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. A SCHEME FOR AN 
·' 

ECONOMIC ADVISORY-ORGANISATION IN INDIA. 

I ' 

REPORT BY SIR ARTHUR SALTER. 

I.-INTRODUCTORY •. 

On the 21st-November 1!>30 the Government of India invited 
the League to arrange for me to pay a short visit to India for a 
consultation with regard to the creation of a new economic organisa
tion in India. The purpose of the organisation contemplated was· 
defined as the ''study of economic questions, including both the 
continuous interpretation of current developments and· the con
sideration of plans designed to achieve particular pur;:>oses". The 
letter of invitation added that in this connection the GoYerno.":lent 
had given attention to organisations which have recently !.t•'cn estab
lished in other countries, and particularly to the work which has 
been done by the League of Nations; and that it was my experience 
as Director of the Economic and Finandal Section of the League 
Secretariat which they considered might be of some value to them. 
(Appendix ill.) 

. It is one of the normal functions of the League organisation 
to assist a. Member State. in securing the advice of any persons 
whose special experience may be ·required in . connection with 
technical or administrative problems, whether such persons are, 
as in this instance, drawn from the regular staff, or are experts 
normally occupied in their own countries but lmown to the League. 
as having been temporarily associated with its work. · 

The invitation was therefore at oD:ce accepted and I was asked 
to go to lntlia as an. international officer of the League for. 
the consultation desired. It is in this capacity that I have done 
my work in India antl prepared the present report with the assist-· 
ance of Mr-. A. E .. Felkin, who is like myself u. me~ber of the 
League Secretariat.. · · . . ... . . . . . . . . 

• \ • w • ~ • ... .. • •• 

• We arrived u.t l3ombay on January !Jth, 1!)31, and proceeded 
at once to Delhi to arrange a progrnmme of visits and consultations 
in different parts of India in order to obtain some acquaintance 
:with the speci:.t.l conclitions in Indin. which affect the problem .in, 
question and to ascertain. the opinions of representative persons 
ond institutions. ' . . ' 

~s I was pledged ~o sail from Colombo on Felirnary 15th, for' 
a consultation with the Chinese Government, this prozrnmme wns' 

. . . . 



Jlecessarily limited and compressed. - n included, howeur, visi~" ~~ 
Lahore, t:awnpore, Lucknow, Calcutta, Bombay and Madras; nnll 
1 have thus been able to consuli-representa~ives of -the Governments, 
Legislatures and Administrations, of Chambers of Commerce,. of 
Uruversities and other institutions, and many representative 
persons from ;the · dilleren~ -•ph~es of • na~onal- life"_ hkely to be 
affected, in the three PreSidencies, the Umted Provmces and the· 
Punjab, as well as in Delhi ... I _have al&Q-_ been able to consult repre
&entatives of the Govenuhents of Bihar and Orissa. and of Burma.,. 
who were good enough to visi\ me in Dellii for the purpose. 
(AppendixlL)_ · ... ,,,- ,,,_, .•.·.•1>,: ~-.-,-, .. ;,• ~--·' 

, I wi~ to e~p~ my sincere appreciation to all those who helped. 
to_ make these consultations useful :and effective. The IUTllnge
ments made in each Province enabled me to see as large a- number
of representative people as circumstances and the available time 
permitted; and, throughout, those who were good enough to give' 
me their advice did so with a candour which immensely added 
to its value. 1\evertheless I am deeply cont<cious that, in the shori 
per:od of five weeks, a substantial part of which was spent in 
travelling, I could not hope to become fully acquainted with the 
special •conditions of the country which bear upon this problem 
and the Tarying points of view of the different classes and institn-· 
tions affected. I should have wisl1ed to visit other Province" and· 
also to have seen many persons in those I did visit who were atsen' 
or for other 'reasons unavailable during the few days spent in each 
place. · In these circurustances I make the suggestions which follow., 
in this Report with considerable diffidence, the more 80 ns I .have, 
had' no previous knowledge of India. · In any case, it. is obviouS: 
that any proposals upon 80 complicated a problem, made after w. 
brief an inquiry; and in a period of constitutional transition, cnn 
onl:v be tentative and provisional. This is an observation which 
applies to the whole of the Report; and I would ask that it should 
be understood ns qualifying every proposal which I make. 

·:f. -1' "' ! • • ! ; .. • '. 1 ' • • ' . . . • • . 

IL-ECONOMTC ADVISORY ORGJ.:RISJ.TIONS RECENTLY 
ESTABLISHED IN OTHER COUNTRIES •. 

The period since the WfLr has witnessed tb~ deve)opme~t or' 
what mrLy prove to be an important adjnnct to the machine or 
C'Tflvf'mment throughout a large Tlart of the world in the form of 
,.-<l'l'ill<'l'V Econom:e CouncilR nod CommitteeR. These vnrv eon
si<lemhly in fnn~~nR nod in form: but they preRent ~ertain' 
rommon clmracten,.t•es anrl l'f'em to TeRnond to a wiclelv fPlt nPrd 
in the nnst-wnr wnrltl. The State's nc~ion in connection with fhe 
nAtinn11l economic lire bno nlrnost everywhere herome more eJttcn~ti~e 
sn•l- more c<>mplex.- • ~'hether in -the lncren~<ecl n~ncr'! . or A<nte 
contr?l, or tho construction of new and more complicated tarill's, 
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or. the,.inailiution..,:of., syatema , of, prollillitjon. or,:lice.nc::e. or )lt~tlj,,, 
encour!lge111ent. for some., top:n; ,of .monopplies, .. th~. Government,_,hu ~· 
almoat. .. everyw,here. nc;cepted,. more. oner.ous. and ,.intri~at~ .. duties •.. 
ln.p1~y .. c!lt;es jt has bee.n fel~ that. ,I or /)uch."work the parliamentary',,, 
mac:hine,.alqne .. doe~.Dot ei}B\!Ie; .sutl}c~ent. contact. between ,official.., 
pa.Jicy ~~ UllOfficial _.op_i!lion; ~nd ~~~ m!m~ovj!r ,both ,overworkl!4 and .r 
unspecu~lised.: . ~~IS,,llldeed .. ls .. a. ,.c0lJ.S!der~tion!, that, applies alsp 1, 
.to., the .. J'esponsibil1ty:, of.Govemmen.ts .IIJ!d. legisl~turf;!s. in. other . ., 
spl].,eres,than.that.of .economic ,policy~ an~Lthe greater. p.ssociation ., 
of experts th~;ougbout~ almost. the, whole range of, go~ernment\lof 
activity is a notable phenomenon of the history of the presen'" 
period. ' But· •the ·development- is perhaps· proceeding . faster -in 
relation to· economic than to other ·problems; We thus find some 
new .. system;· undel' which ·representative persons with ·experience 
of the main economic activities of the country are brou~ht · into 
association. with the Government, in .operation at least in France, 
Germany, Italy, Poland, Belgium, Czechoslovakia, Spain and, 
Great Britain; while similar proposals are under consideration in 
Greece, nnd special enquiries, serving in part the same purpose, 
have been conducted in the Unitell States of America and Aus'ralia. 
A list of these institutions, and adescription of some of them• nnd 
of the r~ea~e Economic Organisation and methods, are given in 
Appendix I. It will suffice at this point to call attention only to, 
some of the more salient features of the different systemA. '' 

These new institutions embody, in very varying proportions, two 
different principles; that of securing, expert advice, and that. of 
securing representatif!e advice. ' 

In.:Great BtitaiJJ,.. for ex.ample, the .. ~ormer. of,. the.se. principles, 
is:.the. do~ant one, P~:oposals had o(ten been made for the 
establishment of something like an F4:onomic General Sta« des'gned .. 
to develop nn authoritative professional doctrine, which would tend 
within limits to develop a pqlicy ·varying less than hitherto from 
Government .to Governme1,1t: a body eJ~ternal to the Government in 
composit~on, th'ough · associated with it and ,wit~· an independen~ 
ri~ht to pubt:sh advice. The a<;tual 'Economic Advisory' Council 
established is however different in important respects. 'l'be Prime 
Minister and t;ever.al other Ministers are ex-officio members. U 
meets in private nnd so, fnr. ~as, with rare excepti_on~, issued ~~ 
public reports, recommendatiOns or ~tatement~; 1t 1s small 1:n. 
numbers thou"h it includes all the roam categones of expert quah-' ~ . 
fi('ation nnd experience ; it is not "representative" in the sense that 
th~ membei'S are· exnected- to express the opinions of nny organi
sations with which they are connected. It is in fact designed to 
secure expert opinion for the private advice of the Government.- : 

. . -
Tn Germanv. on the othet: band, the "reprc~entntive" principl~ 

i11 dominnnt. The TicichRWirtschnft~rnt. eonRiRts C)f no less tbnn 32tl, 
I 

• NOTK.-FOI' liat. - 'J',.hl" of Contents, P"ll"• (i} and (ii). ,. 

. "'"' 



' 
persona most of whom are appointed by organisations which repre-' · 
11en& th~ dill'erent branches of national activity. The object ia at · 
once to &!Cure a collt.•cti,·e expression of the op:nions and wishes . 
~ these different national organi!'lltions, and, aa a counterpart 
to this, to secure a better mul!'rstaudin:t by then\ of such policy as 
the Government finally adopts. n should be noted, hol'l·ever, thd I 

the resultin" institution has proved ao cumbrous that i& has not met · 
in plenary ~eeting for some years, and that the practical work is 
carrit'd on bv a small central committee. The whole institution · 
is indeed on a provisional basis and is to be reconsidered. . 

. In France, the representative principle ia also perhn~ the mnin 
basis; but the actual work has been predominantly I'Q far in i.he 
nature dather of enquiries into facts than the formulation or policy. 
though specific recommendations are in fact sometime• rnado. 

The other European institutions tend to have t!omewhnt the · 
&allle character as the French or to be something between that and 
the German system. 

No other general comment on the composition of these institn• 
tions is necessary at this point except to remark tbnt the orgtmi
&aLon in Italy is so much part of the special "corporative'' system 
in that coun:ry that it perhaps oilers no very valuable annlogy for 
any &cheme proposed elsewhere. . · · . 

Apart from these continuing organisations, eome reference must 
be made to the elaborate special enquiries that have been made 
in a number of countries. In Great Britain there has been the 
''Balfour" enquiry resulting in the publication of . a series of 
Tolurnes, and an eyen more extensive "Lammers" enquiry in 
Germany, each covering the general condition of the main economic 
activities of the country. • .j · • 

These two enquiries can be usefully. compared ancl contrnstcd 
with those instituted in the United States of America, particularly: 
in 19-21 an1 19'28. The striking contrast consists in tl)e fact tl:l\& 
~e Ameri<;nn system has given full opportunity not only for colla· 
tlon of evidence bot also for individual analysis of it by repre
sentative Americans; whereas the chief value of the "Balfour"· 
and "Lammers" enquiries consists in their collation of material, 
efrect!v~ analysis being largely impeded by the desire to secure 
an:mmuty at every step. · 

· n is to be noted that the Economic Councils do not seem 
10 ~ar to have entered the sphere of highly contentious economic 
pohcy. ~ great bulk of the ~ork done in France for example 
bas .bee~ ln r~g:U:d ~ aucb BUbjecla 01 housing policy or a fac* 
find~ng mvetrtJg~tJOn mto t~e national "plant ancl equipment" 
'?otilla~e). It ~~ true that 1n Poland some pollitive recommenlla
t.ioDS are made WJtb regard t!) t~ Government' 1 ~rnmercial policJ! 
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. aa to sugar and coal. In .general, however, it may be said that 
Qll matters of tariff and commercial policy the contad of Gov

. ernments with outside opinion and organisations has almost always 
hi~erto ~en either through Parliament or by direct communi-

. cation Wlth the various trade organisations. In this sphere the
most interesting initiative is perhaps that of the late Prime Minister· 
of Australia, ]11(. Broce, who invited five eminent Australian eco
nomists to study the facts of the Australian tariff. 'l'hese five wtre· 
able to agree unanimously in an analysis of the actual results nn~ 
o.dvice upon certain guiding principles, 

. . 
One general comment is necessary upon the institutions men

tioned above. While the number of countries in which they have· 
been established suggests strongly that, in their general concepo-· 
t.ion, · they correspond to a real need of the modem world, they 
have in no case been functioning long enough to enable any certain 
conclusiona to be drawn from actual experience as . to best type 
of organisation or methods of working. 

Some countries, notably Germany, the United States of 
America, Fmnce; Hungary, Austria, Poland and Belgium have 
also another kind of institution (known in Germany as a "lion
junctor" Institute), whose function it is to subject statistical and 
other data of economic development to scientific, critical, and so 
far aa possible consecutive, annlysis. 

It will be convenient to attempt a classification of the main 
purposes which are served by these Val)iniJ forms· of Economic 
Advisory Councils and Konjunctur institutions. The purposes vary 
largely, however, from -country to country, and, with them, the 
form of organisation. Ng system effectively serves them all. 

· (a) The existence of a Council composed of those with experience 
in every main sphere of the country's economic activity, establish
ed under lc~islative authority, and, under varying forms, in effecti'l'e 
contact with the Government. often helps to secure greater co
ordination and unity of national policy. · ·This is a real need 
because whnte'l'er tho a!lministmtive orgnnisntion of n. particular 
Government, most specific economic problems tend to cut across 
departmental frontiers. 

· This particular purpose of de'(lartmentnl co-ordinati?n is perhaps 
more effectively assisted by such o. small expert advisory body as 

· has been estnblished in Great Britain, of which the Ministers con
cerned are members, than by the larger "representative" con
tinental councilij; nnd when the lntter system is preferred, supple
mentary measures to secure co..ordination may therefore be more 
necessary. ' · · · 

Apart from depnrtmental co-ordination in tbis restricted sense, 
[Economic Councils of 11ll kinds, l1aving nn existence independent 

~. , •• '• . I 



; or chan!!inrr· Governuienis; and "thanging little 01" not a&''alt 11!1 

difrereu&"' ~es succeed each other in the national leghdnture, renll 
to encourn~<e greater continuity in national pol~cy . .' 'l'hi~ 'PIIIllf)fle, 
unlike thac of securing departmental 'co-onhnat1on; 11 perlmps 
better served bv those institutions "·hich, like those of Germany 
and France a~d most of the continental examples, are on ' " 
''representative'' basis and dl'llw for their membership npon the 

· permanent economic organisations of the country. · 

(b) Tbe new institutions may in several ways lead ~ an im
provement of the Statistical· and Commercial Intelr{:ence mnchi
nerv which is available for the purpose of following the devPinp. 
me~& of evl'nts and thought, both at home nnd abroad, and which 
thus alfords a basis of st:uistical and o1hpr facts for the ex:nninn
\ion of current practical problems. In acme en.•es the "Konjunctur'' 
Institutes directlv serve th:s purpose, adding a new instmment 
'to the normal oflic:al . machinery. In othl'f!l, the inelus:on of 
economists in the permanent Secretariat of the Atlvi110ry C'onnl'il 
gives new facililie!' for the economic analysi" of stnr,.t:I'RI fn(''l 
in relation to a specific problem. In others n~ain, a l'pednl inve•-t:
gation may create at lea,;t a temporary new mechanism for the 
acquisition and el:u;.o;ificntion of facts. In -ret o•hel'R it mnv b~ 
anticipated that the influence of a Councii. which fillfls i.; the 
rour.;e of its invel'tigntions that the haRia nf 11lnti~icnl fact" is 
defective, may be exerted to secure the required improvements in 
the official machine_sy. 

· (c) A third, and usually ·more prominent, purpose which is 
aerved, is that of securing the investigation of "pecial economic 
problems, of current importance, by t~e best qualified e:rpt:'IS in
dnding both economists and persons with business and o'her prac
tical experience. This purpose is well illustrated by the Bntish 
Economic Advisory Council. This Council considers wbot curren' 
questions need spec:aEsed and consecutive examination, for \\'hich 
the aid of persons not in the regular official service is needed. H 
then normally appoints for each a small 1ub-committeee, cr,mro!ed 
of person8-6'Jme of them members of the Council i:sctr, others 
invited from outside for the particular taHk-with the require!~ 
6}Jecial qualifications and experience. These sub-eommittl'etl of 
w.hich there may b.e a dozen at a given moment, ore nnr~nlly 
dissolved when the1r recommendations l1ave been denU with by 
\be Council. ' 

(tl) A fourth pnrpose, not wholly to be senamted from the 
preceding ~ne, but . IIOlllewhat different, j,. to ·provide 1\ Tf"ulnr 
f'Cpt'~sentab11e m~hmery through which diiTeren' 11ection11 of the 
pu~l!e, a~d the mterests concerned, may expre1111 their collective 
op1?wns 10 such a way_ that tlu.•y are among tho elements from 
which Governmental polJCY is Conned. 
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(e) The same machinery us tlmt which serves the foreg<Jing 
r.urpose also ensures that public opinion,-. unll. partit'lllarly; -Ute 
Jllltrests directly concerned, understand the factors w~ich unc,l~rlie 
the practical problems of economic policy and the reas:ms wh,i_ch 
ha\·e determined the course of netion actually decided upon by. \he 
Government. This "ellucative" purpose of securing a. basis,,of 
better knowledge and understanding for both the support unll tlu, 
-criticism of Government policy by public opinion is an important 
·feature of the Continental systems. It has no part in the D1·:tish 
·organisation whose reporla are almost always secret. ' , 

(j) Lastly, the same mechanism often leads to a useful inter
·ch•lll!!e of information and experience between persons of different 
·qualificut:ons and from diJTerent localities, and enables them· in 
the pursuit of their normal avocations to benefit from what they 
may so learn. 

Underlying these special purposes, a. more general and funlla
mental conception is ,lJerbap!$ to be dtscerneJ in some Contineutal 
llltitances, tliZ., that of au institution which, subject to cE:flaul 
Jimtts aud safeguards, muy d..scbarge some of the functions of am 
'"econolu:c vuruu.ment". in paruculai" that of discussing the lll:l:n 
oudin.a of economic policy which the national interests seem to 
require. The SO\'eretgnty of the constitutional auth:Jrities of the 
country is indeed amply protected. The new institutio:1 is ba:;.'l! 

· ·On lejpslative enactment and, in case of abuse, could be terminatell 
or am~:uded by the Legislature; moreover it is_iu all cases allvhiQry 
.only, uud action upon its recommendations depends upon a Gov. 
ernment responsible to Parliament or upon the Parliament itself. 
lf thert:fore the Legislature in practice delegates some of its work, 
it does not in any way ab«icate its ultimate authority. Within 
these !units, however, a representative body mainly. elected by ·1ha 
private institutions of o. country which between them represent its 
organised economic life may well have a proiound e!Tect upon the 
·way in which nutional economic policy is developed and maintained •. 
Such a body is in its discuEsionR less likely to be affected by poli-

. ·tical or party conEiderntions which are in varying degrees irrelevant 
to the mer:ts of the issues in question. As it acquires authority, 
presti~<l and public confitlence, it may encourage continuity in 
nntionnl economic policy, exempting it lar~ely from the finctna· 
tion11 which so often uecompany the succession of one GoYern
ment to nnother and the precarious predominance of one party or 
another in the Legislature.· 

m.-SPECIAL CONDITIONS AND NEEDS OF INDIA. 

This brief and summary description cf the purposes and chnr:u:
teriRtics of or,:(nnisationl! in other countrie~ is perhaps the most. con
~enient approach to an enquiry as to what is most suitable for 
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India. But the special conditions IUld needs of this vast sub
confulent are such that no system established elsewhere can be 
transplanted ready made ; and it is time to consider the bearing of 
these, as they have been explained to me in the course of my con
sultations, upon the problem. 

In the most general terms, India's economic position at this 
period of her history may perhaps be thus described. She is at 
once one of the greatest of agricultural countries and also, by inter
national" recognition as expressed through the League of Nations, 
one of the eight principal industrial countries of the world. But 
her industries, while already important enough to secure her this 
position, are at present small in comparison with her agriculture, 
and small also in relation to the future extension which they are 
no doubt destined to achieve. The development which India con
templates may be presumed to be in the direction in which Canada 
has already made such progress, that of an improvement in the 
technique of economical agricultural production combined with the 
&imultaneous enlargement of industrial and commercial activity. 
In this development it may be anticipated that, as in other 
countries, and probably more than in most, the active assistanat 
and guidance of Government and the official machinery will be 
utilised. No opinion can Le expressed, or implied, in this Repo:$ 
on,the general merits of a policy of State assistance. This ·at 
least, however, is certain, that when such a policy is pursued·, 
the balance between the loss and profit involved is much more 
favourable when the objects and methods of the assistance are 
:wisely chosen. The association of Government tends to remove, or 
render less effective, the automatic criterion of business success 
o.nd failure which in other cases distinguishes relentlessly the eco
nomic from the uneconomic course of action. Iu these circum
stances two desiderata are obviously of vital importance. The first 
is tha* the Government should have for its guidance the bP.Pefit 
of the best expert opinion both as to the direction in which assist
ance should be given and as to its form and method. The Eecond 
is that those interests wh:ch may be adversely affected by any 
proposal may have us effective a means of expressing their views 
M are po!llleBBed by those whom the proposai may directly benefit. 
It is for example, as we shall see later. of absolutely vital import
ance that a due balance shall be preserved in any organisation 
between those who represent the interests of Agriculture on the one 
l!BDr"and Industriei on· the other. ' In; 1pite of her incfustrial 
achievements and amb:tionR India is predominantly qn agricultural 
rountry. 'l'he great bnlk of her populatiot( depend for their living 
directly upon the prodnee of the eoit. and would be adversely afFect
~ by any policy 1Vbleh was injurious and unjust to agricultural 
mteresta. 



' 
Apart from the technical methods of assistance adopted, it will 

pf course make a great difference to the progress of India's eco
nomic development, whether the best choice is made of those 
economic activities which are to receive special encouragement. 
As a League technical committee pointed out some time ago to 
a European Government which it was advising, the fostering by, 
the State of those industries which have least affinity with the 
natural resources, opportunities and traditions of the country, 
necessarily involves serious loss to other industries which coul1l 
with· less expense have been converted into real. producers of 
national wealth, as well as to non-industrial interests. A careful 
plan, therefore, based upon India's resources and opportunities, 
which would forecast India's natural development of industries in 
an order of priority, and in doing so indicate the directions in which' 
such benefits as State encouragement can give would be most la~t
ing and the losses it involves least serious, would obviously be of the 
greatest value. And in this development India will rloubtle~s lle~ire 
to be assured of an appropriate contact witl:.i both foreign institu
tions and foreign experts, not only in order to derive benefit from 
their information and experience, but also in order to co-ordinate 
her policy with that of other countries. Herself one of the ~eatest 
economic units, India will wish to take an appropriate place in 
both the Councils and the economic organisation of the worhl ; 
lo frame her policies with due regard to external effects ant! . 
external reactions and to exercise o. corre~q>onding influence upon 
the policy of other nations whose action affects her fortunes. 

The next consideration that needs to be taken into account i• 
the area of India and its main framework of Government. In iti 
size, its population, its division into Provinces and special areas ant! 
between British India and the States, India is a continent rather 
than a country. At the same time it has an economic unity, the 
destruction of which would involve both great lo~!l and 8eriou!l 
friction. It would be regrettable if the basis on which statistical 
information is co!Tected locally should vary so greatly as to maT,G 
any accurate and comparable compilation of general statistics im
possible; and it would be disastrous if differences in FOcial le~isla
tion, or the incidence of taxation, or in policy as rtgards a~sistance 
to special industries, were so great as to result in the transfer of 
industries from Province to Province or between the States nml 
the Provinces for reasons which have no relation to natnral eco
nomic arlvantages; if, in a. word, India sl1ould suffer, in perhap~ an 
nagravnted form, from the same economic evils as post-war Central 
Europe. 

Several tentativo conclusions are at once suggested bv 'thrse 
considerationR. No flffective economic advisory organisation can 
consist solely o[ a central committee.· The distances are too great 
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to expect those wl10se experience is most needed to l'Ome often 
-euriugh lllld for loiig euough to any ··centre' to'· make' their· wol'k 
effec<ive: It should therefore cons st of a Central;· nnd rarely meet-
1.11'' Committee · linked with Provincial Committees, 'which sboull[ 

b • . 

· n1eet ruore frequently, as they well can do, smce most of those 
concerned live in the capitals of their reFpecti\·e Provinces or within 
'a reasonable distance.' · ' · · · · · I ·' 

Another obvious comment is that the need for co-ordination, of 
policy in India is gr~ater than in countr:es · with a centralised 
Government, and the difficulties of securing it are also greater. 
Instead of co-ordina\ion between d;fferent departments of a single 
~uhninistmtion, India needs co-ordination (a) between the depart
ments of the Central Government, (b) between those of each Pro
,·incial Government, (c) between the Centre nml the Provinces, (t/) 
between the Prov:nces themselves and (e) between British India 
and the States.. It is a quintuple not a single problem. 

