,
made up 5§ per cent of the total volume of credit ex-
tended by the federal home lending agencies; in 1934,
85 per cent; and at the end of 1935, 73 per cent of the
total.

In form the Federal Home Loan banking system is
patterned on the Federal Reserve system. The banks
lend only to members (building and loan associations}),
the loans being secured by pledge of first mortgage loans
on urban homes, just as the Federal Reserve Banks make
loans only to member banks on the security of paper
obtained through loans to commercial borrowers. But
the analogy with the Federal Reserve banking system
is superficial. The Reserve Banks derive their working
funds from the member banks themselves, partly by
the sale of stock, but chiefly as demand deposits. The
Reserve Banks make loans to members only on a tem-
porary basis, and the effect of the depression has been
to decrease the volume of credit which they extend in
this manner, The bulk of their funds is invested in the
securities of the federal government. The Reserve Banks
are thus a source of credit for the government and not
an outlet for governmental funds, The Federal Home
Loan Banks, on the other hand, extend credit to their
members on 2 permanent basis and derive only 2 small
fraction of their working funds from their members. The
bulk of their asscts has been obtained by pledging the
credit of the United States government to secure bond
issues. The system is not a device to redistribute private
credit, but a channel through which the government
makes credit available to individuals,

At the end of 1935 the Federal Home Loan Banks
and the HOLC together held one-seventh of the es-
timated total of urban home mortgages in the country.
In addition, the FHA, which does not make any loans
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but merely guarantees them, accounted for 421 million
dollars of loans. The total amount of federal credit in
the housing field at the end of 1935 was 3,977 million
dollars.™

To some extent the program of government lending
at low rates and on easy terms to owners of farms and
homes has been motivated by the belief that the depres-
sion wis caused, or its severity increased, by the private
debt situation. It has been partly motivated also by the
desire to expand the volume of money in circulation.
Primarily, however, the motive of the loan expansion
appears to have been one of relief—this despite the fact
that the beneficiaries are not as a rule in sufficient dis-
tress to qualify for public relief. Many of them are hold-
ers of steady jobs and have suffered no material reduc-
tion of income on account of the depression. Others are
owners of income producing properties—farms and
business enterprises—and while their incomes have in
most cases been reduced they have rarely been wiped out.

Several factors underlie the debtor relief lending pro-
gram. In the first place, individuals who contracted debts
when their incomes were larger than they are now, if
they fulfill their obligations, suffer a loss of consumable
income that is disproportionate to the shrinkage in their
gross incomes, Second, the debt of farmers and home
owners is more serious than that of wage earners be-
cause it is more readily collectable. The debt of people
whose borrowing power rests solely on their earning
power does not create a problem of public policy be-
cause it promptly adjusts itself by becoming uncollect-
able. But the debts of farmers and home owners, as well

™ This figure includes credit extended by the federal savings and loan
associations, 188 million dollars, of which only about 130 million is
government money.
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as those of business corporations, do not adjust them-
selves in this way until there has been a transfer of
ownership of property, and such transfers give rise to 2
strong demand for public intervention. Active dissatis-
faction with one’s own economic position moreover is
determined not merely by absolute need but also by re-
cent improvement or retrogression. Finally, owners of
homes and farms are politically more powerful than are
the mass of wage earners. Consequently the amount of
public money and effort expended to relieve the position
of debtors has been greater than that expended for the
sake of individuals of comparable income positions who
never owned enough property to get into debt.

VI. SUMMARY

Changes in the debt situation in the course of the de-
pression may be summarized as follows:

The long-term debt of corporations and of individu-
als shows comparatively little change. Long-term in-
debtedness of railroads, public utilities, and other non-
financial corporations increased between 1929 and 1933.
Since the latter date, railroad long-term debt has de-
creased slightly and that of other classes of corporations
has probably also declined, though definite information
is available only for comparatively few industries. The
long-term debt of insurance companies (policyholders’
reserves) has increased steadily, while that of other fi-
nancial corporations, chiefly real estate companies, de-
creased between 1929 and 1933 and has probably de-
creased further in recent years. Individual long-term
debt, chiefly farm mortgages and home mortgages, has
decreased more than has the debt of corporations. The
debt of state and local governments has increased mod-
erately and that of the federal government and its more
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important special agencies has expanded very rapidly.