We next need to consider the actual machinery and methods, 
by which Government at rresent secures the advice anol assistance 
of unofficial exre1ienee. '!'he 1<ystem is l:ertainly elaborate and, for 
the purposes for which it is best adapted, comprehensive. In the 
first place, amongst standing official or semi-official bodies, there 
are such institutions as the Tariff Board, the Indian Cotton Com
mittee and the lmper;nl Council of Agricultural Research. In tho 
second place, local Chambers of Commerce are consulted on pro
posed legislative matters .. In the case of "central" measures the 
Central Government consults the Provincial Governments, who in 
turn nsk the opinions of the local Chambers ; in the case of Pro
vincial measures, the Provincial Go'l"ernment consult!$ the local 
Chambers direct; and in both cases other institutions, as well ns 
representative imlividual per~ons, are also aske.d to express an 
op'nion. In the third place, I fintl that in some instances Advisory. 
Boards are appointed to each of the Departments of a Provincial 
Government, sometimes more than one to a ~ingle Department_ 

' In addition, the Legislatures themselves, unlike most national 
Parliaments, at present contain persons dire~tlv nominated as 
representing special economiC' interests and institutions. Lnstlv, 
it is cu!rtomnry to apnoint Ro~·al Commissions, nnd Committe~s 
whose methoJR of work are often almost ns thorough antl elaborate, 
to make reports upon problems of considerable public importance. 

This system must be con~idered in connection with one factor 
whi<'h ~n.s emphasisl'd b'\" a lnrge proportion of the persons I have 
seen, "~z_., the compar~tive ~arcit.~ of leisnre of persons with first
rate nh1hty and exper1ence m lndu~, nnd the consequent difficulty, 
of secnrin~ the assistnn<'e of such perrons for Government work 

1 

eSJlecially hnvin~ reg~rd to the yast area of India. and the comple:ri£y 
of, h.er P1'9\l,ema, · ' · . · · · · · · · · 



Irt these circumstances it may be argued,- and waa nrgned. by 
1>0me whom I saw, that the existing j:Ilachinery and traditional 
practice 'of consultation of unofficial persons and, institutions by, 
Uovernment is sufficient, or more than sufficient; that to create a 
new organisation would be to add another wheel to a conch which 
ah·eady has too many; that it would only involve more delay, more 

·work and embarrassment for·offic:als, more exhaustion of the 
,patience and dissipat!on of the time of those whose advice is sought. 
A different conclusion may howe\·er be drawn, fJiz., that there is a. 
real need of a more s"mple and flexible system; one which would 
be less wasteful of the time of· those concerned ; more rapid in 
nctiun, more encouraging to unofficial initiative in suggestion and 
more effective in exercis"ng an immediate and real influence on 
those who have execucive powers; and that such a system, i[ it 
<:an be devised, might well to a great extent replace existing 
machinery and methods. 

For n. wide~pread feeling appears to prevail that the exil'ting 
s>stP.m; if taken alone and as n. whole, has many defects. It is 
felt in many respects to be cumbrous, slow, expensive, and above 
nil ill-adapted for securinA" that unoffieial advice is, wherever it is 
ri'asonahle, translated into practical action and fer gi,·ing 

. those consulted a reasonable assurance that their time will 
Jlot have been wasted. The consultation of successive local 

·Chambers of Commerce through the Provincial Governments, for 
example, if well n.dapted for nreventing an ill-ndviFecl measure fr.om 
being enacted wiihout the objections to it being adequately exprcs~
ed, is not enuallv adapted for encournging po!Utive proposals and 
init.iative. The Tio>al Commission" nre formal and slow; and n. 
rotnparil"on of nctual results with tbl'ir voluminous reports nncl re
(!Onnm>ndations if 'often disillusir.ning, The . appointment of 

, separate Advisory Board~ for the different Departments of a Pro
vincial Government iR open to even more ~rious c·riticism. In 
some cases thef'e Ron.rds comprise between them most of the more 

. prom:nent of the busy men of pmctical experience in a. Province; 
anrl often thev remnin unuSI'cl. or little used, for long perio<ls. I.t is 
difficult to rt>sist the conclnsinn that it woulcl he a great advnntntte 
(to nnticinate a propo~al I ~;l1all mnke later) if mnst of these \lnlf 
morilmncl departmental advisnrv bonrcls were nholished and rt>nlace<l 
bv a Rin~rle nermammt economic body in each Province, r.1t'etin~ T*'• 

gularly. nnd apnointing; temporarv ad 1wc committees for 11pecifio 
· tnsb, wh:rh would rn!l ·It<> 11oon a~ thE: task was finished. In mv expe
rienre nothing is 110 fatal to a Fat.isfactorv asscciation of the voluntary 
nclviRer with the !YovernmPTital machine as to anpoint numerous 
rermnnent committeE's which nre not in nrnctice so used tha~ 

· memht"Tl' feel their time tn havP. been usernllv ""ent. 
· I am not Rll"'r<esting that anv new or!!anil'lttion will cli~'T'enee 

'._,ith the neceesity of occasionally o.ppointing Commissions ·for 



special problems requmng long, elaborate and formal investiga
twn · or of sometimes consulting Chambers of Commerce indl.vi• 
duall~ ou proposed legislative measures. But experience in Great 
Brita.iu and on the (;ontiuent suggests that there are many ques
.tious Ior which investigation by small specialised sub-committees, 
appointed by a standil~g Eco~omic Adn~~ry Committee, w~rking 
informally and pubhshmg their results qmckly and compendiously 
would be much more appropriate. 

Lastly, among the special conditions of India. is the present 
character of the available Statistical Information and Commercial 
Intellirrence, which must, to a large exteut, be the basis on which 

~ I . any e:s:runinatiou of particular economic problems or propo~a s IS 
conducted. This is not a subject on whi('h I should feel ju~tifiedr 
either by the duration and character of my present enquiry, or 
by my personal qualifications, in pronouncing any judgment or 
making any specific suggestions; the more as it has occupied the 
attention, and provoked the advice, of the Royal Commissi<>n on 
Indian Currency and Finance (l!l26), the Royal Commission on 
Agriculture (l!l28), the Indian Industrial Commission (11!16-18) 
and the Indian Economic Enquiry Committee (l!l25). I can only 
record the general tenor of the opinions expressed durin!l' my 
consultations. Business men, officials and economic students 
<lescribed the .practical inconvenience which they experience in 
their respzctive spheres of work as a re~u!L of the inadequacy, or 
inaccuracy, of the information at present available. It was stated 
in particular that the "internal trade" statistics, suppressec! on 
the recommendation of Lord In~:hcape's Commi~Rion are very 
much needed; that indices of who)esale and retail prices, and ot 
wage le>els, are at present almost entirely lacking except in e. few 
areas; that the information published is often in too· crude a form, 
unanalysed and unaccompanied by explanation; that the clas!'ifica.
tion adopted, e.g., for imports statistics, is not sufficiently Rpecifio 
and detailed; that it is often verv mu::h ont of date· that the . . 
methocls of Rale and distribution often make it difficult to ~ecure 
pnb)ished information without Ion~ delay: that in ali thl'se respects 
Ind!a compares unfavourably with many other conn tries; nnd that 
rr~'~t ns nre tJ_,e difficulties in view of tl1e special conditions of 
lndm. (as descnbed, for example, in the dissenting note at+.ached 
to the Intlian Economic En11niry Committee) considerable im
provcm~nt could be effected without disproportionate expense. 

As I l1ave ~id, I can attempt no juc1gment on these criticis~s. 
Bnt 1 ~h?ngl•.t It well. to refer to them in view of the importa.nce 
of HtatJsl!cal m_formatwn for the obJective examination of economic 
proLlcrnH, J?llrl~cnlarly as .th~y, or some cf them, are eupported by 
the nuLhontahve CommiBSions mentioned above I wo•1\c1 only 
n~<l that the criticisms .I. have hl'ar!l bore upon the g!'ner~l policy 
With regard to the provision of statistics, and upon the inadequacy 
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.()f the financial provlSlon allowed; no suggestion was mad~ tha~ 
those . ent_rusted ·with the administration of the existing statidical 
~rgam~atlons were no~ ~sclJUrgu1g their task efikiently witlun the 
lumts 1m posed by theU" mstructwns and tLeir resources . . 

IV.-CERTAIN . PRELIMINAI:.Y . QUESTIONS OF 
PRINCIPLE. 

Before suggesting the framework of a. new organisation it. will 
be well to discuss certain preliminary questions upon the r.nnver 
to which any proposals must depend. 

The first is obviously whether any new organisation is needed ; 
and if so, what are the principal purposes it should serve, and 
what should be its main underlying conception. 

I have already stated the argument of those who consider that 
the existing system is suflicien t, and the reasons which inUuencd 
those who take a. contrary view. I need only here record that, 
among those who were good enough to give me their advice, the 
great majority consider that a new organi~ation is required. '!'here 
was indeed great difference of opinion as to whether it would be 
:wise to create a new system before the new constitution is in opera
tion. But that is a separate question which I shall discuss a little 
later. With full allowance for the few who were directly opposed, 
and the greater number who, while on the whole favourable to 
the proposal, were sceptical as to its being of any great practical 
value, it remains true that the great majority of those who 
appeared to have most carefully considered the problem expressed 
a strong and definite conviction that a more effective system of 
securing a place for unofficial opinion among the elements from 
which Government policy is evolved should be devised. 

As to the main purposes and. the fundamental conception, 
which should determine any scheme, t.he special conditions of 
India, as described to me, suggested strongly that what is required 
is the association not only of expert opinion but of representative 
opinion-opinion which is representative of every main spl1ere 
of the organised economic life of the country. India obviously 
has before her a period in which both political and economic 
problems will be of great difficulty and complexity: and in whi<;h 
she will therefore need to call upon all her potentml resources m 
wisdom and experience. At a time when economic questions are 
urgent, Ministers and Legislaturea are bound to be preoccupied 
to an exceptional degree with political problems and consirlera
tions. In these circumstances it is an ndvantage that mneh of 
the practical experience of the country in economill question!! i!l 
alreadv embodied. in a form which. enables it_ to · find collect~v~ 
e:s:pre~sion, in. such institutions as Chambers of Commerce. 'V1tli 

r. ' : • -



:vetjlvartillg'degreet"~f-'.C!ompleteness·~·there•" ar&'l al~"' in~ other• 
splleres· oi·economic acrivity:-llnd• lf.:xpeiV rkt~owledge·t central·msmu.-.. 

• uon!J <which migh"'·enable• colleeu!Vo ··optwons·'Co -tJe .. expt·eSI!e<i'-•c.:r• 
representative"perSOll~. ·to ··be'···nomimitA!M·~ · · 

There would clearly. be great advantage;-even apart from .the 
tpeciallJroblent We ·are lJOW ton'Sidt!ring:jf thfl de':elopmen r Of l!uch 
central mstitutions could be"extended:• .. In Bankmg, for example. 
which· already•ba&.,its -Institute •of Batakera, :~ note.,suggestio!~~ iu 
the·· Reports of' the~ l~anking £nq~icy,, (;omn:utte~~, fot' a, , natt~.»!Ul ~ 
association of Indigenous Bankers ... 'lhe,U.nLVeJ:Sl.IJ.e& al.teady,}..ta.vo,, 
an Inter-University Board which was invited to nominl!ote mem
bel'!i" lot' the' Iinperl!d ·council; of Agricultural·' Research·. • Labour 
has 'its natfon'a'l·organisattomr; which ha'Ve been' used; e.g,;· for the< 
nomination of De.egates·.-to· the"·Labour Conferences at··Gene>Va; 
A&· the same time the •eVI:llution of such national' organisalion is 
obviously· very' .far from· complete or· satisfactory, Anything. that 1 
co\J~d help-forward this evolution would,. as- appears. from the. 
advice of those who·have specially studied problems arising· fro·m. 
different .spheres of national activity, be '' real help to the economic 
and social development of the country.. And with such an evolution 
the organisation of economic experience through representr.tive, 

.institutions could· be used to afford an adjunct to. Government of 
thll'first importance in the formation <lf ufficial policy. It is there
fore a fundamental principle of the scheme outlined in Section V 
below that such institutions should, when they satisfy the two vital 
conditions there explained,. of being genuinely representative and, 
economic·in··character', be- used. as the basis of any new economiq 
system; And· ib is suggested ·that both; in. the· syt;tem of nomina
tions' a nil• in• ·every' other practicable way:;· the development oC. ·such 
institutions should be encouraged. The relative scarcity of leisured. 
men of first rate experience in business and other t:conomic activi
ties increases th'e need of ntiliRin:t those· who are; availab 'e fer· the 
so'~ltion of nat,ionaf problems• wl'lether by unofficial• ('f govet'Omenta~ 
act~on'. ~M the ilbndnnar · comptexity of tbe political problems 
~h1eh mil confrot\C lhe country make it the more· dt>Rirable ·tha•: 
Its resources i_Ii government ancl ndminh;tratir.n· sh'lnld be supple
mented Col' _ecohomle prohletns hy the nsRociation of those who 
~~:~ugh collective institutiong; represent its organised ec~nomi~ 

_ThiR c~nception Rng'ge~ts the answer to a further · qnl'~tion, 
wluch I dBcu!l!1;-d fully 'nth thoRe I con~nltP.cl, · nnmefy whPthE>r 
any new Commtttee or Committees nnpointed 11honld' be' 1m•domi ... 
na~t!y governmental and official in their composition and orrrani• 
sahon ,· or predominantly unoffiCial. · · · <> · • 

( o~· the! first conception. Memher~ of the F.xerntive Coonril 
. nnclE>r tl1e flrt',l'etit 'con~<titntion) would. he memhel'!l or · nny 
Central Commtttee, and one· of them would be Chairman;·· and; 
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si~l~lx 14in~~~~~.:w4~!d''be']'fer:Qbei:s 'o(~h Pro:Yincial C~m:-· 
ID\IJe~,. o,n~:.of tbeiJI b!l~~g also m each ca:;e its Cluirman. . On the 
~'¢9Ad S~1=epti91\ .. ¥~~~ff~ oi thd Executive Council and Mini~ 
ter.~ ,wou.d. n9~ be memQers and the Chairmaxf .both of the Central 
allil ~1-"ov:ipci~i. Cqmmittee~ . ,wquTd be unofficial perSons of high 
public standing-and ,reputation. ·- .'· .. . ' ' . . \ 

.,..Ji'or the fi~:~ :of these conceptions it wa:; argued that the funda
Illf!o~al. nece&sity i.I\ any machinery for a&sociating unofficial per· 
&0!:1!1 wi$; .gov,ernmental policy is that they should be assured tltat 
tl!eir indu~mce . will be effective; and for this purpose they must 
bQ, brought into direct contact with those who have the power to 
initiate action. Moreover, prestige is es&ential for. a new Lady, 
and this would be increased by the presence of Members of the 
Government with executive authority. In ncldition their member· 
ship would faci.itate a co-o.,dination of governmental policy and 
action which is spt.lcially impiJrt~nt in lndia. 1t is clear for 
ex11.mple that in the British system the Chairman~hip oi the 
Prime Minister, combined with the presence of other prin<'ipal 
M;nisters as Members, both adds to the prestige of the Council 
and a'so facilitates departmental co-ordination. 

The arguments mged on the other sidd are alse>, however, very 
strong. 

In the first p:ace, Ministers, and especially those who were 
Chairmen, would be in a du"'l tnd emuarra~smg position. As 
Mmisters, tltey would Le responsible for govemmental policy; as 
mtlmbers, they, and especial.y the Chair;,uan as the intet·preter of 
its wishes, would be involved in tbe policy advocated l>y tbe Com. 
mittee. This dual capacity would force them to take up a definite 
position prematurely, and often negatively. If, for example, a 
committee desired action which woul:l involve expense, the 
Finance Member or Minister wou:d feel that he must either ;,mme
diately oppose the proposal or find himseif committed in hi~ capa· 
city as Member of the Government. rn such a ease he might 
feel himse:f obliged to oppose, whereas, if the t·ommittee bar! ireely 
expressed its collective opinion, and that opinion had been EUbse
quently and separately considered by the Government, a com· 
p'iance with its wishes might have heen pos~ible. The embarrn~"
ment of this dual po"ition is avoided in the Brirish Council by the 
fact that it is a private expert (not representative) body, delibernt. 
ing, advising and reporting confidentiall~·. a body therefore whirh 
fai'~ to sen·e the pnrpoRC's, so irnpor1ant in India. of secnring thtt 
advice of rppresent~tive unoffic-ial opinion and makin{! nnclerstood 
to the puLiie and the interests conccrne.l the reae.onq r.nderlyin!f 
poli"y. . 

fll'~on<Jiv. it · wa~ n~!!e~ _lh:rt 1 h11 rMI nnoffir,lal, oni~i-~n. "'. Hie 
Committees wou1d m prachce be dampc1 down nnd discouta:~et! 
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if Members of tho Government orcnp!ed a predominant p~~itio~ 
en them. '].'ho members of the Com~rttees themselves, the mstr-. 
tutions they represented, and the· pubhc generally_. waul~ .feel that 
the system was designed rather to. placa.te outsrde opm10n than. 
to make it really tell as an element m pollc~. Fo~ !he latter pur
pose it would be e~sential th~t the unofficral opmron sho~ld be 
allowed to form itself freely wrthout veto by the governmen., and 
express itself frankly. It would rem~in for Government to. decide 
its course of action afterwards; but It sbould at least be wcum
bent upon it to consi.der seriot~sly the real, an.d un~uppre!lsed, 
opinion of the unofficml commrttees anrl when It decrdes 11ot to 
adopt their recommendations to. etate before the public the reasons 
which have led to tha~ conclusiOn. 

In the third place it was urged that the presence of Ministers 
as members would not make any decisive difference to the problem 
of co-ordinating Governmental policy. It is impossible to know, 
until the new constitution is framed, what will be the exact charac
ter and difficulty of this problem of co-ordination. If, however, as 
seems likely, there is provincial autonomy in spheres in which 
uniformity or adjustment of policy and action is necessary, no 
advisory economic organisation, whether Ministers are mea.bers 
or not, can by itself be sufficient. Sucu an organisation will in 
either case help co-ordination, but can in neither case secnre it; a 
mechanism of rlirect and purely Ministerial and official consulta
tion and negotiation will, in any case, be necessary. 

In these conditions the balance of opinion seems to be strongly 
in favour of making the new committee predominantly unofficial 
in character; and if the general conception of the new system as 
one dcsil!ned principally to give effective expression to repr<:~enta
.tive ~nofficial opinion is accepted-that is if on this point the 
('ontmental rather than the Briti~h model is re""arded as more 
suitaLle for India-such a consideration would see~ to be decisive 
on this point. 

This does not however mean that t:13 new committee ~boul:l 
not h:J.ve real links within them~e1ves to the machine of G<:vern· 
ment. 'fhese could well be of three kinds. 

In the first place, Members of the Government mirrht well 
attend the Committees, both Central and Provincial a~d have 
the nght n~t only of listen_ing, but ?f presenting such' statements 
or explan:J.hons as they might consider desirable · and indeed it 
;~v~uld be well that they should habitually 60 att~nd. But no£ 
bemg members, and not having the rirrht or obli,.ation of vctinrr 
th.cy_ would not be forced into the po~ition of p~ematurely 'cor:;~ 
mithng the ~o~emmc.nt. · TIIis is the Rystem adopted in Ger!lJany, 
\fhere the lhmsters s•t on raised benches at the end of the room. 
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· In the second place, i~ .was agreed on ~11 sides tha' the principal 
officials_ of the apPropriate JJepartments llhould attend the com
mittees, and the general opinion was that they should be me1nbers. 
The exact capacity in which they should attend, however, waa 
felt to be a question of some difficulty. An official is a tit!CVanG 
of the Government; but he is aiBO, in view of his official 
experience, a possessor of a type or expert knowledge which is as 
important as any other for the solution of economic problems, 
especially by measures which involve official action. If officials 
were not members an important element in the composition of 
the committee would be lacking; and the gap would hardly be 
filled by their attendance merely as witnesses, a method which 
would almost seem to imply that the mechanism and practical 
working of any proposals is a secondary consideration rather than 
an integral factor in the problem. On t-he other hand, ii officials 
were to attend as members of the official bloc do in the Legi&lative 
Assembly and Oouncils, repre~enting the Government and 
speaking only under instructions, the whole character of 11ucb 
Councils as are here contemplated would be vitiated and the posi
tion of these members would be incongruous in an ad11~orp orjilani· 
sation. The only satisfactory BOiution would seem to bs that 
officials should be appointed as member11, and as ~uch should be 
expected to express their personal opinion~ as experts in their 
~pecial type of experienoe, the corollary being, of coune, that they 
~hould not be understood as committing the Government. I 
realise that this may be thought to plat:e ihem in a difficult poei
tion. But it is not easy to see a satisfactory alternative, and there 
are several analogies to show that the position is not an impossible 
one. It can never be expected of course that an official, with the 
loyalty which he owes to his Minister, can spe~k with the full 
freedom he wouJd enjoy as a pri'Vate person. _ But· a British Civil 
Servant, for example, who is appointed do member of a Royal Com. 
mission, would probably feel free to express a somewhat more 
individual judgment in the· Commission than he would in his 
conduct of correspondence on th~ same matters in his Depart
ment. Certain officials are ex-officio experts in the French 
Conseil National Economique; and the method I am recomu.enif· 
ing has been tried with great success at Geneva. There may be 
some special di,fficulties in view oi thl! traditions of Qffidal work 
in India; and these may result iu the 1 .. ilence of such members on 
certain questioW' of major policy; but there must be a wide field 
in which such .a difficulty would not be insuperable and it Fhould 
prove of dimimsbing imparlance as the tradition .levelqps ancl the 
method becomes familiar. , , ~ 

In the"third place, the Secretaries of the permanent·offices of 
the Committees should, I think, be clrawn from the Government 
Service, or, if originalty. drawn from outside, ehou]d be -incor
porated in it. This is our invariable practice at Geneva, where 

11 
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a Secretary is always allotted to unofficial _committees from the
pel1Ilanent Secretariat of the l;eague .. He 1s th~ s~rv~nt o( the; 
Committee as regards all the work whJCI:. fa~l~ wtthm Its. 8}Jhere;. 
bu' it is also his duty. to ensure that all req~unt? contact 18 estab~ 
lished with every organ of the League wh~ch ~8 affe~ted by ~e. 
recommendations made, or the action of whtch IS req~tred to gtve 
them eli ect. 

In addition to these three definite and formal links, the Chair
man of each Committee, while an unofficial person of standing 
should also help to make an effective liaison with the Government. 
For he should in all cases be a person whose influent;e should be 
derived not only from his personal standing and his position in· 
the Committee, but also from his relations with the Government. 
Much indeed of the success of the committees, especially in the
early stages of the organisation, v.ill depend upon the qualities of 
the Chairmen. At Geneva it is the normal practice for the Chair
man of a Conference for technical work to be appointed by the
Council of the League and not elected by the Conference, and it 
is usual for. him to be appointed some time before the meeting of 
the Conference ao that the preparations for it m'ly be made not 
only by the Secretariat but by the person who will have to guide
its discussions. In any case, whatever be the ultimate method 
of·appointment adopted, it is essential that the Chairmen should 
be. acceptable to both the Committee and Government; and it 
might be well for at least the' first Chairman of each Committee 
to be appointed· by. Government long enough before the first 
meeting for him to collaborate in the preparations for it. 

Th~:. next fundamental., and: preliminary, queotion that arises 
is as to the time at w)l.ich. any. new organisation should he. estab
lished. Should it be established at once. o~ wait for the. new 
constitution,;-to. bl) st:t .. up, if th,~y ~ decide, by the. new. &utho
rities? Here also divergent' opinions, w.ere expressed by, repre
sentatives of both European. and, Indian Chambers of Commerce
and. by individuals with. varying attitude~ tq. constituticma.l deve
lopments in the near: future. 

On t?e one hand it was urged that such a new ~ystem shonla 
be espe~1ally valn_able for t?e urgent l?roblems of a. period of acutl~ 
econom.IC depression_; tha.t tts;mechamsm would, in any C'ase, take 
some . hme to. Jlllt mto workmg orrlcr, and that it would be an 
advantage to those who .would hold office under the. new constitu
tion, wh.never they_ migh~ be, to find a rr.echanism readv at hand 
and eqmpped for 1mmed1ate work. Moreover it would be on;te 
easy to prnvide Rafe~ruards which would secure that th~ freedom 
of t~e futnre authorities should not be preituliceil thrm1gh the
cre~tJOn of the. syRtem by their predeC'.essors. ·The form of organi· 
sat10n, for. cumple, could, easily, and indeed, must obviously, be 
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p~wien •. aad '"'-Itt,,. a tJN, •w polilkat ctmseitirttb1t the 
tenure of the first ap~afll: &e short. And the Com
mittees could begin with research and. scientific investigations 
mther than disentiSion only o( controversial questioD&-a beginBiDg 
desirable in al'ly <l'ase while the traditions were forming. 

n was urged on the other side that proper coneideration could 
hardly be given to the project when the country is preoccupied by 
the constitutional question and in the. atmosphere of the attendant 
negotiations; that it would in practice be difficult to avoid pre
judicing the future position in r.everal respects, for, even i~ tlie 
tenure of the appointments were short, peroonal claims would be 
created, and few economic questions were free at the moment from 
some entanglement with political controversy. Abovo all, it Wl\S 

urged that large sections of Indian opimon would in fact view 
the creation of a new system by the present Government with 
some suspicion, and would be prejudiceil against it whatever its 
intrinsic merits or the safeguards it might contain. 

This is a question on which I feel it may be improper for me 
to express an opinion. I would, liowever, tentatively suggest:-

(a) that the improvement of the statistical and commercial 
intelligence system iR outside the issues stated above 
and might be undettaken at once as far as practic
able. This will in any ca11e help the future organi
sation a.nd it will not prejudice it; 

(b) that no attempt to establish the propoeeti new·organisa· 
tion should be made in the circumstances of the 
moment at which I write ana· for so long as they re· 
main substantially as at present ; 

(c) that the proposal-as a proposal for a future· organisa
tion-might be made available for pubtie considera
tion as early as may be opportune; 

(d) that if the plan, as proposed or as modified, ~m• 
generally desired, it should be left to be put mro 
operation by those who hold office under . the new 
constitution, unless the course of the precedmg nego
tiations is snch as tO> make it practicable to assure 
that its earlier creation would be in· DCCOt"dance with 
the general desire of the leaders of Indian opinion 
and of those likely to direct policy in future. 

I make even such tent.tive suggestionS. on such a point with 
great diffidence ; but I do feel ~hat even considembl~ de_lay is P!e
ferable to incurring a serious r1sk that & new ()fgamsatJOn, whtcb 
may play ·an iinpertant' and va.luabl~ l_l&rt in India's economic 
development, should be grave),v•pre,ud1ced Hom tlte start by the 
conditions muler wllicl1 it' is launobeci~ 

I a2 
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V.-SCHEME l'OR A NEW ECONOMIC -ADVISORY · . 
ORGANISATION. 

The main lines of a· scheme for a new orgamsatiou already 
emerge from tbe factors in the situation already described. .We 
may now usefully proceed to fill in the outline, though many 
details must necessarily be left somewhat vague and doubtful. 

I suggest the constitution of. (a) a Central Economic Ad~isory 
Council and (b) an Economic Advisory Council in each Province 
("Bombay Economic Advisory Council, etc."). Some of the 
Indian States might of course choose to create similar Councils, 
but this would be in existing circumstances a concomitant rather 
than an integral part of the original scheme; how far the situation 
will in this respect be changed by the new Constitution, time 
alone can show. 

· (a) CENTRAL COUNCIL. 

Membershi~, .... 
The members should consist of person<~ representing the follow

ing types of economic experience, intereat or research :-. 
(a) 

Agriculture 
Banking and Finance (from each main category of banks) · 
Commerce. 
Consumers· 
Co-operative organisatim. 
Economists 
Industry 
Labour Organisation 
Members of the Legislature 
Officials 

• 
Railways and Communication11. 

(b) .. . 
Representatives of the Provincial Councils and 
Representatives of the Indian States. 

(c) . . 
Representatives. (one· each)_ from such national bodies as:-

The Indian Cotton Committee. · · · 
The Tariff Board 
Tile· Imperial Council <.f Agricultural Re~ea~ch 
The Jute Committee~ wh created.· · , 
The Reserve Bank · 5 en 
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. Method of nomination and status of members, etc".-

. The method of nomi~atio.n must clearly be a complex one, in· 
v1e':" of the cross classlficaho~ of membership indicated above. 
It 1s. necessary to secure a su1table balance as to locality (each
ProvJ~ce and the States) . and also as to qualification (e.g., 
expenence of Industry, Agnculture, etc.); and to combine nomi
nation by repr.esentative institutions with adequate security both 
~s to the quality and the balance of expert qualifications. This 
1s a problem with which we are familiar at Geneva where in the 

• • J J 

const1tutwn of such a body as f.he Economic Consultative Com~ 
mittee, it is necessary to secure a due balance both of nationalities 
and of types of specialised experience; selection on national' 
grounds might for example result in a committee over-weighted 
with industrialists, and ill-equipped with economists or labour 
reprcaentatives; while, conver~ely, a selection on personal qualifi
cations alone might leave some nations and some large areab of 
the world unrepresented. At Geneva the solution is found in 
a method by which while inviting nominations the Council of the 
League retains the right of actuf>l a.ppoin tment and takes a !I the 
factors into account in ma-king its final ReJection. 

In the same way a Council composed as suggested above might 
easily be unbalanced, unless the Central Government retain'J cer
tain powers of supervision over the appointments. The rrovmces, 
for example, might sPnd representatives nil of one or two type& 
of experience. 

The next consideration to be taken into account is the ll(·Birabi
lity of making the membersliip as far as possibTe repesentatice of 
national economic institutions, and of encouraging the formation 
of such institutions. For the reasons given above, the encourage
ment of such institutions should, 1 Ruggest, be a definite purpose. 
which might be deliberately serv-~d hy the method of nomination 
adopted. 

In mder to serve the purposes contemplated in this scheme
as well as the others for which they are formed-it is obviously 
essential that those national associations or federations should fulfil 
certain conditions. In the first place, they must be really repre· 
sentative of their respective spheres of activity in the national life; 
and sec,ndly they must be guided in their policy, and in the choice 
of any persons they may be asked to nominate, by. g~nuinely 
economic considerations and by regard for the economic mteresis 
they represent. 

The extent t~ which the Council can be composed on the "re
presentative" principle n_tust of ~ourse. de~n~ upon t~e extenl 
to which. at any given tlme, nat.Jonal mfhtuhons fulfilhng thes& 



1:0nditions ma,1 exist. ~he7 .do JWt .at 'Present ~ver the· whole 
range c:if tb~ economic activity and experi~·nce of the country; an.d 
no suitable instituti® 11p,pea.rs .now io oiW.Ilt t0 serve RS the nonu
nating authority for jp&l!ODB with some ,of the qualifications men
iioned above. There .must therefore in !lOme eal!6s-it may be 
boped a diminishing .nurpber-be .(lirect ,selection fby 'the -Govern
ment. · · · ' 

Even ·when suitab'b nomiuatiug authorities exist, howel-·er, it 
will be necessary for the general constituting.authority, the Gov
ernment, to take certain precautions to assure that the balance 
ltetween tnt' different qualifications and types of special experiell.ce 
i8 obtained. · 

· To .1:10m.e extent this can be met by .a r.~~u and careful explana
tion of the general scheme to the nominating authotities Mid lb1 
unofficial contact with them. For example the Cha.innan Qf the 
Central CoWlcil might. well .keep m touch with those of the Pro
v.incial Councils ill s.uch .a way &il to secure that the representatives 
l;f . .the latter are CeasQilably spread as· rP.gards different types 'Of 
~xperience ; org.a.n.isa.ti.ons .r.epresentwg Chambers of Commerce 
~gain would be in a better position to choose their members if they 
.knew what persons ar•J being chosen by other institution~ ~ or 
methods. But while the difficulty may be 'reduced to a minimum 
.by such methods, it can hardly bl' ·removed altogether. It will: 
probably be necessary, in addition, for the Government t.o ask' 
~ u.' least of :nominating authorities to name rather more ·per-' 
~ns than will be ultimately appointed to the Connell, each of them' 
;f;o .be chosen as both fit to represent the nominating authority and 
atso well qualified by personal experience ; the .finall!6lection being 
then made by ·the Government with regard to the general balance 
in the Council. It is evident that if this method were pushed too 
f~r, if for example each nominating authority were asked to name 
~ large panel from which the Go,ernment only l!6lected a smaU 
prnportion, the "representative" principle would be IIU'gely 
odeRtroye~. If, however, only a few extra names are asked bt>yond 
iho~ ultmmtely needed, this extra number being no more 'than is 
leiJUlr~d. for the -purpose here described and being always kept to 
tbe mmrmum, th1s result should not follow. And it is difficult to 
•• how. at least for some time to com~. a due balance tan 'be 
•eonred without some ul!6 of this method. In time as the differ
en\ nominating autht>rities become· familiar with the working of 
thtt Council.' and each ?ther's practice in choosing representatives, 
t.he delegation of the r1~ht of appointment mav be carried fnrther 
and the re~iduary selection by the Governme~t be reduced or iti 
~me .cases abandoned .. But this caa only come in time. 

~: No ruiks IDU8t inde~a. be taken of the balance being seriously 
ths\urbed as between different cla.!llles r,f interest. · This is much 



mb'le 1'mportant i'n 'tht' case of a "representative" than au· "ex
:pert'' 'body, ·a's ·the 'policy 'wbich is evol>ed by such a body will 
naturally come to some extent by a proce~s of compromise bet.veen 
pattly conflicting interests. · 

This duty of preserving a due balance is especially difficult as 
.regards those spheres of the national activity whieh are compara~ 
tively unorganised and inarticulate. We have always found this 
-difficulty at Geneva in the case of Agriculture; and in a Council 
for India the position of Agriculture it1 obviously of vital im
portance. As proposed below, thiJre should be a representative of 
the Imperial Council of Agricultural Research. But this will 
.obviously not in itself be enough. As unofficial <>r1.ranisations 
-effectively representing different classes of agricultural interests 
-emerge they could be used as nominating authorities and their 
development might be encouraged both by the invitation to nomi· 
·nate and by other means. In the meantime it would re~t with 
the Government to select on such advice as it may ilcem !>est to 
take. n is obviously essential that the numbers and quality of 
those who represent Agriculture on the Council should be such as 
·to secure an expression of its point of view and interests whieh 
ii; adequate and bears a due relati(ln to the position of Agrieu Iture 
;in the general life of the country. This does not of courAe mean 
lt. numerical representation corresponding exactly with the num
bers ·of those engaged respectively in Agriculture and other occu. 
pations. · But it does mean that the representation must be sucl:i, 
alike in size, ability and influence, to assure that Agricultural in
·terests will take their proper place among the elements from whiclt 
"Policy is evolved. So serious indeed might the rasnlts other
wills be, both in injustice and in the deflection of India's economic 
1JOlicy from its natural course, that it would perhaps be better that 
1lo Council should be established. 

A· 'similar problem presents itFtlf as regards the interests of 
oeonsumers. It is largely at their expense that many economic 
policies are proposed, and they are usually unorganised and inarti· 
·Ciliate. To some extent of course the need is met by the fad that 
•One set of producers is a consumer of the products of other in
dustries-railways for example naet1ing to buy rail~. and the ngri
·cultnrist farm machines, etc. But this only covers a part of the 
problem. The individual consumer needs to he sa fegu'l.rded 

,against an unwarranted increase in the cost of living. This need 
i& t'he greater in tl1e case of an institution whose memhership 

--tloei! not, like that of a legislature, draw its aut.hority from a 
popular electorate. In European countries, and in such ~ body 
·ss the Economic Consultative 'Committee at Geneva, the Co
~perative Organisations-which are to so larg-e an <'Xtent in Enrove 
'{in striking contrast with India} concerned in retail busiucss
·serve to represent tl1e consumet·s' intereRts. In France rrocrnben 
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appointed by municipalities are also e:r. pee ted to ~i!!Charge this. 
function. In Great .Britain, the Consumers' ~ounc1l,, though. not. 
organically connected with the Economi·~ ~dv~sory .u~uncll_, JS ~ 
factor in the formation of policy. In India, m ex1stmg Circum
stances, direct se:ection of suitable person~ by Government would 
presumably be necessary. 

(b) Representatives of the Provincial Council.--l~erh?-ps one
rcpreocntativc from each Council would ~uffice, b~tt 1t ~hOuld_ be
comp•tent to the Couneil to chan~e its n·presentattve at any time 
as convenience required. 

Jlcprc~cutatives of Indian Statc:s.-'l'he method of appoir.:tment 
must obviously depend ultimately upon the position of the Statelr 
under the new constitution. In circumstances like the present 
some of the larger States might be asked t<l appoint representatives 
and some others might be appointed after consultation with the
Chamber of Princes. 

(c) NntioHal /nstitutions.-National in~titutions su~h a.J the
Indian Cotton Committee, Tariff Board, Imperial Council of Agri
cultural RPsearch, the future ,Jute Committee and Reserve Bank 
might. appoint one member each uireet.ly, subject to some unofficial 
comnnmication with them in order to ttvoid undue overiappmg of 
functions. For example it would be undesirable that tho person 
appointed by the Indian CtJ!ton Com1r.ittee should ·· represent 
,;xactly the same type of experience in Cotton as an Imlustrialis& 
selected from among the nominations of ·Chambers <Jf Commerce. 

It is perhaps inappropriate in a Report written in the present 
circumstances to go beyond the above general outline and principles
us to membership, and to recommend in detail, for each cia~~ of 
qualification, the numbers, the nominating authority and precise 
mode of appointment. The extent to which such bodies as ·the 
Institute of Banker8, for example, may cover the field of Banking 
or Finance, or may do so in conjunction with such a new associa
tion o_f Indigeno_u~ Bankers as is .a~vocated by some of the Banking 
EnqUJry _Conumttcc~, may be •hlkrent a~ the time of putting the 
sche~e mto operation from what it is at the present momen~. 
I~ ~nil prrhaps suffice to add at this point that the Inter-Univer
Rlty B~ard has been used for appointments to the Imperial Council 
of Agnc?ltuml Research and its Advisory Board ; that the problem 
of Recunng Labour representation is the same as that which is 
present.<>d by the ne~d of selectini( Delegates for the Internat.ional 
I,abour Conference m Geneva and will presumably be soh·ed in 
t.hP sa_n•e way ; and that the lola! membership of the Central 
Cmmc11, as composed on the above principle~ would be n 1 t 
nmom1t to nbont 50. • 1 (e Y o 
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Tenure of Appointment. 

In order t.o .secure some continuity in tLe work and traditions. 
of the Counc1!1t would be well that in most cases the appointments 
should be for ~ot less than three years, and five years might lie 
preferable. This should not apply, however, to the representatives. 
of the Provincial Councils and the States. 

This l'<!commeudation is only made ou the assumption that the 
appointments will be maile after the new constitution is in opera
bon. If any were maile before, it would be well, for the rea8ons 
indicated above, to limit them to two years. 

Time and place of meeting and method of working. 

· In view of the size (about 50 persons) of the Central Council, 
the travelling require,l and the restricted leisure of most of the 
members, the Council would doubtless meet not more than twice, 
and more probably only once, a year. The appropriate place for 
the headquarters of the organisation would appear to be Delhi: 
but it might be found convenient that the Council should itself 
sometimes meet in one or other of the great indnHtrial or commer. 
cia! centres of the country. 

The best normal method of work would, I suggest, be very 
largely through small, specialised ad lzoc committees. Thi~ mdhod 
is found in operation both in the Briti"h and the Continental 
system; and it is employed on a very considemble scale by the 
Economic Committee at Geneva. The BritiRh Council, for 
example, though it meets in full session once a uumtlt wo,·ks largely 
in this way. It supplements its general iliscu~..;inn of main que;
tions of principle by drawing up a 11rogramme on Fpecia\ subjects 
for separate study and investigation, each suhjPct being entruste·d 
to a. small sub-committee consisting- partly of Members of the Coun
cil and partly of specialists selected ad lzoc from outside. Such 
Committees usually work informally and report quick:y and com
pendiously (not recording minutes of evidences, etc.) : and the 
method is rapid, effective and convenient. This specialised sub
committee method might prove appropriate for the greater part of 
the work of the Indian Council, and might replace much of the 
more elaborate work hitherto done by the more formal Commissi<Jns 
or Committees. There will of course be cases in which different 
methods will be needed, aR they are in Great Britain and on the 
Continent,-either more elaborate enquiries, like the French in
vesticration into national industrial equipment and housing, etc. • 
or a.t the other extreme, limited inveRtigations by a single expert. 
But the small specialised sub-committee will probably prove to be· 
main instrument of work for the Council. 



Such committees would ttl co~e '1n'et!t "\Vhece and when might 
be most convenient to their members; they would be served by ~he 

. Council Secretariat ; and they ·Would be dissolved ~s soon ~ t~e1r 
work was done. 'l'hey would 'report to the Counc1l; but,. m v1ew 
of the long intervals between the Council's meetings, it m1g~t ~o~
mally l!le arranged that ·their Reports should be circulated Indiv~
dually to Members of the Counci~ and, subie?t to the consent of 
the Chairman and a small Supervisory Commdtee (see belo'Y), he 
published without waiting till the .aext meeting .of the Counml as a 
whole. · 

With this method of working the Central Council might we~l, 
especially during its earlier years, devote its discussions to two mam 
tasks. The first is that of drawing up a programme for the exa
minatiQD of specific l'roblems, laying down the main lines of study 
and investigation, appointing the sub-committees and the investiga
tors, ~tc. The second, which should start modestly and develop 
gMduully ·With later years, is that of reviewing the progress of tlnl 
past year and recommending policy in general outline for the en
suing year. This second discussion would be greatly fa.cilitated tf 
U1e Stcretariat, under the control of the Cliairman of the Superv1~ 
aocy Committee •proposed below, prepared beforehand a short 
general review of the chief developments and measures of 'the 'pa'St 
year, with a summary of Indian economic conditions at the mbl:netlt. 
The publication of such a review, as endorsed or amended by the 
CoUncil, should be of real public interest. These recommendations 
llll'l based upon the experience of the Economic Consultative Com
mittee at Geneva., whil:ili considers the events of the past year, 'Jlakes 
suggestions for the future and publishes a short review of worl~ 
economic conditionR. The latter is in future years to be replaced 
by 11 fuller World Economic Survey but that Survey, like the 
earlier review, will aim at presenting th~ main facts of the economic 
situation of the period in question in a form intelligible to the 
general public. Such a publication, much shorter and simp!er than 
lUly existing publication (though usefully supplemented by an 
annotated list of more detail~d studies and reports) would, I sug
gest, be of real value in India, particularly if it can be translated 
bito several of the principal Indian languages. 

It would be necessary for the Chairman with the aid of the 
~retariat, to follow the working of the' sub-committees, etc., 
throug~ut the yeB!. In this task he might be aided by ·a amaH 
Supel"\'tsory Committee, elected by the Council who would meet 
eeveral times in the year, under the presidency of the ·Chai.rmetl 
of ~he Council, to receive reports of progreBS. It would be useittl 
to mclu?e among the tasks of such a Supervisory Committee that 
of drawn~g up an Agenda for the forthcoming meeting of the Coun
cil lla>iOu upon ruquests from the Government fer oihe l'.onsideratHa 
of defined proposals, upon similar suggestions from Members ·a.ncl 
upon the reports of the specialised committees. · 



The Chairman. 

. In a.n1 such system the Chairman muSt play n p.n·t of ,·ory grent 
Importance, not only in guiding the discussions of the Council itself 
?ut lin following tl1e progress of all the programme of work which 
It may lay down. As already suggested, much derends upon 'his 
personal qtlalities and position, and, indeed the first selection may 
permanently a.ft'oct the whole futnre of the new orl!anisation. It 
might be well ·that the appointment should be a paid wholetime 
one; and it would be well to assure also the appointment as Vice
Chairman of someone qualified to act as Chairman and able to devote 
a considerable part of his time to the work of the Council. 

The Secretarial, 

The Secretariat of such a Council, reRponsihle for o. large pro
·gramme of work, and itself meeting at long intervals, is also of 
great importance. The St'Cretnry should devote his whole time to 
the work of the Council, and should have a small but highly com
petent staff, including persons with the qualification of an econo
mist, with knowlrdge of statistics and statistical method, and with 
administrative experience of a high order. It might be convenient 
to associate the Central Statistical Organisation of the country very 
closely with the Secretariat of the Council, whether or not (as might 
be convenient) tl1at Organisation has its headquarters, or at least 
(l.n office, at Delhi. The essential qualification of the Secretary 
himseif is that he sl10nld have the personal qualities and experience 
which fit him for the difficult administrative task of adequately pre
paring for meetings of the Council, handling the intricate system 
~f specialised committees working under its directions, securing the 
necessary liaison with the official machinery of the Central Govern
ment and also maintaining effective contact and co-ordination with 
the Provincial Connci1s. The Secretary, and the officers under 
him, should as I have already suggested, be an integral part of the 
Government Service, and not appointed as a separate staff by the 
Council; and their relations with the Departments should be such 
as to enable them to draw upon the statistical and other information 
there available. The Secretary must al.-o have the tact necessary 
to secure satisfactorv personal relations ,,·ith the officers of the 
Departments, who ;re bound sometimes to feel that their official 
functions are encroached upon by the Council and still more by the 
Secretariat when engaged on preparing for its meetings or securing 
-effect to its instrnctions. 

Subject.s for investigation.-It ia important that, especially in 
its earlier years, the Council should devote its principal attention 
to subjects -on which objective, and largely scientific, investigation 
is bot.h practicable and valuable. If it embarks upon problema 
which are at pre~nt inextricably entangled with acut.e po1Jt~cal C?n
troversy, it will establish traditions and a method of discussiOn 



which will seriously diminish its usefulness as an adjunct to the 
normal machinery of legislation and government. On the other 
hand it would be regrettable if it · devoted itself unduly to such 
purely scientific investigations as have little obvious relation, or only 
a remote relation, to problems of practical action. Between these 
two extremes, however, there is a wide field of enquiry, some of it 
needing purely scientific research by economists, some of it a com" 
bination of the economist's qualities with the experience of practi
cal business organisations; but all required as a basis for the
adequate consideration of practical problems. The general ambit 
of enquiries initiated by the Central, as distinct from Provil~c>iar 
Councils, would cover both problems of general all-India interests 
(in which the probable executive action required for their solution 
would fall wholly, or in part, upon the Central Government) and 
also those in which, though they fall within the competence of the 
Provincial Governments, co-ordination of policy between the Pro
vinces is very desirable. 

In the cours~ of my tour in India a considerable number of pro
blems have been put forward as needing examination. Among 
these I may mention, purely as examples of the kind of subject for 
which the advisory organisation here outlined would seem to be 
appropriate, and without any desire to forecast an actual programme, 
such questions as the following :-the establishment of a. land 
mortgage bank system; the desirability of creating a "tobacco mono
poly; the extension of hydro-electric power; a general control 
scheme for jute; marketing problems in many aspects (distribu
tive organisation for several classes of commodities, grading systems, 
the extension of warehouses, both in connection with markPting and 
as a basis of the issue of warehouse certificates as part of the credit 
system of the country) ; and the condition of certain industries, 
e.g., the match- industry. Finally two possible instances of pro
blems requiring investigation of a more extended, and somewhat 
different investigation, may be mentioned; the first that of drawing 
up in main outline a general plan of India's economic and industrial 
development in the next few decades, as some guide to the direction 
of State policy; and the second that of foreseeing the me:tsurep re
quired to prevent or mitigate some of the disastrous social conse
quences (in housing and health conditions, etc.), that have often 
resulted from rapid industrialisation and which may, without deli
berate preventive measures, assume a particularly serious form in 
view of existing Eastern conditions as to standards of living, etc. 
Each of these last two examples also illustrates the necessity of 
associating with the specialised committees appointed by the Coun
~il specialists drawn from outside the membership of the Council 
Jtself (e.g., experts in town planning, housing, health and tducation). 
Some of the above subjects might perhaps be initiated by a. Provin
cial Council, ot several Provincial Councils in combination specially 
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intere~t~d in ~hem, rather than by the Central Gounl'il. In many 
cases 1t 1s obv1ous that careful co-ordination (see below) between the 
work of the various Councils will be necessary. , . 

If this is the type of work which would be most useful and if 
it is true, as i~ probably is, that, especially in the early ye~rs, the 
centre of gravity_ should be on the side of research rather than of 
debating highly controversial subjects, the question remains how 
this should be assured. It would be too restrictive to confine the 
work to specific subjects referred by the Government; it might prove 
difficult for the Government to exercise usefully a power of veto on 
enquiries desired by the Council even if this were provided in the 
constitution; the composition of the Council here proposed does 
not provide the automatic safeguard found in the British Council 
in the position of its Cabinet members. On the whole, the only 
really effective safeguard is in the wisdom of the members of the 
Council themselves and in the method of nomination and selection 
.adopted. But, if more is needed, it might be arranged (a) that 
there shall be a certain priority for specific requests for enquiry by 
the Government, and (b) that it should require a twa-thirds majority 
of the Council to initiate an enquiry, this latter being a method 
adopted in the German Council. It would seem very undesirable 
to deprive the Council of all initiative in planning its work. One 
of the chief defects of the present system of consultation is that it 
is negative; Chambers of Commerce, etc., are asked for advice when 
a proposal is under consideration but there is no regular machinery, 
associated with the Government, through which organised unofficial 
institutions normally make positive recommendations on their own -
initiative. · 

· It will be remarked that, as regards many· of the subjects sug
gested, much work of enquiry has already been done of which the 
results are available in the reports of Commissions, or in official re
ports, etc. This is true, and it is assumed that any new enquiry 
would start with the results available. · But it is also true that 
many recommendations, e.g., of Commissions, are left high and 
dry without practical effect, until they become more or less out of 
dat~. In other cases, they stop short of the point at which they 
are appropriate for translation into. immediate ~tion in view of the 
conditions of the moment and of different locaht1es. Indeed one of 
the most useful results of a new system would be to garner the fruit 
of previous enqu~ies, which has hitherto b~en either unripe for 
action or allowed to rot through neglect. It 1s also clear that many 
of the subjects suggested may overlap .between Centre and .Pro
vince, or between Province and Provmce. An arduous, skilled, 
exacting and indispensable task will therefore. rest \lpon the Secre
tariat of the Central and Provincial Councils to co-ordinate the work 
of their. respective Councils and Committees by constant interchange 
of corresl>ondence. ! . . 
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{]l) l?ROV,IN()UL COU,NClLS •. 