With regard to short-term debt the picture is entirely
different. The short-term debt of railroads decreased
slightly until 1933 and increased by nearly one-third in
1934-35, largely because of the accumulation of unpaid
matured funded debt and interest. Other public utilities
showed a decrease of about two-thirds between 1929
and 1933, and non-financial corporations, other than
utilities, showed a decrease of nearly one-third. Bank
deposits, which constituted the most important form of
short-term debt of financial institutions, were liquidated
very rapidly between 1929 and 1933, and have since
expanded with equal rapidity, though the level is still
below that of 1929. Our knowledge of the short-term
debt of individuals is very scanty, but indirect evidence
seems to indicate a large liquidation of the indebtedness
of individuals to banks. Other forms of short-term per-
sonal debt, aside from brokers’ loans, seem to have
changed but little. The short-term and demand debt of
the United States government increased fivefold be-
tween 1929 and 1933, and has since shown 2 moderate
decline. The short-term debts of state and local govern-
ments have been comparatively stable. Other finandial
agencies of the government have no significant volume
of short-term debt.

Aside from the anticipated fiscal effects of the increase
in government indebtedness, which have been dealt with
in a preceding chapter, the changes in the national debt
structure do not seem to be of tremendous significance
for the recovery program. The debt which was incurred
under prosperity conditions became under depression con-
ditions an aggravating factor which made distress the
more severe, 1f the country had had to look forward
to an indefinite perpetuation -of the volume of unem-
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ployment of men and resources which characterized the
years 1931-32, further drastic reduction of the debt
structure would have been inevitable. But just as a
debt structure appropriate to a prosperity era seems far
too heavy in a period of depression, so a debt structure
appropriate to a period of depression seems light in a
prosperity era. In other words, the process of debt cre-
ation'is subject to the same alternation of expansion and
contraction as are other forms of economic activity. Un-
fortunately, however, expansion of debt in prosperity
eras is much easier than downward read justment in pe-
riods of depression.



CHAPTER XIV

INTEREST RATES AND THE
AVAILABILITY OF CREDIT

In this chapter we shall describe certain changes which
have taken place in the rate of interest and in the supply
of funds for loans and investments during the post-war
years, We shall also consider the extent to which, during
the course of the depression, fluctuations in interest
rates, combined with changes in the amount of debt and
in the volume of business transacted, have changed the
weight of the burden of interest charges on various types
of corporate business. Before presenting any data we
shall review briefly the general theory of the relationship
of interest rates to prosperity and depression, in order
that the relevance and meaning of the factual material
may be more readily apparent.

It has long been observed that as a rule interest rates
(at least those types of interest rates which are most
readily observed and which fluctuate most widely) tend to
be high in the later stages of prosperity and low in the
later stages of depression. This fact is frequently inter-
preted as evidence that high rates tend to cause the pros-
perity era to come to an end, and that low rates tend to
bring about recovery from depression. However, it is gen-
erally recognized that such a conclusion cannot safely be
drawn merely from these historical sequences; at least
a similar conclusion is not accepted with reference to
wages, which 2lso tend to be high in the later stages of
prosperity and low in the later stages of depression. The
facts are equally consistent with the interpretation that

356
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the line of causation is the other way; the prosperity era
causing high interest rates and the depression low inter-
est rates, through changes in the demand for money, just
as the forces of prosperity and depression tend to bring
about changes in wages and other prices with varying
degrees of lag. A choice between the two theories must
be based on the internal consistency and general plausi-
bility of the doctrines, and not on a purely inductive
study.

As we view it, there are three principal reasons for the
general acceptance of the idea that a low interest rate
is economically desirable. One has to do with the equality
of distribution of income. On the whole, though with
numerous individual exceptions, it may be said that
interest is received by the wealthier members of the
community toc whom a given item of added income is
less useful than it is to the laboring population. Low
interest rates leave more of the social income for distri-
bution to the other elements of the population, among
whom the laboring element is the most important; con-
sequently they make for a higher average standard of
well-being.! The case for lowering interest rates is sel-
dom, if ever, argued primarily on this basis, but it un-
questionably colors men’s thinking on the question and
makes it easier for them to accept other arguments sup-
porting the same conclusion.