The Provincial CO)IJlCils call. be more l?r:iefiy. described; bee~ 
although they are of' equal, or, if taken together, of even greater 
importaQce,. the copsiderations involved. are largely the- same as. 
those diacussed. in connection, with the Central: Council and· we can 
therefore proceed chiefly by way of noting the differences between 
them and. the Central Council. 

There woura presumably· be one Council for each Province; It 
should, I think, be composed generally on the same principles as. 
the.Centrsl Couqcil but. should be different in the following respects. 

While the qualifications of the members should be general!y the 
same-(Agriculture, Banking and Finance, Commerce, Consumers, 
Co-operative Organisation, Economists, Industry, Labour Organisa. 
tion, Members of the Legislature, Officials, Railways and Com. 
munications), 

(Jl); in some instances some of these qualifications may noli 
he.needed; e.g., there may. be no.Co-operative organisa.. 
t~ons;iJl the,Province, . . . · · 

(b) the· balance would naturally vary · with the economie
strueture of the Province, (jjlte being; e:g., of• special 
importam:e to Bengal; cotton to· Bombay, e~,, . ancl 
in· som4Hl&Se& Agriculture being-overwhelmingly more-
important than· lndustry)j · 

(e}i there-would of· course be no representatives of other Pr~ 
vinces,. or of· the States or of all. India Committees. 
Tbe Provincial Councils would· therefore be. much. 
smaller, averaging perhaps 20 as compared with 50~ 

(tl}.l the.,.Provincia.l. Councils would: meei.more frequently, in 
some instancea-perhaps once a- quartel"; in others·once 
a.:.month, Nearly, all their members. would usually· be
rllllideQ~ in, or-reasonably, near; tha capital of the.,Pro
vince, so, that little .e:xpense. or loss of, time in travel· 
ling would. be: involved, 

In. general it is desirable that, apart ftom such differences, the
Cquncils should be constituted on the same principles, and work by 
the same methods, as the Central Council, especially as regards. 
their predominantly, unofficial character, the. appointment of .a 
Chairman and Secretary, the. use of, specialised committees and 
individua! investigators. At the same time there might well fie. 
considerable elasticity of method, and difference in choice of sub
j~. as between Province and.Province. In some cases·, doubiless, 
the l'rovincial Council will start very modestly and develop ita work 
slowly. In o~hers, its existing traditions, .the urgency and, variety 
of its probleJ;Ds. and the greater reSQUrce~ of unofficial experience 
will compel and enable it to develop more rapidly, extend its :work 
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through more numerous cpmmittees .and it!l6lf meet IllQl"e Jre.qulllltly. 
~-balance as between dil!ll'ent c~_sses of wpr~ will, 11o~ doubt)_. 
~CQilsiderably, In the Punjab,.for example, th~ Board of 
BcoDQmje.Enquiry, who$e valuable wqrk of scientific research into 
hle&l"cenditions is well-known, will no doubt continue a'ong ite pre
sent· lines. This Board' (which as I write is being used as the 
model for the creation of a similar body in. the United Provinces), 
is the nearest approach, among existing institutions, to the Pro
vincial Council now suggested, and it may be hoped that any new 
organisation will help it to work as at present. At the same time 
it does not in itself serve all the purpoi!Els of the present ~cheme: 
The Board might well remain as an entity-perhaps as a. standing 
sub-committee of a. new and enlarged Council on which its mem
bers, or most of them, would have seats. But, for the Council 
itself, it is suggested that the addition of further members covering 
a. wider range of qualification is desirable; and that without pre
judice to the present scientific investigations, problems more im
mediately related to definite executive action and over a wider field 
might· also be usefully undertaken. 

In. general, however, it may be remarked about the work of the 
Bre,vi~ial Councils that they will doubtless include a larger propor
tion of individual investigation into the conditions of sp~ific areas 
aJong the lines. of the Punjab Board than the Central. Coun.cil. 
Such v.rork is obviously of value from several points of vit)w, ·not 
ouly. fw; its. intrinsic interest> to economic students, but sometiqloe 
aJso,.a.practical guide to officials in their daily work, sometilnes,aa 
the basis for the study of specilic problems of practical policy. 
Moreover, the conduct of. such investiga.tion, by you11g economists 
from the Provincial University, under, senior,&fltlexpert.superYiaion 
and especially in direct.relation to some. pra.c£ical problem, of H• 
ministration, is a. valu~b.le 4a~ng f~ 8Ji1 .a.d~pjqtraf.ive life, 

'!'he subjects of enquiries chosen by Provillcial CQup.cils wiD 
doubt~ss incluie both those which are excluSively. Provmcial m 
character (and require adion within, the compete~.of the Previn
eial Government for their solution), and also those which involve 
in part all-India factors or Central action, but iri whieh the parti
cular Province is specially interestea. 

Among such-subjects may be suggested, again pUfely as 
examples, the following:-

The possibilities of devclopin~ subsidiary cottage industries 
(and also perhapa · Rnbo.idinry agricultural production) in orde~ to 
occupy the spare time, and supplement the resources, of the amcul
tural worker; the extent to which inte:QSification of cnltiv~ro~n is 
profitahle and pos~ible.; marketing SYf'tem~. an<I..JD~t~Qds atJ,reprdl 
the main produce and Imports of the l'rQ~ etc:. 
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. In some case as suggested above, the Provincial Council might· 
initiate an investigation on a subject which is of !!pecial interest to 
itself, although it ultimately involves, in some aspects, an All· 
India policy. In others several Provincial Cou1_1cils might arrange 
for joint investigation of a subject of common mterest to them. ~ 

VI.-THE :MACmNERY OF GOVERNMENT. 

The whole of the organisation proposed above is advisory a~d 
predominantly unofficial. It-<>r any alternative to it-will be 
wholly ineffective unless the machine of Government is such as to 
utilise it, and to secure, rapidly and with due co-ordination, practi
cal effect to whatever may be valuable in its recommendations. 
Several links have been proposed-through the presence of 
Ministers, the membership of officials, the position of the Secre
taries, the liaison work of the Chairman. But this is not enough. 
Successful results cannot be achieved unless the Governments, 
both at the Centre and in the Provinces,. not only take immediate 
and serious account of the recommendations, but also have at tfunr 
disposal an official machinery which will enable them to take the 
required action quickly. It is a. frequent complaint ·of those who 
have been invited to give their advice to the Government, whether 
through Royal Commissions or otherwise, that their advice is not 
given serious consideration and practical effect because the Ministers 
or officials concerned are too much engrossed with immediate daily 
duties to give adequate attention to anything like a new general 
scheme of policy. . 

It is also clear that the problem of co-ordinating governmental 
policy, between the Departments of the Centra.! and the Provincial 
Governments, and between the Centre and the Provinces, between 
the Provinces themselves, and with the States, will be a grave and 
difficult one, which can only be solved by a governmental machinery 
and procedure. These must be additional to, though they may be 
'helped by, the advisory organisation here proposed, •.. The extent 
of the problem will, as stated above, obviously depend upon the 
exact provisions of the new Constitution. It is of course a com
paratively simple matter to co-ordinate policy within a single Gov
ernment by regular meetings of the Ministers of the Departments 
concerned, th?ugh th!s .is often. not done .. But for India it may be 
that a Connell of Mm1sters of ali the Provincial Governments, 
parallel to, and perhaps adjusted in time to the meetin<>'s of the 
advisory Central Council here proposed, may be necessary.~ This is 
no~ever, obviously a problem outside my terms of reference, ~ 
wh1ch I can do no more than refer in passing. .. · · · 

. ~h~ same is true ~f the whole question of th~ reform of tb~ 
'Statlstl~al and ~ommercial Intelligence Organisation, as part of 
the offic1al machme of Government. · · 
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VII.-COST Al:ID EXPENSE. 

: I. will not attempt a detailed estimate of the cost of the orga.
msatwn here proposed, partly because it would involve a somewhat 
minute considerat!on of the customary practice as to allowances, 
etc., and assu~ptions as to frequency of meetings, but mainly 
bec~use the ultimate cost must depend largely upon the extent to 
.whiCh the system proves valuable and is in practice used, i.e., upon 
th~ cost of special pi~ces ~f research, of temporary ad 110o com
mittees, of temporary mvest1gators, etc. It will be evillent that the 
overhead expenses of the ma:in frameworK: of the organisation, the 
Central Council and the Provincial Council with their reRpective 
small staffs, will involve little expense in' respect of either the 
Centre wh~re meetings are infrequent od any Province, where. 
members will normally live near the pla.ce of meeting. As regards 
the cost of special enquiries and researches, the extent of the work 
can be adjusted to its value, its urgency, its cost and the resources 
available from time to time. In some cases, private benefactions, 
or subsidies from organisation for special work in which they are 
interested (such, for example, as have been given by the trade 
concerned for certain researches carried out under the direction of 
the Indian Cotton Committee) may be available. 

vm.-RELATION TO INTERNATIONAL ORGANISATIONS. 

The organisation here proposed is a national one; based upon 
Indian institutions, and drawing upon India. for experience and 
110urces of information. It is designed to secure as full consideration 
-of India's policy from the point of view of her natJonal interests 
as other national organisations secure for their respective countries, 
But India, of course, like every other great exporting and import
ing country, is an integral part of the world economic system, pro
foundly affecting world conditions and affected by them. Like 
other countries, therefore, she will need information, advice and 
~xperience from wherever it can best be obtained. Like them 
she will doubtless desire to temper her action by consideration of 
its effect upon the interests, and consequently upon the action, of 
the rest of the world. And she will wish to make her weight felt 
in the international Councils and Conferences in which reciprocal 
concessions and restraints in regard to such policies as have injuri
ous external effects are being negotiated. Such negotiations take 
place to a large extent at Conferences convened by the League .of 
Nations, on which India is represented. It would seem very des!r• 
able, therefore, that there should be an appropriate link between 
'the League and the new advisory· Councils. This might in part be 
secured by a representative member, perhaps the Chairman, of the 
Central Council being appointed a member of the League's Econo
mic Consultative Committee, wliich meets annually at Geneva. · 
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But it is even more important that steps should be taken to secur& 
that reports from India's representatives, whether on the standing 
League's Economic Committee (which meets three times a year), 
or on any Economic Conferences, should be available to the Central 
Council. At the same time, it would be well that the Secretarial 
of that Council should establish close contact with the League's 
Secretariat and make arrangements for the full use of the League's 
economic publications by the Council and its Committees. With 
1uch centacts and sources of information the discussions of the 
Council would be able to take world conditions into due account and 
~ould in tum have their influence not only upon domestic 
measures of policy but upon the instructions given to India's x-e
presentatives at international meetings. 

IX.-CONCLUSION. 

For many reasons this repart must be provisional and tentativ&.
My visit has been brief; I had no previous knowledge of India; 
the present period of constitutional transition is one in which it is 
specially difficult to frame a scheme adjusted, as any successful 
scheme must be, to the general machinery of Government. I pre
sent this Report, therefore, subject to all the reserves entailed by: 
.such considerations. I realise further that this, or any, sclieme 
must depend mainly for its success upon the quality of those ;who 
comprise the membership of the Councils, and of its principal offi
cers, upon the spirit in which they devote themselves to the work, 
and upon the willingness and ability of the Government and ita 
administrations to give due consideration, and due effect, to tlia 
recommendations that are made. I ha'9'e been warned of the diffi. 
culty of persuading persons of first rate experience in economic 
activity and ·enterprise, who have little leisure, to devote time to 
advising the Government. If this ·difficulty were insuperable, i* 
would of course be fatal to any proposal such as is here put forward, 
or to any other of which the essential purpose is to make the ex
pert advice which only they can give available in the developmenli 
of Government policy. No great country, however, can hope to 
solve problems of the complexity which face India in the near future 
.without being able to draw upon such resources of knowled"e and 
experience. It may be hoped therefore that if the machin~ry of 
consultation and of Government action is such as to make persons 
of this kind feel that their time is not wasted and their advice 
utilised, this difficulty will be surmounted . 
. _ I! these conditions o~ success are fulfilled some sclieme along 
tlie lines here proposed m1ght play a useful part in India's econormc 
development. It would encourage the scientific investigation and 
objective discuBBion of economic problems. It would secure the 
advice of the best practical ·experience in India in the formation 
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of policy. It would do this by utilising the unofficial institution• 
which, within the limits of their development, represent the orga
nised economic life of the country. In giving them a representa
'tive and influential voice it would encourage their further develop
ment and thus make them more useful for their own primary pur
poses which are outside the sphere of official action. Such an 
or~a~isa.tion, while in no way impairing the ultimate activities of 
Mrmsters and the Legislators, and whilt> remaining within the 
limits of a. purely advisory body should thus in time make the 
unofficial institutions of the country a. useful adjunct to the machi
nery of Government. It may be anticipated that as such an orj:(a
nisa.tion grew in prestige and authority its recommendations would 
have increasing weight with those on whom the final responsibility 
for action must remain. Serious attention to its advice would be 
imperative, and, where it was not adopted, at least an adequate 
public explanation of the reasons for rejecting it would be expected. 
Moreover, as the members would draw their authority from a differ
ent source than the general electorate, and as their tenure of office 
would not coincide with that of the Legislatures and th(l Govern
ments, the new system would be favourable to a greater continuity 
of policy throughout the successive changes of parties and of 
Ministers; and it would give the country some assurance that this 
policy, being based not only upon political but also upon economic 
institutions, had a founuation as broad as that of the activities whose 
fortunes it affects. 

In addition to these primary purposes it should attain subsidiary 
ends of scarcely less importance. It should help, though it cannot 
by itself assure, due co-ordination in and between the various poli
'tica.l authorities among whom power is divided in India. The inter
change of experience, personal contacts, and association in worli 
of investigation and enquiry, should moreover be of some benefit 
both to members and to temporary investigators in their own careers 
and occupations. The same organisation would not only make the 
sections of the public directly affected feel their opinion to be a 
real element in the forces shaping policy, but would spread a better 
understanding among them, and among the public generally, of the 
factors involved in economic problems and of the reasons whicli have 
'determined policy. Lastly, it should give Indian public opinion 
as a whole an assurance that economic policy has been considered 
by a. body representative of institutions in India from the point of 
:view of India's interests, and if this policy is, as it should be, tem
pered and adjusted to world conditions and the policy of other 
countries, this would only be in the same sense and to the same 
extent as the policies of those countries are in turn tempered and 
adjusted by the same considerations. 

These advantages may seem doubtful, remote and to . ~ome 
chimerical. They are certainly dependent upon many conditions, 

o2 



86 

Uie realisation of which is difficult and uncertain. A similar quali
fication would perhaps be needed for any proposal that could now 
be made for a new economic organisation in India. The one put 
forward here is based upon no single :model. Its main principle, 
that of making the system representative of unofficial institutions, 
is at the basis of the European Councils; the suggesteci method of 
working through specialised sub-committees, has its closest analogy 
in Great Britain and at Geneva, though not confined to that 

. example; its main framework of Central and Provincial Councils 
is adapted to the administrative divisions and area of India, whicli 
are altogether different from those of any country which has in re
cent years set up a permanent advisory economic 9rganisation •. 

· After so brief an acquaintance with India and in the particularly 
Clifficult conditions of the present period, I must, a.s I have already 
said, make any proposal with the greatest diffidence. The proposal 
I now put forward is the best :which in these circumstances I can 
1ruggest. 

ARTHUR SALTER. 

Februar11 16th, 1931. 
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Al'l'ENDIX I.-This Appendix comprises the following documents:-
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A!'l'EIIDIX III.-Correspondence covering tho invitation to Sir 
Arthur Salter and its acceptance • • 

'77-78 

79-82 

83 

85-91 

92 



3\l 

APPE::\'DlX I. A. (a). 

FRANCE. 

I. Terms of nctcrcnce. 

II. Composition. 

III. Procedure. 

IV. Work and Reports. 
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J'BAlfCZ. 

THE NATIONAL ECONOMIC COUNCIL. 

1.-Terma of Reference, 

The National Economic Council was created by Decree on the 
16th January 1925. A bill submitted to Parliament in 1927 has no• 
yet been passed. The organisations to be represented on it. were 
defined in a Decree of the 9th April 1925. Its object was defined a. 
follows : To study problems concerning the economic life of tha 
country, to seek solutions and to propose their adoption to the publio. 
authorities. 

Tbe Government is required to inform the Council of all draft 
legislation on eeor.omic matters after they are laid before ParliamE'Dt. 
Any law on economic matters mn.y contain a clause that the Council· 
aball be consulted in the preparation of any administrative regulations
required for ita application. . 

:I.-Composition. 

It is defined in the law as being autonomous in ita compositio~ 
but as heing an advisory body from the administrative point of view. 
It is attached to the Prime Minister's office, its expenditure being 
inserted in the budget of the Mini&t.ry of Labour. 

It ronsists of 47 members representin~ tho different economic llnd 
ilocial elements in the country; In nddition there arP. at present 9.& 
aubstitute members. Their nominations are confirmed bv a Decree 
of the Prime Minister and they sit both for their individual quali
fications and as reprt>sentatives of groups. 

Tbe proportions of groups are as follows:-

1 Population and consumption : 

(al Consumers co·operatives and buyors leagues 
(b) Association of M•yors and municipalities 
(c) Conaumera of public ser.-icea 
(d) Aasociations of varent• aud of "mutuslite" 

II. Labour: 

A. 1ntellectool work and teaching 
B. Supervi>ing work: 

(a) ludunry 
(b) Agriculture , 
(c) CommerCII • 
(d) Transport • 
(e) "Co-operation ., • • 

(/) Publ:o aervicaa • 
C. Salaried workera : 

(a) OfBcialo • • • • • 
(b) Teobnicalworke,. • (c) Workmen • • • 

D. Artiaaaa, urban and rural • • • 

• 
• • 

• • 
• • 
• • 
• • 

• 

• 

• 
• 

• 
• 
• 

• 
J 
J 

• 
It 
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8 
t 
I 
I 
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lit. Capital : 

A. Industrial and Commercial • 
B. Real esta!e . ' . -. . . 

I 
C. Banking, stock ezcbange, .Insurance and oavinsa banka 

• 
• 

I 
I 
a 

These members, who are appointed for two years, are delegatee of 
certain organisations designated by · t.he Government on the pro
posa.l of the Minist.er of Labour after consulting the Ministers con
cerned. The Prime Minister notifies each organisation how many 
representatives it is to send, and the Council itself decides in call8 of 
'dispute, as to whether a given organisation is representative or not. 
MemberR have to be of French nationality, more than 25 years old 
and must possess full civil and political righLs. Women are admitted 
on equal terms with men. 

The Prime Minister is President of the Council but ita Vice
President and its bureau are elected. The Secretary-General ia apo 
pointed by the Prime Minister on the recommendation of the Minister 
of Labour, in agreement with the Bureau of the Council. The Council 
can appoint experts to be associated in a consulta.tive capacity with 
the work. There are also e:IHJ{ficio experts appointed (2 each) by 
the Ministers of Labour, llealt.h, Commerce, A~~;ricultnre, Finance, 
Public Works and Colonies. The President and Secretary llf the 
Committee of National Defence, and the representative of the French 
Government on the Governing Body of the International Lo.bour Office 
are also ex-officio exnerts. The Conncil May appoint renrc~~entntivea 
of any element in the economic life of the country which ie not 
permanently represented on the Council. 
I 

a.-Procedure. 

The Council meets four times a year, in ordinary session fo-r ten 
davs, and in extraordinary ses•ion if and when summoned by the 
Prime Minister on the proposal of the Council. It elects a per· 
mnnent committee of ten members, presided over by the Vice-Pre
sident of tho Council, with the duty of transacting current business 
between two sessions. 
• All Ministers, Under-Secretaries of State, High Commissioners, the 
competent committees of the Chamber and Senate are entitled to 
send repre"'•ntatives to the m~<etings of the Counril, and its perma
nent committ<~e, and the Council cnn ask to be ht>ard by the competent 
toommittees of either Chamber and by Ministers and m~mbers of the 
Government and require them to send representatives to their 
meetings. 
· It can creat-e the necessary permanent services for obtaining 
information and for its publications. 

The Council is directly consulted by the Prime Minister and by 
a two-thirds majority. It ran request its bureau to place on the 
agenda any question which in its opinion is of economic interest from 
the national or international point of -riew. 

Its decisions in the form of reports or recommendations are 
published in the Official Journal. Recommendations which require 
a two-thirds majority are submitted to the Prime Minister, who ia 
required to notify within one month the action taken or send a re
quest for further consideration by the CounciL 



Meeting1, both of the Council or the committees, are priva~, bu• 
eommuniques are issued to the press o~ the work of the Council and 
10metime1 of the. committees. . l ' 

There i1 a verbatim record of the Council and a IUmmary minute 
of the committees, the distribution of the latter being confined to the 
member• of the Council. 1 

. Apari from memoranda from individual• and groups the Council has 
great freedom in obtaining information. _ It conducts hearings and 
ean 1ummon any witnesses it likes. · 

It conducts enquiries on the spot !'ither in France or abroad. 

C.-Work and Report1, 

Bo far the Cou'llcil has· chiefly devoted itself to a study of tha 
!ousing problem. It baa also undertaken an important enquiry on the 
%lroductive equipment (plant) of the country, which has resulted in a• 
reports and 11 now almost concluded. These reports deal with such 
1ubject1 aa : transport power, power transmission, equipment and 
aevelopment of agriculture, equipment of the colonies. 

Two yean ago it began a further atudy of the reorganisation of 
the chief branchea of the economic life of the country, analysing in 
turn the resources, methods,. organisatoion and requirements of agri-
4llllture, industry and commerce. ! . 

At the request of the Government it has given an opinion on the 
unemployment problem, the programme for port development, navi• 
gable rivers, roads and rnilwRys, the agricultural programme, the 
conventions between the Air Ministry and Navigation companies and 
on various other economic problems. It is about to embark upon a 
1tudy of int_emational economic probiema. 
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GERMANY. 

L Economic Councils (Reichsw~tschaftiiTat). 

ll. Eeonomio Enquiey, 1D-2CI. 



i• 
G E:utA:N !', 

1.-ECONO.MIO COUNCIL OF GERMANY. 

(R.IIICHSWIBTSCHAII'TSRAT). 

1.-Historlcal Development, 

Ideas concerning socialisation and the est~J:blisbment o~ a system 
of workers councils whi,·h were current durmg the pe!1od of th!' 
Revolution in 1918 and 1919, left their mark upon the Weunar Const1· 
tution. ' 

Under Article 166 of this Constitution an organisation "!as to be 
set up including employen and employees on an equal footmg, based 
on works councils and district councils and culminating in the 
Economic Council of Germany. This plan was never realised; for 
only the Economic Council, which had been intended as the a.pex 
of the whole organisation, was finally established. The subsid1ary 
atructure of works councils and district councils was abandoned. 

The Economic Council was orginally intended to consist of about 
100 m,.mbers. But the Bill submitted to the National Assembly pro
;vided for 182 members, and this number was increased to 326 by the 
Committee itself. The membership of the provisional Economic 
Council bas stood at this high figure ever since its institution in May 
1920. 

As a body of this size cannot handle technical questionllf 
the plenary meetings have gradually receded into the background; the . 
work is now carried out by the Board of the Economic Council and 
ita committees. In 1921 there were 23 plenary meetings, in 1922 only 
16 and in the first half of 1923 only 3; no meetings have taken place 
Iince then. 

Even so, the membership of the provisional Economic Council 
was found to be too large, A Bill for the · constitution of the 
Economic Council in a definitj,•e .form, which was submitted to the 
provisional Council at the end of 1926, accordingly provided for a 
reduction of the permanent members to 123. This Bill, which does 
not differ substantially from the Decree for the establishment of a 
provisional Economic Council of May, 1920, has not yet become law 
owing to the strong opposition it has encountered. 

In the first place the workrra complain that the new Bill changes 
the numerical representation of employers and employees in favour 
of the employers' p:roup. This opposition is pMticularly important 
because th_e Biil require~ a two.thirds !'laiority in the Reichst.ag as 
one mvolvmg 11 change m the ccnstJtnhon (the abandonment of the 
idea of workers' councils). 
I 

I.-Terms of Reference. 

St,tutnry B"•is :-The Provisional Economic Council of Germanr 
was established by a Decree, dated May 4th, 19!0. 

(Reichsgesetzblatt, p. ~8). 

In . conformi~y !ith t):u~ above-m_entioned Decree the Economie 
Counc•l. ahall_g1ve 1ta. op1mon u~on Important bills affecting social or 
econom1~ pohcy •. It ••. also en.t1tle~ to pre>pose such bills: thus the 
Econ?m1o. CounCil! ~~·•des 1!-ctm_g 1n a~ advisory capacity, also haa 
the ngbt 1tself t.o m1tiate leg~alat1on (Article 11). • 



8.-CompOilitlon. 