A second reason has to do with the conditions of
supply of the kind of service for which interest is gener-
ally assumed to be paid. This is the service of “waiting”;
that is, postponing consumption in order that laborers
and the owners of natural resources may be paid in

*In this respect the case is the same as the case for low profits, low
rents, and low executive salaries.
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advance for the values which are expected ultimately to
emerge from the productive process. Now it seems clear
that most individual saving is motivated chiefly by the
desire to make provision for the future, and probably
goes on at much the same rate regardless of the high
or low level of interest that is expected.* Consequently,
interest payments, though inevitable under competition,
are in the main socially unnecessary in the sense that the
service for which payment is made would be performed
anyway if the payment was eliminated or greatly re-
duced. Moreover, a large volume of saving is done
through the accumulation of corporate surpluses, and
results from the superior convenience and certainty of
getting funds in this way (for those concerns which have
income to reinvest) rather than the desire to avoid
interest charges.

In this analysis it is tacitly assumed that the only social
service which is involved is that of saving, and that the
act of saving leads automatically to the expenditure of
funds of like amount in the creation of new productive
resources.”

Both these arguments have to do with the want-
satisfying power of income and not with the stimulus
to business activity; they are equally applicable to any
stage of the business cycle. Their application to the cycle
problem is an example of the widespread tendency to
assume that anything which is desirable for general social
reasons must be also a means of alleviating cyclical
disturbances.

The third reason has to do more directly with the
phenomena of the cycle. Other things being equal, high

*For a general discussion of this question compare Gustav Cassel,
Tlneory of Social Economy (McCabe s tnnslatxon), Vol. 1, pp. 230-38.
H.G. D he F iom of Capizal, Chap. X; also

below, pp 359 -60.
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interest rates mean low profits. Interest is a payment
made by the active elements in the productive organiza-
tion to the relatively inactive; by the young to the old;
by the enterprising and adventurous to the conservative;
by the employers of labor and producers of goods, upon
whose decisions depends the volume of investment and
of productive activity, to those whose dedisions have al-
ready been made. Specifically, since the value of capital
goods depends directly on the rate at which anticipated
income is capitalized, low interest rates' mean a high
valuation of long-time durable goods and consequently
a high incentive to capitalists to produce them. Since the
fluctuations of productive activity are most pronounced
in the case of production for the distant future, a low
rate of capitalization, which gives high capital values
and 2 maximum incentive to the production of capital
instruments, tends definitely toward the creation or
perpetuation of prosperity. Moreover, even in opera-
tions which do not look far to the future, such as the
building up of inventories by traders, whatever must be
paid as interest increases cost and thus reduces by that
much the prospective profit.®

In addition to these familiar considerations, much
emphasis has been laid in recent years on the existence
of a discrepancy, now in one direction and now in the
other, between the amount of money income that is
saved and the amount that is actually expended in the
production of capital goods. The desire to provide for
the future is an inducement to save, but not necessarily
to invest. Except for interest, savers would seek only

* That is, long-term rates. As is shown below, 2 low rate of capitaliza.
tion may in fact coincide with a high level of short-term open market

rates which are generally n:d to. ndcnnfy penods of hgh or low rates.

* This aspect of the in Hawtrey's
lysis of the rel hip b th:mnneymuketandthepugof
business activity.
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safety in the case of their savings, and would often pre-
fer to hoard rather than to lend. Thus interest serves
not so much to induce saving as to induce those who save
to forego the maximum of liquidity and safety, by ex-
changing liquid funds for equities in productive assets
or securities based on them.’®

When viewed from this angle the service for which
interest is paid looms as much more important than in
the older view which confines attention to the payment
for “saving” and assumes that all savings are auto-
matically converted into real capital. Moreover, the
general level of interest rates loses significance and at-
tention shifts to the structure of rates. For different
classes of loan and investment transactions involve vary-
ing degrees of risk and of sacrifice of liquidity, and the
same conditions which raise some rates depress others.
When for any reason liquidity preference rises, long-
term rates and rates on risky investments rise, but rates
for short-term and highly safe uses of funds fall. Now
the rates that are most commonly recorded and are
generally quoted in discussions of the level of rates are
those paid in the open market for very short and very
safe loans. Such loans do not meet the needs of industry
for funds for expansion and full utilization of existing
plant, and an abundance of funds for such uses does not
evidence a genuine abundance of capital. The very fact
that owners of capital are unusually timid means that
funds, though scarce and dear for genuine investment,
are unusually abundant and cheap for financing the
speculative turnover of existing goods and securities and
for the small volume of genuine productive services for

* Compare J. M. Keynes, General Theory of Employment and Money,

1936, Chap. 13; also review of this book by Charles O, Hardy, Amers.
can Economic Review, 1936, Vol. XXVI, pp. 490-93.
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which no long-term commitment of resources is necessary.

Vice versa, in a period when confidence in the future
is running high and money is abundant for stock invest-
ments, long-term bond issues, and the underwriting of
promotions, short-term money may be scarce and dear
precisely because possible lenders wish to take advantage
of the anticipated profitability of enterprise by making
long-term commitments. The problem is greatly com-
plicated, however, by the fact that interest rates for
short-term money are influenced by the abundance or
scarcity of bank reserves, which in turn is influenced by
the state of gold production, by changes in legal or cus-
tomary requirements as to bank reserves, by central
bank policy, and by the money market situation in other
countries with which the community in question is linked
by the gold standard or by exchange stabilization.

L INTEREST RATES

Before carrying the discussion further, we present, in
the table on pages 362-63, a record of the movement of a
number of types of interest rates as measured by annual
averages, for the years since 1919. The charts on pages
365 and 369 show the monthly fluctuations of some of
these series.

Some caution is necessary in using statistical data asa
basis for inferences concerning the interrelations between
the money market and business activity. In the first place
the rates which are published, while probably accurate
in themselves, are not fully representative of the price
that money commands; and in the second place there
are wide fluctuations in the volume of funds that are
available at the rates quoted, and in the rigidity of credit
standards.

Most of the rates which are included in our table, and
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DomEesTic INTEREST

(Average
Type of Loan 19019 | 1920 | 1921 | 1922 | 1923 | 1924
Short-term:
..} 6.27T[7.7815.9814.29 ] 4.85 | 3.08
Commercial paper®. .......[| 5.42 | 7.37 | 6.53 | 4.43 | 4.98 | 3.91
Over-the-counter:®
Southern _and  Western
cities (27).......uunn. 6.00 | 6.75 | 6.99 | 6.14 | 5.94 | 5.71
Northern and  Eastern|
cities (8)........c..... 5.736.74 1 6.76 | 5.48 | 5.50 | 5.11
New York City......... 5.5116.25|6.34 | 5.07 | 5.19 | 4.60
Elmings on national bank|
U.s. Treuury bondse...... vee | 4. | 4.83]3.47] 3.93]2.77
Long-term
lemld bonds®........... 5.29 [ 5.79 | 5.57 [ 4.85 | 4.98 | 4.78
Railroad bonds — second)|
i adef. . .oovviniiiinas 6.03 | 6.83 | 6,51 | 5,57 { 5.91 | 5.56
, Public utility bonds‘ ..| 5.84]6.73]|6.56| 5.46 5.41 | 5.22
Industrial bonds®. . ..} 5.40 | 6.01 | 5.96 | 5.21] 5.26 | 5.21
Maunicipal bondse. .. ..|4.4614.98|5.09| 4.23| 4.25 | 4.20
Real estate bonds®. ........ e . ... | 6.91]6.58)]6.50
ings on national bank|
investmentsd............
U. S. Treasury bondss. .. .. 4.62 | 5.32| 5.09 | 4.30 | 4.36 | 4.06
Common stocks {dividend|
yied)b. . .o