• The members of the Economic Council represent the economio 
mter~ste of the country as a whole. ThPy are l'nly bound by their 
consc1ence, and not by any specific mandates (Article 5 ). 

Th~ Econoinio Council consists of 326 members divided into the 
followmg groups:-

· i Number I 
Group. ! of I 

·Members. 
I 

I 

n 
Ill 

IV 

v 

_VI 

"VII I 
Vlli 

IX 

X 

Representing. 

68~-A-g-r-ic_u_l_tu_r_e_a_n_d_f_o_res-tr-y-.----.-)--The employers 

I I constitute Sea· 
6 : M~rket gardening a~d lhh•ries I t•on 1. 

68 !Industry , , • • • l 
'4 Commerce, banking and insurance I 
34 Communication& and public under. j 

takings 

. 36 Trades • 

16 Officials and members of the liberal 
professions. ' 

'lhe employ
constitute Seo• 
~on ll. 

30 Con•umcre • • • , ·1 
12 Persona appointed by the Reichsrat., ~ SectioA 3. 

having special knowledge of the 
economic life of the various federal] 
States and provinces. 

12 Persona appointed by the Govern• 
ment at its discretion. 

In groups I ~o VI employers and employees are equally represented. 
They constitute the above-mentioned Sections 1 and 2 of the Economio 
CounciL These members are nominated by the represPntative bodiea 
of the various economic interests* or by the trade organisations of 
the workers (trade unions). . _ 

In groups III and IV, appointments are made on a regional as 
well as on an occupational basis : thus, for every 24 representatives 
of industrial employers and employees in the various branches of 
industry, there are 10 representatives of employers and employees 
who are essentially delegates from the various industrial areal. The 
:Government and administration are represented in group V as "t'm
ployers", inasmuch as the po~t office administration, municipal 
undertakings and associations of communes each send two membert 
to the Economic CounciL . 

Groups VII to X are constructed on quite a dilrerent basis from 
&he groups just mentioned. · 

• Su.,h ns the German Cham b.,. of Agriculture, the Industrial and Comrner• 
cial ABSembly, the Fede1·ation of German lndwtry, the Central Union of Banka 
and Bankers, etc., eto. 



.Oroup VII, i.e., consumers, includes representatives of the follow-
ing orga.niaations :- . 

The German Assembly of Municipalities. 
The Municipal Association of Germany, 
The Central Union of German Consumers' Associations. 
The National Union of German Consumers' Associations. 
The General Union of German Co-operative Societies. 
The Union of German Housewives' Associations. 
The Central Association of Domestic Employees in German7, 

etc., etc. 
. t 

Group VIII includes, in addition to representatives of the offi
cials' org11.11isations, those · of various liberal professions, such as 
journalists, lawyers, doctors, artists, musicians, authors and engineers. 

Lastly, groups IX and X each include 12 persons appointed by the 
Reich~rae and the Government at their discretion, 

These groups VII, to X constitute Section 3 of the Economic Council, 

Committee• :-The provisional Economic Council is sub-divided 
into two permanent committees, i.e., the Committee on Economic 
Policy o.nd tho Committee on Social Policy. Tho former has set up a 
Sub-t-ommittee on Agriculture and Food-supplies and a Committee 
on Communications. 

In addition to the standing committees there are certaill other 
commissuins, namely:- · 

Committee on Financial Policy. 
Committee on Housing and Settlement. 
Constituent Committee, 
Committee for the economic Promotion of Intellectual Work. 
Special Committee on trade Problems. 
Agenda. Committee. 
Committee of Twelve on the Tax on Turnover 
Foreign Trade Control Committee. • 

f.-Procedure. . 
ta. file Council elec~s its own. President, Vice-President, and Secre-

nes, and a Managmg ComiDlttee, on which the employers workers 
and persons draw!! from groups of VII-X are entitled to be r~presented 
bac~ ':Ji ~ ore-tm.Idb Votes, except on procedure questions are taken 
t!an~mi~l i~a !pl~ion ~ gtrhupGs. A group in a. minority is 'entitled to 

f o ~ overnment. as also a minority within a 
group o more than one-third and a. mmon'ty f · di 'd 1 f than one-third. • , o m v1 ua a o more 

' 
The Council can decide that on f 't · ' 

office in the interval between 1·ts e 0
. 1 8 comYDJttees shall remain ju; 

I sesa10n s each c · tt h at east one representative of group VIi X . 1 O~IDl ee must ave 
gate of members of these groupa s t · b lnc us1ve, and the ngre
Ule memben of the committee. mus not e :ess than one-third ~~ 
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The Council meets in public at the request of tw~nt~ members 
and in privat': at ~he request of a two-thirds majority. ·The Com
mittees meet m prn·ate unless a two-thirds majority decides otheP
Wlse. 

Governme~t representatives ca.n at any time attend the meetings 
of the Council or Its comm1ttees, and are entitled to be heard. The 
Council or its committees may require the presence of Government 
representatives. The States can also send representatives who are 
entitled to be heard. 

The Economic Couneil can appoint a. permanent committee to 
deal with any economic or social question. l:iuch a. Committee must 
be heard by the competent l\linistcr before certain important regula
tions are issued or by the Federal Council, Parliament or the central 
national authorities indudiHg the Prussian War Minister, before 
certain fundamental regulations are abrogated or chaHgcd on account 
of a state of war or a period of economic crisis. If a majority of 
two-thirds of any committee disagrees with the Government on a. 
question of a principle, the Government may require the question to 
be submitted to the full Assembly of the Economic Council. A com
mittee can also, by a majority of two-thirds, submit a que•tion to 
the Assembly. 

No •·ommittee may exceed 30 in number. Substitute members 
are allowed. 'fhe workers' representatives in group• l·Vl must eq,;ul 
in number the employers' representatives. 

The Economic Council 1tnd its committees may require the Govern
ment or any other authority dependent upon it to ext·rcisc the ri!(ht 
of enquiry into the economic position and communicate the results 
of such enquiries in 80 far as the law permits in order to throw 
light on economic and social questions. 

II.-CmJ~IISSION OF ENQUinY INTO TilE ECOXO::UIC 
SITUATIO"" OF GERl!A""Y. 

1.-History. 

The far-reaching economic upheaval consequent upon the world 
war the burdens imposed by the Treaty of Yersailles, the inflation 
peri'od and the changes in the productive capacity of the economic 
units of Germany owing to shortened working hours and changes in 
wage rates, induced various bodies to approach the Government in 
1025 with a request for the mst•tut10n of a wmmJSSJOn of cnqnll"}' 
into the economic situation of Germany. 

The Ticichsta~ on Aurrust 12th. 1925 accordin!'lY resolved to request 
the Government to set ~'P a Committee to exam;ne the bnsis <'f the 
German economic sYstem as a whole nnd its relations with that of 
other countries. 1\Ioreover, the provisional Economic Council of 
Germany dcmn,nded in a resolution passed on September 22nd .of the 
same year, that the conditions governing productio.n and organn::.at~on 
in the German economic s.vstem should be the obJect of a .•e.archmg 
enCJuiry in order to furnish the requisite data for dctermmm<r the 
future t•ommercial pe>licy of the country. A month later, on October 
2Sth, JQc5, the Sce'al Poliey Association issued ~n appeal to the 
Government in which it was stator! that the. ex1stmg. d1fferences of 
opinion between emplc>;·er. and wcrkers re<;ardmg working hours could 
be considerably diminished 1f certnm d1sputed farts ~ere clearly 
established by means of an independent Government enquiry. 



Although thr.•e petitions had different obje~tives, they were al!ke 
in ins!sting on the need for the fullest information on the outstanding 

roblcms of economic pohcy. The Coverm;nent ·took the necess3:ry 
~ction considering that, apart from the origwnl purpose, the matenal 
furnished by such. '"' enquiry might serve as prepnratory documenta
tion for the World Economic Conference proposed by the League of 
Nations. · 

On April 15th, 192~, the Reichsta~ .rassed the "La:w providing f~r 
a Committee to investigate the conditwns of productwn and sale m 
German industry, "· 
I 

2.-Terms of Reference. 

Except on one point the terms o~ reference. o! t~e Co~mission. of 
Enquiry were not spPrified more preCisely than IS tndu•ated m the title 
of the law. It was therefore left to the Commission to determine the 
most expedient '!'ethod for. an inv~,stigation of "<'on~itions of pro
duction and sale m German mdustry . However, Section 3, prov1ded 
that: "A Sub-Committee shall be instructed to investigate, in the 
light of experience gained during the last few years, the effects on 
output of varying working hours and varying method of remunera
tion". This provision was in conformity with the proposals put for
ward by the Social Policy Association. 

I.-Composition. 

In accordance with Section 2 of the law the Commission consists of 
the following members:-

11 members proposed by the Ueichstag, 
9 members proposed by the Economic Council of Germany. 
9 members proposed by the Government. 
8 further membera who may be appointed by the Government 

at the request of the Commission. 
Aa the latter persons have been dul:v appointed the Commission 

eonsists of 35 mcmb~rs, together with their deputies and permanent 
experts; a aecretanat has been formed under the direction of a 
aecretney-general and a number of technical secretaries. 

4.-Procedure. 

The Commission is entitled to demand oral or written information 
or op.inions. co?cerning economic and social conditions and to under
take mvesh~at1ons on the spot. The members of the Commission are 
also entitled to receive evidence on oath from persons summoned by it. 

The fo!lowinll; extracts. from the law under which the Commission 
was appomted illustrate_ 1ts procedure:-

Section 4. 
The Committee shaH be entitled to demand of anyone verbal 

or .written .information . and opinions on economic and 
aocml co?ditwn~, even m the form of copies and digests, 
t~ mnke ln~pectwns an~ to demand conoborative evidence. 
'Ihe Committee ~ay, m conformity with its rules of pro
ce~nre, delc!'lat~ .1ts powers to ih Chairman, to sub-com
m1tters~ to md1v1dual members or to authori d t f 
the Re1ch Government. se agen s o 
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'The Chait·ml!-n of the. Committee and any members who may be 
authorised by h1m for the purpose shall be entitled within 
the scope of the rules of procedure, to take evidence upon 
oath. · 

• * ,* * * • 
'The Chairm_an of the Com~ttee and the Chairman of aub-

comzmttees are authonsed to collect all information neces
sary for the accomplishment of their task from the 
supreme a~t)lorities of the Reich Rnd, through them, from 
the author1t1es of the Reich and of the Federal States. 

* * • * * * 
Section 5. 

"The results of the investigations, and a report by the Committee 
th':reon, Bhall be submitted by the Committee to the 
Re1ch Government· amd by the latter to the provisiona.l 
Economic Council of the Reich, to the Reichsrat and to 
the Reichstag. Should the Committee fail to express a 
unanimous opinion each member ahall be entitled to request 
that a statement of his opinion, with reasons, be also for
warded. All statements of opinion must be signed by the 
members who agree with them. 

• * * * • • 
Section 6. 

'The Chairman shall be appointed by the Reich Government in 
agreement with the Committee. He shall not be entitled 
to vote. 

The Chairman of the Committee shall appoint the chairmen of 
sub-committees, with the latters' approval, from among 
the members of the Committee. 

Section 7. 
'The proceedings of the Committee and sub-committees &hall be 

public unless the Committee or sub-committee decidea by 
. , , a two-thirds majority, or the Chairman of the Committee 

demands that they shall be private. 
Authorised representatives of the Reich Government shall have 

access to all meetings of the Committee and sub-com· 
mittees. They ahall at a.ll times be given a hearing. 

The Federal States ·shall also be entitled to send authorised 
representatives to state the views of their Governments on 
the matter under discussion. . 

Section 8. 
The Minutes of the meetings of the Committee and t!llb-com

mittees and also reports of interrogation e:nd oth~': docu
ments may be published, unless a defirute deciSIOn be 
taken to the contrary. 

Reports and other documentary m~teria.J ':manating .from public 
authorities shall not be published w1thout the1r consent. 

Section 9. 
"The Rules of Procedure and method of work shall be determined 

by the Committee in agreement with the Reich Government. 
On June 7th 1926 the Commission met for the first time under 

. the Ch~irma~ship of M. Lammers, a member of the Centre 
Party of _the Reichstag. and of the Board of the Federa.-

·"'. tion of Germa.n Indusj;r1es. · 
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The immediate task of the Commission was ro draw up .a progra.mmtt 
in order to cope with the vast field of ~ork before 1t. . Thus ~hll" 
Commission of Enquil}' had first of all 1tself to deterrmne which 
problems were to be mvestigated, and could only b~gin ~he actual 
enquiry after this had been done: The Germa!l enqmry differs from 
previous research work of the kmd because 1ts terms of referenc& 
were not established in advance. 

The 5 following sub-conmiittees were formed:-

1. Sub-Committee on general Cl"onomic organisation. 
man: Professor Harms. 

Chair-

II. Sub-Committee on agriculture. Chairman : M. Schiele, 
former Cabinet Minister, member of the Reichstag. 

III. Sub-Conmiittee on industJ·y, commerce and ~rades, Chair
man: M. Lammers, lawyer member of the Reichstag. 

IV. Sub-Committee on labour output. : the effects of working 
hours and wages on output. Chairman: Professor Heyde, 
member of the Reichstag. 

V. Sub-Committee on monetary, credit and financial problems. 
Chairman : Dr. Hilferding, former Cabinet 1\Iinister, mem
ber of the Reicbsrat. 

Owing to the impossibility of examining e11uy aspect of economic 
life, the Sub-ConmiittePs were first of all obliged to formulate the 
problems falling within the;r respec-tin• sphPrP' of eompetence and 
working groups were establiEhcd for this purpose. 

5.-Reports. 

The reports of these groups have been publishtd and constitute o. 
formidable body of information, amounting already to some 10 volumes, 
and dealing, i.e., with the following subjects:-

The effect of the cession of territories on German economic life. 
The economic life of towm, communes and districts. 
The production and Eale of potatoPs. 
The agricultural situation in East Prussia. 
Statistkal enquiry on agricultural accounting. 
Agricultural settlement after the war. · 
The prod?-ction ani! sale of vegetables and fruit. 
Changes m the forms of economic: organisation. 
Manual labour. 
Retail trade in clothing. 
The electrical industry. 
Potash industry. 
Sale of vegetables and fruit m shops and on barrows. 
The coal industry. 
Output in the building trade. 
Output in the textile industry. 
Hours of work, wages and output m the furnaces. 
The Reichsbund 
Branch organisations in the retail trade in foodstuffs aiid' 

colonial products. 
Milk and dairy produce. 
RTetail .trade in foodstuffs, colonial goods and drugs. 

rade m luxury foodstuffs. 
Raw ma~rials required by the German iron inCJulny. 

•{ Output m the brown coal induetry. 
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A.PPENDIX I. A. '(a). 

POLAND .. 

1. Advisory Committees of the Government ·Economic Comm~tteii .. 

2. Committee of Enquiry into conditions and costs of producti~~ 
and trade. 

3. Institute for Economic Research. 



POLAND. 

INTRODUCTION. 

. After the stabilisation of the zloty in 1926, the Polish Government 
devoted sp~dal attention to the er~momic conditions ?f the country ~nd 
tried to gel' into closer contact w~th the representatives of .the vartous 
bmnches of industry, trade, agnculture and labour. Thts co-opera.
tion was of both a permanent and a temporary character. The perma.
nent form of co-operation found expression in the creation of three 
.Advisory Committee• to the Economic Committee (which is a purely 
inter-mmisterial body). 'femporary co-operation was secure!~ by the 
creation of a special Committee of Enqui•·y into the conditzon1 and 
cosh of p•·oduct;on arul t1"0.de. An additional form of permanent 
collaboration is furnished by the Institute for Economic Re1earch, 
which constitutes a link between official Government circles and 

IICientific economic research. 
The ~Government convened in 1926 and 1927 four conferences, at

tended by some 240 experts in addition to Government delegates. The 
first conference, which took place on October 30th and 31st, 1926, dealt 
chiefly with the problem of stabilisation of prices, costs of produc
tion, general business conditions and the possibility of establishing 
permanent collaboration between the Goveroment and the various 
economic spheres. Two other Conferences, to which Agriculture ex
perts were invited (Novembel" 15th and 16th, 1926, and February 27th, 
1927) dealt more specially with agriculture. A special Conference on 
L&bour was convened on November 28th, 1926. • .·. 

As a result of these four conferences, tliree 'Advisory Committees 
were created (1) Advisory Committee on Trade and Industry, (2) · on 
Agriculture and (3) on Labour. . · · · · . ' 

I.-ADVISORY COMMITTEES OF THE GOVERNMENT · 
ECONOMIC COMMITTEE. 

Terms of lteference, 

There are ~ Committees dealing respectively with the Trade and 
Industry, Agrtculture and Labour aspects of economic policy. 

According to the Statutes which are identical for all three Commit
tees, the pu~pose of each Committee is (1) to give an opinion on pro
posals submitted to the Government ·Economic Committee by Ministers 
and p~t forw~rd ~y the Committee : (2) to submit its own proposals 
regardmg legislatiOn of an economic character, and its application. 

A Committee is C?mposed of ~0 members, ':conomic experts. These 
members, ~gether w1th the Chatrman and Ytce-Chairman, are nomi
nated unt1l revoked by the Government. 

Mee~ings of the Committees are to be held at least twice weekly, 
ex.cept, m J~l~ and August, or more frequently if necessary. The Com
mittee a dec1s?ons are taken by a majority vote but a minority report 
may be aubmttted by at least one-third of the members pressnt. 

T_he nature ~f the relations between the Government and these 
Advisory Committees may be gathered from the following extract lrom 
th~ preface to a report published by the Government Economic Com
midtte1e don the work accomplished by the Advisory Committee on Trade 
an n ustry · "The Gover t h "t 1' . . ... · nmen as 1 s own me of economic policy 
tts apectal State problema which must sometimes displace economi~ 



0~ . ' 
consideration and has the final ri ht d .. 
before taking ·a. decision the· Go g of ectston. At the same time. 
l . h · . • vernment has t 't d' • tg tenment furmshed. hy national . !I I s tsposal the en• 
investigated.'' economtc cncles on the problema 

Composition. 

The Chairman of the Advisory Co 'tt T d 
:wds M. An~rz!li Wierzbickji (Directo1·m~\h~e ~~1ntr;~ uni~d 1f'tu1~~, 
Ill ustry, mmmg, commerce and finance) Th f II . n o I.-

offices held by some of the members of the' Com!it~e ~wtD~r a~ f !~e 
Central Textile. Association· Dt'rector f th A. . ec r 0 6 

1 th · · d ' 0 e ssoctatlon of th 
c o mg Ill ust!'ly; President of the Forestry Association; Presiden: 
of the Chamber o~ Commerce ~nd In~ustry of Cracow; Director of 
th~ General Bankmg -CorporatiOn; V tee-President of th u · f 
Mmes an.d Iron Wm·ks of Upper Silesia; Director of th 

6
p lnshU · 

0 

pf Chem1cal Industries, etc., etc. . . e 
0 1 mo~ 

The ~rst Ch~~:irman ?f the Advisory Committee on Agriculture ,.1111 
M .. ~UIJUSZ Pom~to'!"skl_; the c.hB:irrnan of the Labour Committee was 
orJgmally M. Zttlmec:k!, ex-M1mster of Labour and Social Welfare, 
D1tuty. The compos~t1on of the last Committee (on Trade and 
In . ustry). under.went Important changes, some of its members ha.ving 
restg~ed In AJ?rll 1~27 on account of their opposition to the Govern
l!lent • economtc pohcy, 

. Procedure. 
An:f proposa! made by the Government is submitted to all the three 

Commttteeos, wh1ch may or may not express their opinion. It appears 
from the Report on the work of the Labour Committee that iu 
practice, the Committees do not confine themselves to expre~sing their 
views on subject& directly connected with their special sphere. The 
records of the meetings are kept by an official of the Government EOC)o 
:nomic Committee. 

Reports 
In 1927 and 1928 the Government published reports on the work of 

the three Advisory Committees in three separate volumes ca.lled 
"Current Problems of Economic Pohcy". 

The Report of the .A.dviso1·y Committee on Trade and Indu&trv 
covers the period from November 9th, 1926, to April 15th, 1927. The 
following are some of the questions dealt with by the Committee, aa 
shown in the Table of Contents of the Report: 

(1) genet·al economic organisation (creation of a. Committee of 
Enquiry, a Price Research Institute and the organisation of Chambers 
of Commerce); (2) agricultural policy; (3) general industria.! policy; 
(4) the coal problem; (!I) the !ugar problem; (6) the timber problem; 
(7) foreign trade; (8) financial policy; (9) transport and (10) oGovern• 
ment enterprises. 

Special mention may be made of the Report on Coal, wh~ch waa 
a.Iso published separately under the title: ''The future of Pohsh coa.l 
exports in connection with the termination of the British coa.l strik_e". 
(Na.tural conditions of production of coal in Poland co~pa.red W!th 
other countries. The quality of Polish coal compared w1th Enghah 
coal and organisation of the coal trade in Poland. Transport con• 
ditions and ma.rkets. Development of Polish coal export prtor to the 
British coal strike. Exports during the strike and the future of 
Polish coal exports, etc., etc.) .. 



• -COMMITTEE OF ENQUIRY INTO THE CONDITIONS AND 
. COST OF PRODUCTION AND 'l'RADE. 

I.-Report. 

The report was published in 1928 !Jy the Government Economic 
Committee. It consists of 16 volume&, 6°, or about 2,500 pagea. 

· U.-Terma of Reference. 

According to the Decrees of December ~nd, _1926, and . .J anua.ry 
14th 1927 the Committee's mandate was to mvestigate conditions and 
costs' of p~oduction and trade in the following bl"anches of economic 
llcloivity :-

(a) Coal, coke and briquettes; 
{/1) Petroleum and its by-products; 
(c) Iron and steel; 
(d) Textile materials i 
(~) Leather. and hides; . 
(f) Clothing and outfitting; 
(g) Grain; 

. (II) Bread; 
{i) Sugar; 
.(j) Cereals, meat and diary product. i 
(k) Bricks, cement, lime and other housing materiala (includinj 

house building) ; 
(I) Artificia) manqre; 
(m) Fodder ; • 
(n) Electric power. 

'Th.e Committee of Enquiry was to consist of the Chairman, Vice
Chairman and a maximum of 33 members appointed by the President 
of the Republic. The ~lection of members was to be made iq the 
following manner:- · · . . 

I! memL.;ra nominated irom aniong candidates proposed by 
Chambers of ComDl6rce and central organisations of 
industry, mining, trade and finance; . , 

· · .iJ members nominated from among candidates proposed by work-
• . . ers' trade unio~s; . . ' 

e member.s · nominated from among candidates proposed by 
Chambers of .Agriculture and ·Agricultural . producer•'. 
Associations; . . , 

'! memfi~rs IJOID)nat~d_ fr.O~ . am~ng C~ndidat~s proposed by l;eD• 
.tral co-op•rative associations; . , .. .'. ' . · . 

t 'nlNIIhet• nominated frcm1 e'xparta ift' economic theor,. ancl 
practice. ' . • , .. ' 
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The Chairman and Vice-Chainnan were to be appointed outside the 
membership of the Committee of Enquiry itself. 

In addition, the Government could nominate a further 4 membeu 
proposed by t.he Committee of Enquiry. 

Each Ministry was to have its permanent representative on the 
Committee of Enquiry and on Sub-Committees who were to partici
pate in the proceedings in a consulative capacity. The Governmen' 

-could nominate special delegates to deal with particular questions. 

The Committee of Enquiry and Sub-Committees were entitled to 
.call on the assistance of experts, ar,d were authorised:-

(a) Tn ohtain such evidence as appeared to be of interest to the 
Committee; 

{b) To inspect' enterprises personally and· examine their files 
and records. 

Except in certain specific cases, no one could refuse to give evidence 
:as a witnes~ or proffer his opinion as an expert. 

On the other hand, trade and technical secreta of enterprises 
inspected had to be considered confidential. 

Ill.-Compositfo11. 

The composition of 'the Committee was established in accordance 
with the provisions of the above-mentioned Decree. Only one supple
mentary .member was proposed by' the Committee of Enquiry. -~ 

IV.-Procedure. · 

The rules of procedu_ro: were established by t!te Committee in ac
-cordance with the proviSions of the nhove mentioned Decree. 

Minutes or shorthand reports of all meetings and of inspections 
by the Committte, Sub-Committees and Special Committees were to 
be made. 

The Committee established the following scheme of enquiry:-

I.-SuBJECT OF ENQUIRY. 

1. The conditions of supply to enterprises of . raw material, 
machinery, technical equipment, labour nnd finanCial resources. 

2. Internal organisation of enterprises as re~ards the . rat~!lal 
employment of raw ma.terial, equipment, et~., special attention IDS 
-directed to the problems of waste a.nd effiCiency. 

3. Cost of production and sa.le. 

-4. Conditions and costs of marketing. 
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5
• I~11uen~ 0~ prod?cti.on· .and s~_LTe of th6'. fi~cal· system,· moriey 

market, commercial policy, tartff pohcy, trade uruons, eartels, socia.l:: 
legislation, )abour, market, etc., etc. . , . . . 

6. Examination of suggestions . for rational ising and .cheapemng 
of production. 

II.-Mt:THODS. 0!' ENQUIRY •. 

These were to be effected by means of questionnaires and by person• 
a:J inspection. · · · · 

. III.-FORIII' 0!' TBB QuESTIONNAIRE. 

1. General information.-A. Description of locality (density · of 
population, communications, distance from centres of supply · and' 
mankets, labour supply, etc.). · 

B. Description of enterprise (material resources, e.g., land, build· 
ings, technical equipment, power supply, .etc., legal status and inter
nal organisation; .number of employees, etc.). 

I .. ' I ' • 

C. Details regarding production (nature and extent of productionr 
relative activity, seasonal fluctuations, etc., etc.). 

2. Conditions of production ancl marketing.-(a) External factors 
(supply of raw materials,-foreign as well ·as national-implements, 
machinery-foreign and national-11upply of labour; training and 
qualifications of labourers; labour disputes; efficiency; hygiene; 
linance-eredits, amortisation, taxation, etc.; transport and tariff 
problems, trade unions and cartels, marketing and commercial prob·" 
lem~-national and foreign markets; dumping and general commercia) 
pohcy). 

(b) Internal organisation:-:- .. . •. r 

r 

(i) Administration (recruiting of employees, office organisation, 
. etc., etc.). 

bacl. (ii) Technical organisation (stocks, interruptions due to 
arran~ement of machinery, irregular supply of raw 
matertals, etc., etc. ). 

(iii) Commercial organisation. 

3. Colt of production ancl .marketin_g. 

. 4. Ob•ertJatitml of the proprietor with reference lo pouiblt: 
tmprovementl, 

' ' . ' 1 
1:! In Feb~uary, 1927, the Committee of Enquiry waa split up into sis 
.,ub-Commtttees:- · 

~I , 

(1) Power;· 
. (2) Metallurgy; 
(3) Building; 
(4) Clothing; 
(S) Agricultural consumption; 
(6) Economic and fin11ncial. . 
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Questionnaires were sent to 1904 enterp~iA_es, and the nu!f!ber of 
11nquiry oarde sent out amounted to 1! milhon. · The enqutry was 
conducted with the help of about 40 additional experts selected from 
among professors or teachers in universities profeseional schools, 

•ngineera and accountants. 
The Committee finished its enquiry in Februany 1928. 
The Committee refrained from giving much publicity to ita activity 

in the course of the enquiry. 

V.-Contenta of Reports. 

VOLUME I-BUILDING (151 Pages): 
1. Construction and housing problems (pre-W&I' building capi~; 

the reasons for the post-war collapse; pre-war housmg 
legislation, etc., etc.). 

ll. Extent of the housing crisis in Poland (overcrowding, number 
of homeless families, supply of capital, insufficiency of 
private savings; necessity of supplying capital by taxation 
etc.). 

; 3. Post-war house construction in Poland (legislation i supply 
of capital; co-operative building societies, etc.). 

4. Building enterprises (number and distribution of enter· 
prises; organisation; accounting; efficiency; wages, etc.). 

iii. Building material (cost; quality; sales organisation, etc.). 
•6. Schemes for improvement (standardisation; mass production> 

financial and credit policy; co-ordination; etc., etc.). 

VOLUME II~POTTERY ·(54 pages): 
Historical development; post-war features 

number and distribution of enterprises); 
the industry from the point of view of 
self -costs, etc. 

"VOLUME III-cEMENT (62 J'ages) : . 

(output, power, 
organisation of 
rationalisation; 

. ' 
Historic!!-! development; present situation; self-cost and selling 

pr1ce, etc. 

VOLUME IV~TIMBER AND WOOD (109 pages): 
Analysis of conditions and of cost of production; organisation 

of proclll!ll of manufacture; problem of waste; production 
and sales; labour, eto. · 

·.VOLUME V-COAL (438 pages, 188 statistical tables, 15 diagrams): -
World ~al production. and Pol!l.nd's share (production, post-war 

cr1ses, consumption, fore1gn marli:ets, etc., etc.). 
N atum of mining enterprises and k;ind of capital invested. 
Output capacity of mines. 
Labour conditions (number of labourer~~ unemployment wages 

etc.) ' ' ' 

Cost of production (self-cost selling prices, compariaon with 
foreign countries). ' 

Railway tariffs. 

Financial situation (capital investment, nature of credit, yield. 
eto. eto.) •. 
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VOLUME VI-BAKERY (64 p&gea): 

General situation; cost of production; problem of rational is .. 
tion, et.c., etc. 

VOLUME VII-MILLING (S'i pages): 

VOLUME VIII-MEAT INDUSTRY AND TRADE (100 pages): 

VOLUME IX-SUGAR INDUSTRY (169 pages): 

Sugar and its relation to Polish national economy (nature of 
output. importance of sugar in the foreign trade, capital 
invested, consumption, export, etc.). 

Analysis of output conditions and costs. 
Analysis of sales conditions and costs. 
Government policy in respect of sugar industry, etc., etc. 

VOLUME X-ARTIFICIAL FERTILISERS (90 pages) : 

VOLUME XI-DAIRY INDUSTRY (91 pages): 

Output and supply; development of the dairy industry in the 
various provinces; problems of consumption and ratiooali· 
sation, et.c., etc. 

VOLUME XII-PETROLEUM (240 page8): 

Output, · 
Consumption, 
Exports, 
Equipment ~nd its rationalisation, 
Economic productiveness. 

YOLUME XIII-MET.!LLURGY (279 pages): . 

. Factors influencing t.he development of metallurgy (fuel, oree, 
coal, labour supply, et.c.). 

1'resent position of Metallurgy. 
Its structure. · · 
Financial basis." 
"Supply of raw materials. 
·Customs policy. ' -

. l'owor. 
Labour. 
·Credit and currency p110blems. 
Management. 
Self-costs ill relation to possible rationalisat.ion and cheapening 

of production costs. 

Marketing in. relation to the possibility of r11tiopaJi~~~~ot.ion and 
cheapening of prices. 

General Customs 11nd trade policy, etc., t:lc. 
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VOLUME XIV-TEX'l'ILE INDUSTRY (144 pages)_: 

Pre-war and postrwar situation. 

Import of raw materials. 
Export of tissues and yarn, etc. • ' 

Transport. 

Labour. 

Credit, etc. 

... 

VOLUME XV-TANNING INDUSTRY_ (340 pages): 

Output, consumption, import, export, labour, eta. 
:· :' 

VOLUME XVI-POWER. ., 

a.-INSTITUTE FOR ECONOMJC. RESEARCH. . . . .-. 
' 

The following is a- summary of the law creating the above Institute 
(Law of )february 15th, 1928): · · · · · · · · 

·. An Institute of Economic Research is created. in con!lectio~ w_ith 
the Ministry of Trade and Industry with the obJect of mvesttgatt~g 
tluctuations of business conditions, price movements, self-costs tn· 
trade and industey. The Director of the Institute is subordinate to 
the Minister of Tmde and Industry. The Institute has a permanent 
Council consisting of 19 members composed as follows: 

(1} 10 economic experts belonging to industry, trade; agriculture 
and banking, together with representatives of science ap-
pointed by the Minister of Trade and Industry; . • 

(2) 8 represeentatives of the various ministries; 

(3} The Director of the Institute. 

The purpose of th~ Council shall be : 
(1) To take the initiative in matters concerning the Institute'a. 

activities; . , · 
• 

(2} To draw up and consider surveys made of the conditions 
and development of various branches of economic activity. 

The Director of the Institute has the right to summon proprietor• 
of industria] and trading enterprises or members of their staffs to 
appear personally before him and give evidence regarding prices and 
~elf-coste in industry and trade. No one may refuse to give evidence 
on the pretext of trade or manufacturing secrecy, -

The Institute, the President of · which is Professor Edward 
LI!PINSKI, publishes a monthly review entitled "KONJUNKTURA. 
OOSPODARCZA" and a quarterly edition in English called "POLIS II 
BUSINESS CONDITIONS". The subjects dealt with are as a rule, 
the following: the mo.ne! and investment markets, prices ~nd wage~~, 
the labour market, mmmg and manufacture, agriculture. · · 

F;&e;h issue contains in addition a general survey and 'Varioua 
ltattsttcal tables and diagrams. · ' · • -
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UliiTED STATES 01' AMERICA. 

I.-PREFA'fORY NOTE. 

1.-No permanent body. 

There is no permanent .Qover~ment Economic C~mmittee io 
America nor does there exist any official group to form a hnk between 
the Gov~rnment (or, in particular, the Department of Commerce) and 
private interests. 

2.-Piace of permanent body taken by Conference called when need 
a rilles, 

It has, however, been the policy an.d custom of the . Gov~rnment. 
particularly in the last decade to go directly to the busmesa mterestt 
of the count~y, whenever it considered such action useful. The role 
which the Government plays in such cases is simply that of a go
between, a means whereby the various business interests, employed as 
well as employers, consumers as well as producers, can meet and find 
out how to belp themselves. The Government contributes -the initia
tive, and lends it weight and authority to the proceedings. The rest 
is in the hands of the people; even the expenses are covered by private 
BUbscription. _ _ . 

The method adopted is that of the conference- and the Committee. 
Its frequent use in the last ten years may perhaps be chiefly &seribed 
to the influence of Mr. Hoover who is its ardent exponent and whose 
official life baa coyered the full decade, first as Secretary of Commerce 
and then as Presiaent. · 

l 

3.-List of principal Conferences, 

The most important Conferences on the national economy ancl 
business which have been called within the past ten years are these: 

The President's Unemployment Conference 1921 out of whicll 
gnw: ' ' 

The Committee on Business Cycles and Unemployment. 
1922-23, 

The Commit~e on Seasonal Operation in the Construction 
Industrtes, 1923-24, and 

The Committee on Recent Economic Changes, 1928-29. 

The Presi~ent's Conference ·with leader11 of Industry Labour and 
Agriculture, November 1929 out of wh' h ' • 1c grew: 

The Barnes Committee, 1929. 

•.-Historical. 

The calling of these Conferences and C . 
·the changing economic history of th tommit~es correspond with 
question. e coun ry durmg the decade in· 
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In 1921 the country was going through hard tirnee which followed 
on the post.-war "boom" of the two preceding years. The conference 
of 1921 was called to take stock of the factors which produce these 
bard times and to recommend measures likely to lead to better. 

The immediate outcome of the Conference was the Committee on 
, Business Cycles and Unemployment of 1922-23. Its ellorte were direct
ed to finding that equilibrium between tbe factors and consumption 
which would bring "boom" years and years of hard times closer to 
the ·mean. 

The Committee which followed, that on Seasonal Operation in the 
Construction Industries, also had as its purpose the consideration of 

·cyclical fluctuations, but instead of being general, its investigations 
were confined to a particular cycle in a particular set of trades that 
had in all of the post.-war years 11p to that time shown extraordinar:r 
fluctuations. Construction is not only one of the most vital elements 
in modern American Industrial life, affecting as it does practicall:r 
every industry in the country, but it is also one of the most sensitive 
indice11. of both basic economic conditions and public confidenr.e. 

· The last of these Committees which grew out of the Unemploymen\ 
Conference, 1921,· was that on Recent Economio Cbangee which me._ 
from January i928 to February 1929, 

• j •• 

&.-Concluding remarks.. 

Although no principle as such h~ been formula~d '!"itb rega~d to 
conferences and committees called by Qovernment 10 atd of bustnese, 
yet a very distinct method can be seen in th~ more or le1111 parallel 
treatment which the several cases hav~ .recetved. Each of t~e . three 
Committees has been in fact quite indtvtdual and complete tn ttsel!. 
A Committee is created for a certain purp~ W~en that purpotre 11 
accomplished the committee ends. There ts nothmg of permanence· 
but the custom, and it is still in its infancy. 

The following pages contain some infor11_1ation on the Unemplo;r
ment Conference in 1921· and the Commtttee on Recent Economto 
Changes. · 

The points to be noticed in general regarding all these conferencee 
and committees are these: 

(a) They are always initiated by the President and are usuall:r 
called through the Secretary of Commerce. 

(b) Thev are usually headed by some Government ?fficial (in 
. most cases the Secretary of Co~mer~) ~u_t thetr member
ship is made up entirely of pr1vate mdtvtduals. 

( ) L bo r and agricultural interests find their .. place in these 
c a uf •• well as the le11ders of the mdustry. con erences -

, . 11. ct" f facts is not done by the Government but (d) The co e ton o . , 
privately. · , . . 

" t m" method of mvesttgatton used so com-
(e) The C1 °l!r -trhoo United States (N.B. in particular the TariJf 

mon y m e d 
. Hearings) is . also employe here. . 

. (/) All 'expenses are privat~ly covl'red. 
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·(g) The Government's part, after a conference or commi~tee ha.a 
started is confined. to making statements .and issumg ap
peals. A notable exception to this, however, occurred when, 
during the Conference of November 1929, the Go!ern~ent 
reduced the income-tax rates by 1 per cent., but this act1on, 
to which great publi~ity ~as given, was probably do!le m.ore 
for the influence whiCh It would have on the public mmd 
than for any effect it might have on fundamental businesa 
condition!!. · · 

' ' • .,• I; 

H.-THE PRESIDENT'S CONFERENCE ON UNEM•PLOYMENT, 
1921, . 

1.-Reports, 

The Confere~ce i88Ued two reports (see below under "Procedure"). 
The first is entitled "Emergency Measures recommended for Rt~lief 
·of Unemployment" and is made up of 12 paragraphs which outline 
·various possibilities for the immediate relief of unemployment and 
suggest various measures whereby these possibilities may be realised. 
The second is entitled "Measures recommended for Permanent Reco
very of Employment", and is arranged on the same pattern as the 
''Emergency Measures" Repor.t. · 

. i 2.-Terma of Reference • 

The President's letter of invitation .to the Conference state~ that: 

.. "The Conference is called : ·' · 

(1) to enquire i~to the volume and' distribution of unemploy-
. ment; . ' . 
(2) to advise upon emergency meas~res th~t c~n properly 

be taken by employers, local authorities and civic 
~odies; ' 

(3) to consider such measures as would tend ~ give impulse 
to the recovery of business and commerce to normal.". 

3.-Composltlon. 

In the make up of the Conference it was the desire of the Presi
dent "to secure ~eographic representation and at the same time have 
regard to the different element~J of the community who are interested 
~nd can he helpful in !he problem, without any attempt at propor-

-tional numbers or pa11t1cular groups". A larger representation was 
accorded to those who were experienced in industries having the great
estba1mount of une~ployment than to trades where the unemployment 

-pro em was less difficult. Secretary of Commerce Hoo 
pointed ch • Jj th p 'd ver was ap-. aJrman Y e res1 ent and Secretary of Labo D · 
w~ appomted a member. In additio t th ur &VIS 

tariea the Conference had 98 memhersn Tno iisttw«? Glovdernment ~ecre-
. me u es promment 
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.emp~oyers men and women labour leaden, and industrial and ellO
nomic exp,erts. ~orne of th~~~e were invited a few days in advance to 
form an Economic A~visory CommittA!e to draw up plan for the Con
ference and prepare Its agenda. 

t.-Procedure. 

_ The. Conferen~e held its first meeting on September 26tli, 1921. Tlie 
followmg committees were immediately formed: 

(1) ComChmi.ttee on Unemployment Stati&tic3, Henry M. Robinson, 
auman. . . 

(2) Committee on Unemployment .Agenciu and R~utratiofl, 
. Julius .H. Barnes, Chairman. 

(3) Committee on Transp~rtation, Edgar C. Clark, Chairman. 

( 4) CoCmhm-!ttee on Public Works, Major Andrew J. Peters, 
airm&:!. 

(5) -Comrnittee on Civic Emergenry Measure.,, Col. Arthur 
Woods, Chairm~on. 

(6) Committee on Const~urtio.,,, G~neral R. C. Marshall, Jr., 
Chairman. . _ · · · 

(7) Committee on Manufacturer~, W .. H. Stackhouse, Chairman. 

(8) Committee on Shipping, Thomas V. O'Con~or, Chairman .. 

(9) Commitlte on P.uhlir. Hea•·ing.!, ·Samuel l\[cCuJle Lindsay, 
Chairman. 

The Plenary Conference met only in September 26th, 11nd then 
immediately broke up into the· above Committees. Public hearing~ 
wherein reprrsentatives of vnrious interests were given an opportunity 
to express their views, were held before Committee'-', 1, 2, 4 and &. 

On September 30th the full conference met and adopted the emer
gency programme (see above under "Reports"). 

After the adopt.ion of this programme the Conference again went 
into Committee this time for the consideration of permanent measures 
dealing with 'unemployment. Three additional Committees were 
formed:· · · 

(10) Committee on .Ag,·iC1tltu.re, Raymond A. Pearson, Chairman. 
(11) Committee on Foreign Trade, Joseph H. Defrees, Chair-

man. 
(12) Committee on Publications, Mary Van Kleeck, Chairman. 
While the Conference was in committee, President Harding isst!Pd 

an official a ppea.l calling on the Governors and Mayors of the N at1on 
to carry out the emergency programme which had been recomm~nded 
Before the Plenary Conference met again the Mayors and th.e Emer
gPncy Committees in over 30 cities had set to "!ork. on these lu~es and 
approximately 20 citie9 reported that an orgamzatton for meetmg the 
situation was under way. 

On October nth the full Conferenre came to~ether and issued ita 
permanent pro~ramme (see above under 'Reports'). Each of the com
mittMs also iosued a report. ,. 
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Tho Conference closed on <?ctob~r 13th appointing a Standing Co~ 
mitteo of 17 members to contmue 1ts work. . . . 

11.-Addi\lonal points \o be noticed. 

(1) Care to avoid contentious questions. 
Secretary Hoover, in a statement made on August 29th, 1921. 

said · "In order that the work of the Conference may not. 
be i~peded by such conditions as contributed to the. 
failure of the National Industrial Conferences in 1919, 
such oontentious questions as the closed shop, wages or 
oonditions of labour are to be strictly barred," 

(2) Concrete action taken by Conference. 
The Conference did not confine itself to formulating recom~enda-

. tiona. It also established an agency at Washington 
"through which appropriate co-ordination could be pro
moted, and through which reports on progress and sug
gestions might be given general oircula~ion ~nd co-opel·a
tion." (Words quoted from the Pres1dent s · announce
ment.). Col. Arthur Woods was put in charge of this 
agency. 

III.-cOMMITTEE ON RECENT ECONOMIC CHANGES. 

I.-Explanatory Note. 
The Report on Recent Economic Changes was written by a Com

mittee headed by Mr. Hoover. The Survey of Recent Economic 
Changes wus prepared by the National Bureau of Economic Research, 
Inc., with the .assistance of an unprecedented number of govern
mental and private agencies. It is upon this Survey that the deli
berations of the Committee and its Report are based. While the 
National Bureau is solely responsible for the basic Survey, the Com
mittee is solely responsible for the interpretation of the facts set out 
in the report. The National Bureau of Economic Researcll, Inc., 
ia a private institution (the best of many of its kind) with competent 
directors, skilled routine labour, mechanical equipment, and ali other 
qualifications necessary for making a statistical analysis on a larg9 
scale. The Bureau's headquarters are in New York City. 

I (a).-The Committee's Report. 
The Committee's report is a short document (only 16 pages) divided 

into three sections. A general idea of the nature of the report may 
be got from its table of contents: 

Seclion 1-
Characteristics of the Years 1922-1929. 
The speed which Power has added to Production 
The spread in the Source and Use of Credit. ' 

Seclion II-
Price Relationshipa, Wages, and the Cost of Living· 
Relative Price Stability. · 
Pro~uction Increase. and the Expansion of Human Wanta. 
Opt1onal Consumphon. 
Consumption and Leisure. 
"Mass Servicee''. 
Our Natural Advantages. · 

Remote Saturation Points. 
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Section Ill~ . 
Economic Balance. 

I (b),-The National Bureau's Survey, 

· The SurVey prep~red by the National Bureau of Economic Reaearch 
;Inc., for ~h~ Committee on Recent Economic Changes is an elabora~ 
work cons1stmg of twelve _Chapters and a final Review, and filling two 
Volume~. Each Chap~er 1s a study complete in itself. The titles of 
the var10us ch!lJ!~rs, m other words the main subjects surveyed, with
out any sub-diVISions or elaboration, are as follows: 

• 
IRTBonucrro~. 

Chap. I. Changes in Consumption and the Standard of Living. 
Chap. II. Industry : 

Part. 1.-New and Old Industries. 
. :Part 2.-Technical Changes in Manufacturing Industriee. 

Part 3.-:-The Changing Structure of Industry. 
Chap.. III.-Con&truction. 
Chap. IV. Transportation: 

Part I.-Railroads. 
Part 2.-Shipping. 

Chap. V. Marketing. 
Chap. VI. Labour. 
Chap. VII. Management. 
Chap. VIII. Agriculture 
Chap. IX. Price Movements and Related Industrial Changes. 
Chap. X. Money and Credit and their Effect on Business. 
Chap. XI. Foreign Markets and Foreign Credits. 
Chap. XII. The N a tiona! Income and its Distribution. 

A Review. 

The Renort and Survey are printed tol(ether in two volumes by 
McGraw Hill, New York and London, 1929; British pric-a7/IJ: 
Title-"Recent Economic Changes in the United States. Report of 
the Committee on Recent Economic Changes of the President's Con
ference on Unemoloyment. Includinll( the Reports of a Special Staff 
of the N a tiona! Bureau of Economic Research, Inc." 

The Report is printed alone as a. Government document by the 
Department of Commerce in the "Elimination of Waste Series". 

I (a~ ....... The Committee's Terms of Reference. 

The terms of reference l(iven to the Committee reqnirA it "to tnflke 
a critical aopraisal of the factol'S of stability and instability; in other 
words, to observe and to descrihe the American economy as a whole, 
suggesting rather than developing recommendations". 
! B2 



The statement made by Mr. Hoove~ (then Secreta?" of Commerce) 
announcing the creation of the Committee speaks of 1ts work aa fol
lows ·-"It is proposed to determine facts with regard to such q~ea
tion; aa the shifts in employme~t, c~an.g~s .of me~hod~ of pr~ductl~n 
in industry and agriculture, and m dtstr.tbutlon, shlft'! m '":elat1ve pr1ce 
levels and profits, movements in t~e busm~a cycle, shifts IJ:! stand~da 
of living, foreign trade and foreign credits, and other. allied .subJ~8 
which bear upon an understanding of the general busmess situatlon 
of the country." .... 

S (b).-Tlie lfatlonal Bureau's Terms of Reference • 
• 

The National Bureau of Economic Research, Inc., took over the 
Committee's tsrma of reference. 

Mr. Wesley C. Mitchell, Director of the Bureau, .said, in a state
ment made on the same day as Mr. Hoover's announcement of the Com
mittee, that the purpose of the presen11 survey differed radically from 
that which President Harding had in calling the Committee on 
Business Cycles and Unemployment .. "The purpose of Mr. Harding'& 
Committee", he said, "was to learn why things had gone wrong in 
business following the war. Our task will be to find out why the 
11ation baa done so well economically since 1923". . ' 

t (a).-Composltlon of the Committee. 

The Committee had 17 members: 
(1) ll erbcrt H oot•er, Chairman. 
(2) Walter F. Brown, Postmaster-General. 
(3) Renick W. Dunlap, Assistant Secretary of Agriculture. 
(4) William Gree-n, President of the American. Federation .of 

Labour. . , . 
(5) Juliu1 Klein, Assistant Secretary of Comm~rce. . ' , 

(6) John Lawrence, Chairman of the Board of the New England 
Council. 

(7) M= M a1011, Director of the Division of Natural Sciences at 
the Rockfeller Foundation. 

(8) George McFadden, Senior Manager: Geo~ge H. McFadden 
& Brothers, ,Philadelphia. · · · · 

(9) Adolph C. Millel', Of the Federal Reserve Board. 
{10) Lewis E. Pierson, Chairman, Irving Trust Co. . 
(11) Jolin J. Raskob, formerly Vice-President, General' Motors. · 
(12) A. W. Shaw, ·Presiaent of McGraw, Shaw and Co. . ·· 

\13) Louis J. Taber, Master, National Grange. .. " 

(14) Daniel Willard, Presi?ent, Baltimore and Ohio RR. 

{15) Clarence M. Woodley, Chairman, American Radiator Com
pany. 

(16) Owen D. Young, Chairman, General Electric Company. 
{17) Edward Eyre 'Hunt, Secretary. 
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4 (b).-Authol'll of the National :Bureau•1 Survey. 

Introduction by Edwin, F. Gay, Professor of Economic History 
. . at Harvard University. 

Chapter I. by Leo W ulman, Professor of Economics. 

Chap. II,_ Par~ 1. by Dextt!r 8. Kimball, Dean of the College of 
Eng1neermg at Cornell University. 

Chapter ~I, ~art 2. by L. P. Alford, Engineer, Editor -of 
. Engmeermg papers. · 

Chap •. II, Part 3. by Willard L. Thorpe, 

Chap. III. by John AI. Grie&, Economist. 