. Annua.l nvernges as pubhshed in d\e Suroey of Current Bu.nn:u The
rade and S Service. The yield of
icle and repm:nts the yield to the investor from the purchase of new issues,
compiled by the Federal Reserve Board. For 1931 md fa receding years the
Busmn.r, 1932 Annual Supple.ment, Ppp. 76-77, 98-99. Later data are from
dard Trade Service eaxly averages of rates quoted
@ Data collected by the Federal Reserve Board; published in its annual
¢ Computed for this study from data published in Annual Reports o tlu
* For 1921-33, offering yield of 3-6 month bills and certificates; for
of Current Bu.mu.u, 1932 Annual Supplement, pp. 98-99; for 1933 oomputui
Reserve Bulletin,
f Dow-Jones averages as published in the Survey of Current Business;
& Market yield of all issues outstanding except those of less than cight
Ftdtnl Rumc Board, 1935, p. 185.
1 Yield of 90 common stocks compiled by the Standard Trade and Secur-
Supplement; later data from current issues of the Swrvey. Figure shown for
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RaATES, 1919-35
for year)
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yields of railroad, public utility' industrial, and municipal bonds are those

estate bonds is from data iled by the C ial and Fi; ial Chron-
on coupon rates and offering prices. Call loan figures are from data

averages are those computed for and published in the Swuroey of Curremt

current issues of the Suroey.

weekly in the Commercial and Financial Chronicle.

reports and in the Federal Reserce Bulletin.

Comptroller of the Currency.

G-month bills, and for 1935, 9-month bills. Data for 1921-31, from Surozy

from monthly data in the Survey; for 1934 and 1935 from data in Federal

converted from price to yield basis.
years’ maturity, Data fyr:)m Annual Report of the Board of Governors of the

ities Service. Data for 1927-31 from Survey of Current Business, 1932 Annual
1935 is average of first four months, series having been discontinued in May.
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most of those published elsewhere, are considerably
lower both in good times and in bad than the average
rates paid throughout the country for the use of money,
and also much more variable. They are open market
rates; that is, the rates for large blocks of money lent
under conditions which afford the lender not only first-
class security, but a high degree of liquidity. Such rates
are fixed by the free play of supply and demand with a

" minimum of influence either of convention or of agree-
ment among lenders, but they are not the rates which
are most important from the standpoint of those who
wish to borrow for productive purposes. The bond rates
are not the rates at which borrowers could secure new
capital from investment bankers or other lenders. They
are the yields at market prices of old bonds which had 2
broad market, most of them listed on the New York
Stock Exchange.

Call and time rates at the stock exchange represent
new lending but lending of a highly specialized char-
acter. These loans are outlets for temporary surpluses
of lending institutions and carry no obligation to renew,
nor are the borrowers under any obligation to carry de-
posits with the lenders or submit their affairs to the
scrutiny and advice of the lending banks. Like the bond
yields, they depict the costs of and the income from
financial operations which in the short-run are substan-
tially dissociated from the creation and maintenance of
employment in productive activity.

“Commercial paper” does represent the financing of
industrial and commercial operations, but such loans
constitute 2 negligible proportion of the total of current
financing. At the maximum, only a few thousand firms
ever had access to this method of financing and these
only for a small fraction of their capital needs. More-

over, the market was declining in importance before the
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onset of the depression and has since suffered a further
decline. The volume of such paper now outstanding is
usually less than 20 million dollars.

The open market rates, in short, represent the return
which can be obtained with a minimum of sacrifice of
liquidity. The obligations which they represent are the
next thing to being money. The very fact that they carry
with them such a high degree of liquidity and such a low
degree of risk unfits them for service as measures of the
cost of money for investment in expansion of business.
Any sort of productive activity requires investment, at
least in working capital. Investment means that funds
which are withdrawn from income or disgorged from
hoards must be irrevocably committed by some one to
the production of fixed or working capital goods. The
individual investor may withdraw his money by selling
his claim against industry to some other investor, but
such transfers add nothing to the supply of real capital,
the production of consumption goods, or the volume of
employment