Chap. IV, 1Part ~· by William 1. Cunningham, Professor of 
· · Transportation at Hai'Vard University. 

Chap. IV, Part 2. by E. S. Gregg. 

Chap. V. by Melvin 8. Copeland, Professor of Marketing and 
· Director of the Bureau of Businese Research at Harvard 

University. 

-Chap. VL by Same as Chapter L 

Chap. VII. by Henry 8. Denni8on, President of the Dennison 
· Mfg. Co. . 

Chap~ VIII. by Edwin G. Nowrse, Chief of the Agricultaural 
., Division of the Institute of Economics, Washington, D.C. 

Chap. IX. by Fredericl: C. Milll. . . 
Chap. X. by 0. M. W. Sprague Member of the Gold Delegation 

of the Financial Committee. 

by W. Randolph Burgess, Statistician, A88iatant Federal 
Reserve Agent, New York. 

Chap. XI. by lame, HartJey Rogers. 

Chap. XII. by Morri8 A. Copeland. 

Review by Wesley C. Mitchell, Director of the Natio.aai 
Bureau of Economic Research, Inc. 

II (a),-Procedure of the Committee. 

The Committee met first on February 21st, 1928, and from then on 
until February 1929, on an average of twice a month. Each meeting 
occupied usually two days. At each meeting experts who were work· 
ing on one of the phases of the basic survey were present, and the 
results of the work accomplished were discussed and further lines of 
study laid down. The Committee's discussions were completely free 
and the agenda of the day was regarded as simply a formal starting 
point. Witnesses were not as a rule called before the Committee as these 
were interviewed by the field stafJ of the National Bureau. The mc:.et
ings were more in the nature of discussions by experts of the material 
which they had in hand. 
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5 (b).-Procedure of the :National Bureau •. 

The National Bureau of Economic Researcli; Inc., h~s a c?mpetent. 
stall of its own whose business it is to collect and C?·ordma~ mforma
tion on economic subjects. Experience in the makmg of th1s type of 
survey was not .Jacking for the Bureau had made a survey along the 
11ame lines in 1923 for the Committ~ on BusineS!I Cycles and Unemploy
ment. The worli: of the Bureau was under the direction of Mr. Wesley 

C. Mitchell. There appears to be no explicit statement of the relation
ship which existed b~tween the economists and the techni<;ian~ who 
wrote the articles wh1ch mnke up the survey and the orgamsat101! of 
the Bureau which collected the facts, but it may safely be surmised 
that they varied according to the individual case. In any case it is 

evident that each writer brought to his paper his own point of view 
and experience, but the dangers of this system of individual treatment 
were reduced bv the fact thRt the vRrious sut"VeVS were discussed nnd 
to some extent guided by the Committee in their hi-monthly meetings. 
Several minds must of necessity make differing apprniRals of similar 
fncts, and a survey made by a dozen or more men could never furnish 
a basi• for such &ccurate comnarioon as could one which is the product 
()f a sinll'le mind. A need for· speP.d, however. made neccssnry the 
system adopted and with a single fact-findin~ bo<lv on one end and o 
am&ll committee of unchanging membership nn the other the work of 
the economists in the centre wns given considernble homogeneity. 

Both the Committee and the National Bureau were assisted by a 
large number of governmental and private agencies, organisations 
groups and individuals "to a. degree never before equalled in an under: 
taking of th!s &l•rt." The lists of acknowledgments append~d to the 
~port conta1ns the names of 27 organisations and more than 130 indi· 
Vldua.ls and firms who gave their assistance in addition to the facultica 
of several universities and the personnel of various Government De-· 
pa.rtments. 

I.-Expenses, 

The expenses of the entire work, which amounted to approximately 
l5150,000 were borne by the Carnegie Corporation of New York and the 
J.a'!r'!' Spelman Rockfeller Foundation together with gifts from privat-e 
1nd1nduals, . 
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LEAGUE OJ' NATIONS. 
t :. . .. ,, 

I. The Financial Committee. . 

II. The Econ'omic Co~tte~ , . . 

m. The World Economic Conferenc8. 

lV, The. E~onomic C~nBUltaUve. Cominittee · 
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PREFATORY NOTE. 

During the past ten years various permanent advisory bodies io 
the field of economics and finance have been created, and two large 
conferences of experts have been held. The following is a. brief 
account of their constitution and functions. 

1. The Financial Committee is the technical advisory body which 
haa, inter alia prepared the plans. for financial. reconstruction in 
Auetria, Hungary, Greece, Bulgana, etc., earned out under the 
auspices of the League of Nations. Some of its members are drawn· 
from the world of private banking and business, but its members are 
in no sense representative of given interests, and the motive of thelJ' 
appointment has mainly been that of making available to the Council 
the best expert advice suitable for the kmd of problems with whick 
the League had to deal. One necessary element in such advice wa& 
clearly experience of private banking, since the League's reconstruo. 
tion plane involved the issue of loans on the public markets. 

The following extract from a pamphlet recently published by the 
Secretariat of the League with the official approval of the Committee, 
gives some account of the constitution and methods of work of this 
Committee. 

"The Financial Committe& consists of ten or twelve p~>rsona. 
appointed for their technical capacity by the Council for 
an indefinite term ·of years from various countries in the 
world, so that the character of . the Committee is inter
national. Most of theee persons· are well-known bankers, 
including two or three high officials of central . banks. 
They also include two or three · high 'freasury officials. 
Its members are not nominated by Governments, although: 
in practice the Government of a. country from which a new 
member of the Financial Committee is drawn is pnvate)y 
consulted. This distmction may seem to be a fine· one; 
but in practice it ha.s great importance. For it xnean• 
that, on the one hand, each person so appointed is likely 
to be generalcy in touch with the mam trend of policy in 
his country and to have the confidence of its public autho
rities; on the other hand, he is not a Government repre
aentative, he is not tied by instructiOns, but free, a.n inter
national official to give his unfettered advice . to the inter
national authority which is his superior, i.e., the Council, 
He represents nothing neither a Government, nor a bank, 
nor any other special interest. He is there to gh·e dis
interested advice. But, being in touch with his Govern
ment or the financial circles from which he comes, 
he will, when recommending this or that course io 
fact take into account their policies, as being among the 
factors which ultimately come into play. Not being a 
Government representative, he is not bound to pu•ss a 
national. po.licy tJia-a-11i1 either his colleagues or any Gov• 
ernment w1th which the Committee is dealing. But he 
will rightly take such policies into account so far RB they 
are relevant fa:ctors in the problem; otherwise, his work 
would be atultifi.ed when it comes before the Council. 

In auch a position, he is sometimes able to give his advice with 
greater freedom than if he were binding the Gover.ilJDent 
of the country from which he comes, or the directors of a 
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bank. On th~ other hand, he will be prudent in not re
co1mm~n?ing a. ?<!urse which he knows ia too far in advanoe 
o eXJstmg polic1es and practice. 

A group of such pei·sons .in ~~~h a. position, who have formed 
~ong themselves a. tradition of harmonious and construc
ti.v!' work, who ~ecome consc~ous of a. c<?llecti.ve reaponsi
bili~y and. of a ~md ~f collective personality with an inter
national reputat10n, 1:8 well equipped to discover solution& 
where some comprom.ise is. necessary. They will tend more 
a~d more . to work dispassionately and objectively, and to 
direct thel.l' efforts solely to attaining the most equitable 
and efficient solution of any given problema. 

The value of the permanent contact established i~ such bodtea 
·as the .Financial Committee between national expert& 
has been well established by a writer on international 
affairs. "They must,,. he says, "learn to know each other 
intimately, to feel out each other's minds, to gather from 
these continuous relations the ability to apply a sense of 
international need to the work of their own States. That 
involves, as Sir Arthur Salter has rightly insisted, the 
growth between officials . of a confidence great enough t& 

· enable them to discuss policy frankly in its earlier stages, 
and before it has been formed and formulated in their 
respective countries. For,· thereby, we ovoid the danger 
of implicating in discussion the prestige of an administrr.
tion; we prevent it from having to give way in the public 
view. We get the basis of a common decision reached 
before Governments have committed themselves to one 

,'view or· a.nother. No officials, of course, can, or ahould, 
. commit their respective countries; but, when the margin• 
· of agr .. ement are known, it becomes a far easier matter 
· to settle the powers to be conferred upon officia.la who 
· make the solutions in terms of principles of which the 

limits a.re fa.irly well cle&ned. Meetings of Govemment1 
then become official occasions sanctioning plana of which 
the outhnes are already orga.niaed. And the plans . 110' 
made ma.y become instinct with a spirit of internationalism 
aimply by the way in which offioiala; through their peraonal 

>contacts, have learned to realise and weigh other pointe 
.,, of view.". ·(1) · • , >. 

Formally the Committee baa no power of executive deciaion. It 
' · ca~ only express ita opinion to the Council, to the Govern

ments a.nd institutions with which it confera · under the 
Council's authorisation, snd to the League ofliciala who 
ba.ve been appointed to carey out ita financial plana r:nd 
with whom it thus comf'a in contact. But the reputll~IOD 
of its membP.rs and their technical · capacity has ~·ven 
weight to the recommenda.tiona of the Committee. They 
h11.ve a.lways beEn unanimous, a.nd in practice they have 

. been adopted by the Council. . 
The ,Committee has met normally four times a year, usually .at 

Geneva and for about a. wee~, ita aesai<!n• being 10 tim~·I 
. 88 to fall just before each ordina.cy meeting of the Council 

00 ".8. Grammar of Politics"' by Prof. H. 1. Laski, .New lla.ven,. 
:!'ale University Press, London, George A.llen and Unwm Ltd. (pp. 
618-19). 
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But for special and pressin~ work it has on occasion held 
emergency meetings sometimes outsid.e Geneva. I~ enjoys 
a considerable degree of autonomy, Js master of 1ta own 
procedure and chooses its own pre~ident by annual rota
tion among its members. Its meetmgs have always been 
private, the records of e.ny given meeting being C?nly com
municated to those present, and the secrecy of 1ts trans
actions has been well preserved. Its reports on the other 
hand, are normally published when they go to the Council; 
but on very rare occ:asions it has submitted secret reports, 
communic~tted, of course, to the Government concerned, 
which is entitled to receive them as a full Member of the 
Council. The Committee rarely votes; usually agreement 
is reached among the members by a process of discussion. 
If agreement is not reached, it is the usual practice of the 
Committee that the minority should give way, so that the 
Committee may present a united front, though this is only 
tradition. At the Council it is represented by its Presi
dent, whose duty it is to present the collective view of 
the Committee if any member of the Council asks for 
.explanations of the Committee's report. Several members 
of the Committee, of course, belong to countries perma
nently or temporarily represented on the Council; and the 
collective reports of the Committee are supplemented in 
the course of private conversations between individual 
members and those representath·es. 

The Committee exercises a considerable discretion in conducting 
its work in collaboration with individual Governments or 
with the Council's officers. Once it has obtained general 
authority from the Council to handle a given question, it 
will, on its own initiative, conduct correspondence on 
points of detail with t.he Government or officials concern
ed." 

II. The Economic Committee also consists of individuals appointed 
·by the Council after private consultation with Governments, and 
meeting in the capacity of independent experts but the status of the 
peraon1 appointed is somewhat different, for the persons chosen are 
almost all important government officials who have in fact negotiated 
commercial treaties as heads of departments in the various Foreign 
Offices and Ministries of Commerce. Their opinion, and the draft 
conventions which they prepare, carry in a preliminary way a serious 
indication of the policy which their Governments are likely to adopt 
on the subject in hand. Thus the general complexion of the Com
mittee and of its work is therefore more "governmental" than is the 
~ase with the Financial Committee. Even so, however, it has recently 
been urged in various quarters that the Committee is not govern
mental enough, that the technical conventions which it prepares, when 
they are finally submitted to Governments, are not sufficiently widely 
adopted and ratified; and that a change is needed which will bring 
political influence more powerfully and more directlv to bear upon 
technical work if it is to result in <'oncrete action by Governments. 

The J?~etho.ds of wo~k of th.e Committee itself are similar to those 
of the Fmanc1al ~omm1ttee, With one important exception. The tcope 
and ch~racter of .1ts work has made it necessary to appoint a aeries 
.of. spec~al comm1~tees. of experts, e.g., on customs nomenclature, 
uruficatJon of legJslatJon relating to bills of exchange. · 
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· In two recent eases • tb •t• · 
. .dustries an inte · ' tm., 11 1?081 Ion of the eoal and augar ill· 
gation ~f fi res~mg departure m method baa been made A dele-
ducted an e::uh;. s: m;mber\~fh the Economic Committee' has eon· 

f R 1 C . .a ~rm w 1c somewhat resembiPa the procPdure 
~videnc~a Thu~ml~sili: ~al ~~ql~l~y' inth~hed slenseti that it has hE"n.rd 

te t' 1 . • IS e ega on aummoned first 
some n or we ve ·represpntative men drawn from th · J of 
i,i~oyerb dnd prod.ucer~. These PPrsons were not heard ~nd1i~ld~allv 

11 ~ m a th ~ill Their eVldence,. which often took the form of discussioii 
h~ w~{~ e . crent experts 10 the presence of the delegation was 

ear In pr1va~e and rPcorded. k. brief communique was issu~d to 
, the l?ressb, but 1t was understood that neither in such communi~ations, 
nor m t e repor.t of the dalegation. would the namE's of individual 
persons be ment10ned. This "consultation" as it was called wu 
follow~d by a further meeting between the delegations and repre. 
11PntatJ~es of labour in the particular industry 11nder review. Finally 
a mee~mg w;a.,. bel~ .between the delegation and both groups of repre. 
~entatives s1ttmg JOm~ly •. The final. report of the delegation and of 
the Economic Oomnuttee quot.ed m a ~tPneral way the /Opinion• 
·expressed, and based some of 1ta conch1S10ns upon them. 

Making allowance for the fact thnt the procedure wa1 unf.unlliar 
to mo.st of the members of the delegation, and also to the repre. 
11entatJ.ves heard by thPm, who c11.me from other than Anglo-Sa.xon 
. countries,' the meth,?d on the . whole wa~ appropriate in two ways. 
On the one hand 1t enabled the Committee to obtain advbe &nd 
information from those who, as aupervisors or workers. were respon-
11ible for the conduct f)f a private i"Idustrv. On the other hand the 
views expressed by the delegation after these hearings, and the' fact 
of havin~~; brought together the represent:J.tives of a privn.te industry 
from different countries, and, in particular, the fact of holding a 
meeting between representativE's of employers and representatives of 
labour, exercised an undoubted influence in furthering the reorp;ani· 
11ation of the national industries in some cases and agreement between 
the different nationn.l industries between themselves. 

III. The World Economic Conference.-Apart from the work of 
these standing committees of the League and of the diplomatic con· 
ferences of government plenipotentiaries which adopt and sign inter
national conventions, there have been tw, large conferenc.-s of ex
perts, i.e., the Financial Conference at BruASels in 1920 and the World 
Economic Conference in 1927, thP ~onstitution and methods of which 
present some interest.. 

In each case some 250 persons from about 60 countries came toge
ther in order to make an expert diagnosis of the economic and financial 
situation of the world, and to make recommendations and 1111ggest 
rPmedies. These persons were chosen not by the Council of the Lf:·a1!1Je 
<>f Nations but by the Governments of their respective countries. Tb~ 
did not however, come to the Conference as spokesmen of official 
policy. 'The representatives thus "thrown up" '!ere in the aglt!'eg~te 
representatives of all the aspects of the financtal and econo'!'tc bfe 
of the world if not of each individual country. In the Economtc Con
ference ther~ were present persons in fact acqnaintPd with the pro
blema of industry, cnmmerce, agriculture, banking, lab«?ur, con111!m~ 
co-operatives, ete. The meetings, both plenary and tn comm1"11on, 
were p11blic and the report alii{ recommendation& of both Conference~ 
were adopted unanimously. These rec,mmendations had, ·of course. 
110 binding force whatever, but carried the weight of the united 
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opm1on of a large group of international experts. They. were forwa.rd
ed to Governments, and the principles suggested formed guiding linea 
of policy, both for individual Governments and for further work in the 
Ulternational field. · The translation of these principles into actual 
practice is proving exceedingly difficult, as both within each country 
and in the international fielil the conclusions reached on expert grounds 
come up against political. difficulties and the pressure of vested in
terests in each country, or national interestd in the international field. 

IV. The Economic Consulta.Uve Commlttee.-Out of the ·World 
Economic Conference ·there grew a more permanent body called the 
Economic Consultative Committee, consisting of about 60 members, 
and so composed that it is a kind of small model of the Conference 
itsslf, i.e., its members are acquainted with. all the various branchea 
of. economic life.· It meets normally once 11o year, publicly in plenary 
session, privately in its commissions .. lts task is to review the 1\'t'neral 
economic situation of the world year by iYear, and to see how far the 
recommendations of the World Economic Conference are being applied. 
Its function, as its title• indicates, is pureiy advisory, and its recom
mendations do not carry any implificntions whatever of the agreement 
either of Governments or of 'the private· or semi-priva1Je organisations 
to .which the individual members-may happen to belong .. The institu
tion of this Committee· does however attempt, apart from the experi
ment on coal and sugar described above, to bring to bear upon the 
official work of the League· the information and advice of the business 
world. It is too early to say how far this attempt is like~ to prov~r 
successful. · · 
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!APPENDIX I. A. (b). 

TREASURY MINUTE AS A COMMAND PAPER NO. 3478-V, 
DATED THE 27TH JIANUARY 1930, SETTING UP AN ECO· 

. NOMIC COUNCIL FOR. GREAT lJRITAIN. . . . . 
. The J!irst, Lord calla the atte~tion of the Bo~rd to the decision of 

HIS Ma:Jesty s. Governmen~ on t~e lS~h Jan nary, 1930, to establiab an 
~conomic ~dviBory ~ouncil .. This w~l. be. a standing body reporting 
'o the Cabmet, and 1ts purpose, positiOn m relation to Departments 
organisa~ion, and functions will be as follows:- ' 

~ . ' . 

Purpose. 

To advise His. Majesty'• .Government in ·economic matters. 
·To make continuowi study· of development& in trade and industry 

and in the use of national and imperial reaources, of the effect of 
legislation and fiscal policy at home and abroad, ·and of all aspecta of 
national, imperial and international economy with a bearing on the 
prosperity of the country. 

~ -' · ·• ·· ' ·. · POSition In relation to Depart~enta. . 
., 

The Council will be subject to the general. directiona of the Prinie 
Minister, and ita expenses will be borne on the Treasury Vote. · 

It will . take over and expand the ·functions of the existing Com 
mittee of Civil Research. :. . ' 

It will keep in close 'touch with Departmenta affected by ita work 
with a view to the concerted .study ·of economic problems of national 
inte~est but it will interfere in no way with the functions or responsi
bilities 'of Ministers or of the Departments over which they preside, 
and it will have no administrative or executive powera. 

Organisation. 

1. The Chairman of the Council will be the Prime Minister, and the 
other members will be as follows:-

(a) The Chancellor of the Exchequer, the Lord Priv.y Seal (whii~ 
the present duties are attached to that office), the Prest
Qent of the Board of Trade and the Minister of Agriculture 
and Fisheries. 

(b) Such other Ministers as the Prime Minister may from time 
to time summon. ... · 

(c) Such other persons chosen by the P~e Mi!'is~r in Tirtue 
of their special knowledge and expenence m mdustrv and 
economics. 

The Council will meet ~hen summoned by the Chairman, and a~ re-
gularly as is found possible. . . 

2 The Chairman may appoint standmg co~mitteea and also 1111ch 
com~ittees for special purposes &a may be reqmred. . . 

Th Council will have a Secretary, and Assis!ant Secretanee, 
3
1
· et of hom will be e~onomists, together With 1111ch etafl &I at east wo w 

may be found neceBBMY 
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:rune tiona. 

Providing that. it acts after receiving _tile approval of the Prioi.e· 
Minister, the Council may intimate inquiries into, and advise upon,. 
any subject falling within its scope, including proposals for legislation. 
The Council shall consult Departments and outside authorities in regard 
til any work in hand or projected ar.d shall collate such statistiral or 
other information as may be required for the performance of its work. 
The Council shall also cause to be prepared a list of persona . with· 
industrial, commercial, financial and working-clas8i experience, and. 
persons who have made a special study of social, economic and other 
adentific problems who mtght assist the C('uncil by serving on Com
mittees or as advisers in matters of which t-hey have expert knowledge, 
or in other ways. 

Its reports and work will be confidential unless the Council advises 
the Prime Minister otherwi•e. Any cction arising out of them wilt be
taken on the sole responsibility of His Majesty's Government. 

MY LORDS APPROVE-

NO!'Bs :-1. M:r. T. Jones, C. H .. Deputy Secretary of the Cabinet 
has been appointed Secretary to the Council. ' 

2. It is estimated that the additional charge will amount ·to not' 
more t~an £8.5;01! per· .ttnnum (incl?-din~t clerical and typing assistance), 
for w~tch proVJston will be ~ade !n the Treas?-ry Vote for the ensumg 
financtal year. The expcnd1tnre mcurred durmg the present fim:.ncial 
year, which will be quite small, will be met out of aavmgs. · 

3. The offirPs of the Council will be situated at 2, Whitehall 
Gardena, S. W. 1. 
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APPENDIX I-B. 

LIST OF CERTAIN NATIONAL ECONOMIC ADVISORY ORGANISA 
TIONS AND ECONOMIC RESEARCH INSTITUTIONS. 

I -:btional Advilorr 'bodiel. 

'. (a) Pen11fJ'Mnt. 

CZECHOSLOVAKIA: 

Poradri abor pro Lospadarske otazky (Beirat 
fur wirtsehaftliche Fragen), 

C/o Ministere du Commerce, 
Prague U. 

FRANCE: 
Conseil National eeonomique de 1& France, 

M •. Cahen-Salvador (Secretaire-aenozal), 
Palais-Royal, 

Paris. 

GERMANY 

Reichswirtschaftsrat, 

GREECE: 

15, Bellevuestrasse, 
llerlin. 

Supreme Economic Council 

(Not yot constituted). 

ITALY: . 
; Consiglio N azionalo ()_elle Corporazioni. 

POLAlf.D: . 
Eoonomio Committee (inter-ministerial Committee) 

with ita three advisory committe.. 

SPAIN I -

CoDSejo de 1& Economia nacioDal. 

UNITED KINGDOM: ' ' 

The Economic Council, 
2. Whitehall Gardens, 

· London, 8. W. l. 



so 

(b) Temporary and ad hOI!. 

AUSTRALIA : 

Bruee Committee, 1927, 

-GERMANY: 

C. H. Wioknes, Esquire, 
Commonwealth Statistician and Member 

of the Bruce Committee. 

ReichowirtAcha(tsrat, 
Offices : Bellevuestrasse 15. 

:POLAND: 
Committee of Enquiry into conditions of 

Production and Trade, 1926-27. 

11NITED STATES OF AMERICA: 

The President's Committee on Recent Economic 
Changes, 1928-29. 

~[r. Arch'W. Shaw, member, • 
C/o N a tiona! Bureau of Economic Research, 

51, Madison Avenue, N. Y. C. 

n.-Economic Research Institntiona• • 

.AUSTRIA: 
Ost,rreichisches Institut fur Konjunkturforschung, 

Dr. Friedrich A. Hayeh, 
Stubenring, 8/10, Wien I. 

"BELGIUM: 
lnst.itut des sciences Economiques, 

l'Universite catholique de Louvain, 

·CANADA: 

Prof. M. F. Baudhuin, Secretaire-General, 
Plaoe du Peuple, Louvain. 

Economic Institute of MacMaster University, 
Prof. H. Mitchell, 

MacMaster University, 
Toronto. 

• Not inoludin!ll Economic intelligence •ervicea of Central Banka. Such 
eervioea exie' in a number of coun.tris not mentioned above, such as the 
Argentine. Estonia, Finland and Yugoslavia. 

Certain of the institutions ahown in Part U ara of a semi-official character . 
·•·V·• the Polish Institute was eatablished by Deer"" and the Directors of th; 
German and Italian institutes are at tbe same time heads of the national stetia· 
tteal offices ; othen are purely privat-e. The common characteristic wbich 
diatioguioh .. all the institutiona mentioned under Part II from those mentioned 
Gnder I (a) or (b) ia that they are engaged in permanent. research. 
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DE~~ARK: 

Economic Re.areh Institute, 
Dr. Peter Munch, 

Minister for Foreign Affairs, President. 

FR.~CE: 

Institut de Statistique de l'Universite de Paris, 
173, Boul. S. Gonnain. Paris (lie), 

M. Lucien March. 

GERMA!o.'"Y: 

Institut fur KorijunkturfoJ'!IChung, 
Dr. E. F. Wagemann, President, 

KurfU!IStemdarnm, 193/19-&, 
·Bur !.in, W. 15. 

HUNGARY: 

ITALY: 

Institut fur Wirtschaftsforschung, 
Dr. Stefan Vargor, Diruktor, 

Budapest, Alkotmany-Utca S. 

Instituto di Stntistica della R. Univer3ite di Roma, 
Prof. Comado Gini, Director, 

Via delle Terme di Diocloziano, 10, Romo. 

Jiji-shlmpo Econcmic Service, 
Director : Mr. Shoda. 

PO~"D: 

Institute for Economic Research, 
Prof. Edward Lipinski, J)yl't'l..--tor, 

RotJM.Al-"IA t-

Instytut Badania Konjunktur Gospodarizychi lcen, 
Ul. Elektoralna, 2, Warsaw. 

Institutul Economio Romanesc, 
Bucarest. 

UNITED KINGDOM t 

London and Cambridt:e Economic Service, 
Prof. A. L. Bowley, 

London School or Er.onomics, 
lloughton Street, W. 2. 
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UNrrED STATES OF AMERICA: 
Nat.ional Bureau of Economio Resea.rch, Inc.,·: 

Prof. Wesley C. Mitchell (Director). , 
, , 151, Madison Avenue, N. Y. 0. 
Prof. Edwin F. Gay (Director), 

Harvard University. 
Mr. A. W. Shaw, Vice-President, 

151, Madi,on Ave., N.Y. C. 
Harvard Economic Society Inc., 

Mr. W. L. Crum, Director of the E~OilO!IIia 
Service, 

Harvard Economic Society Inc., 
Cambridge, Masa, 





APPE!."DIX n. 
MEETINGS A'!l.~ ISTERVIEWS DURING SIR ARIRl'K SALTFR'S 

VI!'ITT TO TNDIA FROM JANUARY 9m TO FEBRUARY l'H 
(INCLUSIVE). . I ' -

(Per•on. •eenon more lhan one occcuion arc no1 menliottecl more !han once.) 

Bombay. 

(January 9th; January 28th to 30th inclwoive.) 

Hill Ex~ellency the Governor or Bombay. 
Dr. D. B. Meek. O.B.E., M.A., D.Rc., Director General of Comn:ereial 

Intelli0ence and Statistics, Calcutta. · · 
G. Wiles, Esquire, M.A., C.S.I., C.I.E., I.C.S., ,T,P., Secretary to the Gov· 

emment of Bo~bay,_ F~nnce I::epartrr.ent. 
J. F. Gennings, Esquire, Bar.·at-Law, J.P., Director of lnfonnation end 

Labour Intelli{ence, etc., Bcmbay. · 
Prof. C. N, Vakil, M.A., M.Sc., Professor of Eccnomics, Unh·eraity of 

. . .. Bombay,, . . . · · . , . · .. 
Meeting with the repre~entatives or the Chamhr of C'omme~ •

J. R. Abercrombie, Esquire, M.C., M.L.C, (President). 
Sir Leslie Hudson, Kt., M.L.C. 
J. C. K. Peterson, Esquire, C.I.E. 
A. G. Gray, Esquire. 
G. L. Winterbotham, Esquire •. 
R. J. F. Sulivan, Esquire (Seoretary); .. • 

The Hon'ble Mr. G. B. Pradhan, B.A., LL.B., J.P., Finance Member, 
Government of Bombay. 

The Hon'ble Sir Rustam Jahangir Vakil, Kt. (Minister for Local Self.Oov• 
emment), Government of Bombay. 

R,; D. Bell, Esquire, C.I.E., M.A., B.Sc., I.C.S., J:P., Chiaf SecretAr{t1 
Government, Revenue Department, Bombay. 

The Hon'ble Rao Bahadur S. T. Kambli, B.A., LL.B. (Miniatal" for 
Agriculture). . · . ·_-

The Hon'ble Moulvi Rafiuddin Ahmad; Bar.-at·Law, J.P: (Minister for 
Industries and Education). 

· E. J, Bunbury, Esquire, . · 
Sir M. Visbveshvarayya, K.C.I.E., D.Sc.,M.I.C.E .• Ch~ Indian 

· Economic Enquiry Committee, 1926. 
The Hon'ble Sir .John Eme•t Buttery Hotson, K.C.F!.I •• O.B.E.~ ~·· 

I.C.S., J.P., Home Member, Government of Bombay. . 
· Th~ Hon'ble Mr. Walter Frank Hudson, C.I.E., B.A. (Oxon.), 1:c.s .. 

J.P., Revenue Member, Government of Bombay. . 
- SirNessN. Wadia,K.B.E.,C.I.E.,M.I.M.E .•. J.P,. Partner, Nowroajee 

Wadia and Sons, Bombay. 
ltepresentatives of the Univeraity of Bombay·:-

Professor P.A. Wadia, M.A • 
. , .l'rincipal-. M. L. Tannan, M.Com., Bar.-at-Law: LE.S., J .r~ 

l'rofessor C, N. Vakil, M.A.; M.Ser_ · · 
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tatl·ves of the Indian !\Ierchants' Chamber:
Reprosen 

Sir Chunilal V. Mehta, K.C.S.I. (President). 
n. N. Karanjia, Esquire (Vice-President). 
Hussciubhoy A. Lalji, Esquire, :M.L.C. 

Lalji Naranji, Esquire. 
N. ~1. Muzumdar, Esquire. 
B. N. Pochkhanawala, Esquire, J.P. 

D. D. Shroff, Esquire. 
J, K. Mehta, Esquiro, :M.A. (Secretary). 

Representatives of the Millowners' Associaticn :-

H. H. Lakin, Esquire (Dy. Chairman of the Association). 

The Hon'ble Sir Dinshaw Edulji Wacha, Kt. 
S. D. Raklatvala, Esquire. 
T.l\Ialoney, Esquire (Secretary). 

0 F . 11 sh· Esquire l\I A Hony F.S.S., _F.E.S., Principal, • m< ay trras, , · ., • 
Gujrat College, Ahmedabad. 

Representatives of the Indian Institute of Bankers :

J. G. Rid land, Esquire. 
A. R. Ingram, Esquire. 
S. N. Pochkhanawala, Esquire, J.P. 
M. L. Tannan, Esquire. 

Delhi. 

(January 11th to 14th inclusive; January 17th and 18th; February 1st to 
February 8th inclusive.) 

His Excell~ncy the Viceroy. 
The Honb'le Sir George Rainy, K .C.S.I., K.C.I.E., I.C.S., Member of the 

Viceroy's Executive Ccuncil in charge of Railways and Commerce. 
The Hen'blo Sir George Ernest- Schuster, K.C.lii.G., C.D.E.,l\I.C., Member 

of the Viceroy·s Executive Council in charge of }'inance. 
The Hon'ble Sir Ibrahim Rahimtulla, K.C.S.I., C.I.E., President, 

Legislative Assembly. 
K. C. Roy, Esquiro, C.I.F.., Member, Legislative Assembly • 

. M.S. A. Hy<lari, Esquire, I.C.S., Secretary, Imperial Council of Agricul
tural Research Department, Govemment of India. 

Tho H,~n'ble ,Sir Josop~ Bhore, _K_.C.I.E., C.B.E., I.C.S., Member of the 
\ toeroy s E ~ecuhvo CounCil m charge of Industries and Labour. 

The H~n'blo Khan B.>hadur Mi1n Sir Fazl-i-Husain, K.C.r.E., · Kt., 
Memher of the Viceroy's Executiva Council in charge of Education, 
Hulllth and Lands. 

H. !Rnnin~. Esquire. ~-I.E., I.C.S., Additional Secretarr to th11 Govern· 
meut o{ luJ1a, Fml\llce Department 

. ' . ' 
I 
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The Hon'ble Sir Frank N?yM, Kt., C.S.I., C.D.E., I.C.S .. Sot-retary to the 
Government of Ind1a, Department of Education Health and Lands • • • 

J. A. Hubback. Esquire, M.A., J.P •• I.C.S., Representative, Bi!aar and 
Orissa Government. 

T. Lister, Esquire, B.A., I.C.S., Repre!Wntative, Government of Burma. 
Rt. Hon'b!e J. H. "'hitley, Chairman, Royal Conunissicn on Labour. 
J. C. D. Drake, Esquiro, C.J.E .• C.B.E., I.C.S., Joint Secretary to the 

· Government of India, Department of Cmr.merre. 
Sir PurshotatodaFS Thakurclass, Kt., C.T.E., 1\f.B.E., Vice-Chairman, 

Indian Central Banking Enquiry Ccn·.mittco. · 
R. P. Masani, Esquire, M.A., Joint Secretary, Indian Central Banking 

Enquhy Committee. 
Mr. A. P. MacDougall, C.B.E., Member, Indian Central Banking Enquiry 

Committee. 
R. K. Shanmukham Chatty, Esquire, Member, L~gislative AsEen.bly. 
B. Dass, Esquire, 1\Iember, Legislative As.rmbly. 
Sir Victor Bassoon, Member, Royal Commission on Labour .. 
Meeting with the EuroJl<lan Group of the Legislative Assembly:-

Sir Hugh CockP, Kt., 1\LL.A. 
Arthur Moore, Esquire, 1\l.B.E., M.L.A. 

Lahore. 

(January 15th and 16th.) 

His Excellency the Governor, Punjab. 
The Hon'ble Khan Dahadur Captain Sardar Sikandar Hayat Khan, 

. M.B.F.., Revenue 1\Iemher, Government, Punjab. 
1\Iembens of the Board of Economic Inquiry, Punjab:-

H. Calvert, E•quire, C.I.E., J.C.S., Financial Commissioner, 
Development, Punjab (Chairman). 

D.P. Johnston, Esquire, A.R.C. Sc.I., N.D.A., I.A.S., Prof. of 
Agriculture at Lynllpur. 

A. N. Bali, Esquire, 1\I.A., Prof. of Economica at D. A. V. 
Cullege, Lahore. · 

W. H. Abel, Esquire, A.l\1.I.,l\Iech. E., Chief Inspector of 
Factories, Punjab. 

H. R. Stewart, Esquire, F.R.C. Sc.I., D.I.C:, N.D.A., I.A.S., 
As.•istant Director of Agriculture, PunJab, 

J. W. Thomaq, Esquire, D.Com .. D.Rc. (Secmtary), Principal• 
Hailey College of Commerce, Labom, 

Representatives of the Lahore Chamber of Commerce:
D. G. ,V. Toasedale, Esquire. 
P. H. Guest, Esquire. 
R. T. H. 1\Iackonzie, Esquire. 
H. J.l\Iartin, Esquire. 
The Hon 'blo Rai Bahadur L. Ram Saran Daas, C.I.E.,llfember, 

Council of State. 
Owen Roberts, Esquire, 
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The Hon'ble Sir Jogendra Singh, :J{t,, !lfinister of Agriculture, Punjab; 

1\faopherson, Esquire. 

Caumpore. 

(January 19th.) 

J. C. Donald•on, Esquire, B.A . .'M.C., J.C.S., Director cf Industries, U. P. 
Cawnpore. · 

J, 0. Ryan, E•quire, M:B.E., Secretary, Upper India Chamber of 
Comrn~rce. 

A. t. Carnegie, Esquire, President of the C'haml:er of Commerce. 

·. Repre911ntatives of the Upper India Chamber of Commerce:

A. L. Carnegie, Esquire (President). 
J. M, townie, Esquire. 
Sir Thomas Smith, Kt., V. D. (The !lfllirMills Company, Ltd.), 
K. ,J, D. Price, Esquire (The Muir Mills Company, Ltd.), 
B. H. Taylor (Messrs. Begg Sutherland and Company, Ltd.), 
Babu Ram Narain Sahib. 
Captain S.R.Pocock,M.C. (1\fessrs. J.N. Cocolas and Company, 

Ltd.). 

A. Grezo, Esquire (Messrs. Patel Cotton Company, Ltd.). 
R. Wil~iamson,. Esquire} The New Victoria Mills Ccmpany, 
B. B. Gill, Esqmre. Ltd. · 

W. Taft, A. C. A., Esquire (!lfessm; Price; Waterhouse; Peat. 
and Company). 

Prof. Kalka Prasad Bhatnagar,M.A.,L:C.B". (D", A. V. College). 
Prof. Tara Chandra (Christ Chunh College). 
E. A. Nuttall, Esquire (Agent, The lmFerial Dank of India), 
B. P. Srivastava, Esquire (The Cawnpore Dyeing and Cloth 

Printing Company, Ltd.). 
A. Darr Pollork, Esquire (The Chartered Bank of India• 

Australia and (hinit, Cawnpore). 
K. G. Nicoll, Esquire (The National Bank of India, Ltd.). 
C. Maya Dass, Esquire, M.A. B.So. (Edin.) (Principal. 

Agricultural College). 
H. G. H. Everitt, Esquire (Messrs. W. H. Brady and Company, 

Ltd.). 

Rai Bahadur Babu Vikramajit Singh, B.A., 

1 LL.B., M.L.C. The U p 
A. N. Chopra, E•quire. Chamber ' of 
K. L. Gupta, Esquire, Commerce. 

Dr. H. D. ~· J?rane, M.Sc., Ph.D., A.M.I.E.E., A.M.I.Chem. 
E. (Pnnctpal, Harcourt Butler Technological Institute). 

Captain T. Auchinleck. 

Jagdish ~ad, Esquire, M.A. (The Indian Turpentine and 
Roam Company, Ltd.). 
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Lucknow. 

(January 20th.) 

His Excellency the Governor, U. P. · 
Meeting with Members of the Governments and others called by H~ 

Excellency the Governor, U. P. :-

The Ron 'ble Mr. J. C. Smith, C.I.E., I.C.S. (Finance Member). 
The Hon'ble Nawab Sir l\Iuzammil-Ullah Khan, Khan Bahadur, 

K.C.I.E., O.B.E. (Home Member). 
The Hon'ble Nawab Muhammad Yusuf, Bar .• at-Law (Minist<Jr 

for Local Self-Government). 
Dr. Radha Kamal Mukerji (Lucknow University). 
Dr. D. L. Dubey, M.A. (l\Ieerut College). 
Gurmukh Singh, Esquire (Benares Hindu University). 
S. K. Rudra, Esquire, M.A. (Cantab.) (Allahabad University). 
Raja Jagannath Bakhsh Singh, 1\l.L.C. 
E. A. H. Blunt, Esquire, C.I.E., O.B.E., I.C.S. (Finance 

Secretary). 
V. N. Mehta, Esquire, I.C.S. (lndus.tries and Education 

Secretary). 
P.M. Kharegat, Esquire, I.C.S., Registrar, Co-operative 

Societies. 
N. C. 1\Iehta, Esquire, I.C.S., Director of Land Records. 
G. Clarke, Esquire, F .I.C., F .C.S., C.I.E., Director of Agrioul· 

ture. 
K. N. Knolt, Esquire, C.I.E.,J.C.S., Settlement Commissioner, 

U. P. 
NawabzadaLiaqat Ali Khan, llar.-.at,Law, M.L.C. 

Calcutta. 

(January 22nd to 26th .inclus.iw.) 

His Excellency the Governor, Bengal. 
R. N. Gilchrist, Esquire, I.E.S., Deput.r Secretary to the Government of 

Bengal in the Commerce and l\Ianne Departments. 

The Labour Intelligence Officer. 
The Registrar of Trade Union. . 
E. N. Blandy, Esquire, I.C.S., Socretary, Finance, Commerce and lllarme 

Departments. 
Meeting with the following :-

The Hon'ble 1\Ir. A. Marr, C.I.E., I.C.S. 
The Hon 'ble Alhadj Sir Abrj..lkerim Ghuznavi, Kt. 
The Hon'ble :.lir. W. D. R. Prentice, C.I.E., I.C.S. 

The Hon'ble 1\Ir. B. B. Ghosh. 
The Hon'ble Khan 13ahadur 1\Iaul\'i K. G. M. Faroqui. 
The Hon'ble Mr. Khawaja Nazi.m-ud-Din, C.I.E. 

The Hon'blo llr. Bijoy Pr83&d Singh Roy. 



'th the representatives or the Indian Chamber of Commerce:-. Meeting WI 

D. p. Khaitan, Esquire, l'resident. 
A. L. Ojha, Esquire .. 
R. L. Nopany, Esquire. 
KBS~~im l\Iahome<i, Esquire. 
H. P. Bagaria, Esquire •. 
J. R. K. Modi, Esquire. 
lllohonlal LRilubhai, Esquire. . 
11!:. P. Oandhi, Esquire, M.A., F. R: Ecoms., F.S.S., Secretary. 

Meeting with the representatives of the Bengal National Chamber of 
Commerce:-

Raja Reshee Case Law, C.I.E., Presiclont. 
Nalini Ranjan Sarkar, Esquire, Vico-Prosident. 
Sir Hari Sankar Pan!, Kt. 
Dr. Narendra Nath Law, M.A., B.L., P.R.S., Ph.D. 
J. C. Banerjee, Esquire. 
Dr. Satya Charan Law, III.A., Ph.D., Hony. Treasurer. 
J. C. Hui, Esquire. 
R. K. Mitter, Esquire. 
Rai A. C. Banerjee Babadur. 
S. C. Ghosh, Esquire. 
Captain N. Ill:. Roy Chowdhury. 

Meeting with the representatives of the Bengal Chamber of Commerce :

R. B. Laird, Esquire, M.L.C., President. · 
J. A. Tassie, Esquire, Vice-President. 
The Hon'ble Mr. P. H. Browne, C.D.E. 
0. Cook, Esquire. 
T. E. Cunningham, Esquire. 
C. deM. Kellock, Esquire. 
N. Pearee, Esquire. 
R. A. Towler, Esquire. 

' 
Sir Jahangir Coyajee, Principal of the Pre;ndency College, Calcutta. 

Dr . .To!P:8Sh Chandra Sinha, III.A., Ph.D., Reader in Economics in the 
University of Dacca. . . 

Dr. Pramathanath Banerjee, III.A., D.So.,. Bar.-at-Law, M.L.C., Minto 
ProfeasorofEconomica in the Unh-ersity of Calcutta. 

Members of the Bengal Economic Society. 
J. B. Taylor, Esquire, I.C.S., Controller of Currency, India. 

Sir Osborne Smith, Managing Governor of the Imperial Dank of India. 

M. P. Gandhi, Esquire, III.A. F.R E S F S S "-cretary Indian 
Cb ..... f ,.._____ • • . • . • • •• """ • __ em.uvr 0 '-'UWD161'Ce., 
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·· Mooting with the Government rn: be 
at 2-30 r.lr., inHon"bJ.e 1\!embem' ,.(\ ~ld on the t3m.Tanuf\l"Y 1031 
-Present:- r 8 

• gnculture and Industries) room 

The Hon 'blo Khan Da'hadur llfaulvi K 0 lit F . 
L R F • • • • aroqm. 

• • awcus, Esqmre, I.C.S., Secretary A and I De rt 
R. S. Finlow, Ell uire C • ' • • ra ment. 

culture. q ' .I.E., D.So., F. I. C., Director of .Agri· 

A. T. Weston, Esquire, Director of Ind t . n_ I ua nee, ...:vga • 
Rai S. K. · Oanguli Bahadur R . 

Societies, Doogal. ' eSllltrar of Co-operative 

MadJ"tU. 

(February 11th and 12th.) 

His Excellency the Governor, Madras. 

. H.l\1. Hood, Esquire, I.C.S. 

ll!adru Chamber or Commerce-Prosent :

F. Birley, F..squire, M.L.C.,Chainnan. 
H. F. P. Hcarson, M.L.C., Vice-Cbainnan. 
K. Kay, Esquire. 
J. W. MacCarlano, Esquire, 
H. F. Carter, Esquire. 
W. A. Cruuen, Esquire. 
K. 1\I. Fraser, Esquire. 
A. A. Hayloe, Esquire. 
A. J. Leech, Esquire. 
C. D. Priestly, Esquiro. 
C. R. Watkins, Esquire, C.I.E. 
H. Waddington, Esquire, Secretary. 
J. 111. Smith, Esquire, Chairman (Madraa Tradca Aaociation) • 

. Sir Alexander McDougall (Madras Tradea Association). 
F. C. Luker, Esquire (Madras Trades Asaociation). 
H. M. Hood, Esquire, I.C.S. 

Meeting at the Secretariat-Present :-
Tho Hon'ble Khan Bahadur Sir Muhammad UamaD Sahib 

Bahadur, Kt. (Home Member). 
The Hon'ble Diwan Bahadur Sir M. Krishnllll Nayar, Kt. 

(Law :Member). 
The Hon'ble Mr. A. Y. G. Campbell, C.S.I., C.I.E., C.B.E., V .D., 

I.C.S. (Revenue Member). 
The Hon'ble Mr. H. G., Stokes, C.S.I., C.I.E., I.C.B. (Finance 

Member). 
The Hon'ble Diwan Bahadur B. Muniswami Nayndu (Chief 

.Minister, Local Self-Govemment). 
The Hon'ble Mr. P. T. Rajan (:Mini.Jter for_ Publio Worka), 
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The B'on'ble Diwan Ba!'adur S. Kumaraswami Reddiy 
(Minister for Educat1on) • 

H. A. B. Vernon, Esquire, C.S.I., C.I.E., I.C.S. (Commissioner, 
Land Revenue). 

H. R. Pate, Esquire, I.C.S. (Secretary· Revenue Department). 
H. M. Hood. Esquire, I.C.S. (Secretary, Economic Enquiry 

Committee). 
· H. A. Watson, Esquire, I.C.S. (Secretary, Finance Department). 

B. V. Ramamurti Esquire, I.C.S. (Secretary, Development 
Department). 

Diwan Bnhadur A. Appadure.i Pille.i (Director of Industries). 
D. N. Stre.thie, Esquire, I.C.S. (Registrar of Co-operative 

Societies). 
G. R. Hilson, Esquire (Director of Agriculture). 

Southern India Chamber of Commerce, Madras-Present:
C. Gopal Menon, Esquire. 
V. C. Ranguwami, Esquire, of Madras Central Urban Bank, 

Ltd. 
Yusuff Bait, Esquire, of Joonus Sait and Sons. 
Rao Bahadur K. Govindachariar of Burma-Shell. 
G. Naruimham, Esquire. 
T. Thiruvenkate.chariar, Esquire. 
Adam Haji Mahomed Bait, Esquire. 
Laldoss Govindoss, Esquire, of Chathoorbhoojadoss Kushaldosa 

and Sons. 
Rao Sahib T. S. Kachapikesa Mudaliar of South Indian Export 

Company. 
T.V. Santhanam, Esquire, of Chakravarthi Company. 
M. Kolanthaivelu Mudaliar, Esquire. 
V. K. Chetty, Esquire, of Indian National Insurance Company. 
M.A. Muthiah Chettiar, Esquire, The Kumar Raja of Chettinat 
P. N. Srinivasan, Esquire. 

Prof. T. K. Duraiswami Ayar of Annamalai University, Annamalainagar. 
Prof. P.J. Thomas, Professor of Economics, University ofMadraa. 
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APPENDIX ill. 

CORRESPONDENCE COVERING THE INVITATlOY TO SIR 
ARTIIUR SALTER AND IT3 AOCEPT.~NCE. 

Luter from the Secretary of Skm for India 1o lA• Seeretary Oaneral of Ilia Laagua 
of NatiOM. 

lim, 

Whitehall, 8. W •• J, 
Uat November, ID30. 

The Government of India have for some time boon ahulyin~r plana for the 
creation of some organisation for the atudy of eeonomic l)llfWitions. includinr 
both the continuous interpretation of current development& and the t"Onai
dere.tion of plana designed to e.chieve part.icule.r purpoaea. In thia eonllfletion 
they "f.ave given atte.ntion to organisations which have ret"entlv been es
tablished in other countries and pe.rticule.rly to the work whieh hu.been done 
by the Lea~e of Natiollll. The Government of India are of opinion tha& tha 
special experienee e.cquired by Sir Arthur !~alter aa Dire<'tnr of the F.ronomio 
and Fine.nee Seetione of the Lea~e might be moot valuabl" to thl'm and are 
anxioua to have an oppnrttmity for t"Onaultin~r him. I am therefore to 
enquire whether it would be possible for the Leaf!'Ue to a011iot thl'm In thill 
matter by arranging for Sir Arthur Salte.r to pay e ahon visit to India thi8 
winter. 

(Sd.) WEDGWOOD BE~TN. ----
Letter from 1M Secretary General of the League of NotiON lo 1111 Seerelary of 

Stale for Indio. 

Sm. 

Geneva, 
November 27th, 1030, 

I have the honour to aelmowled119 the reeeipt of your letter of Novf'lllber 
21st. in which yon uk me whether it would be pooaible for the Director of 
the Eeonomio and Financial Section to pay a ahon visit to India thia winter, 
in order to advise the Government orindia in regar<l particularly to the work 
whioh hllll been done by the League of Natione in organiaing the study of 
economic questione. 

In reply I am p:le.d t~ be able to infonn you that it will be poaaible to 
e.rran!19 for' Sir Arthur Salter to pay the visit auggeeted, leaving for India 
towards the end of December. I am e.akinp: him to take thia opportunity 
of disc\lllsing the development of India'• collaboration in the work of the 
technical organisations of the League. 
' I am communicating your lette.r and the preoent reply to the Councn of 
the League of NatioM for ita. infonnation. 

OlPP-!32(c) CD-28·C·31-I,l500, 

(Bd.) ERIC DROIMOND, 
Secretory Oenef'Ol. 
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THE COURSE AND PHASES 
OF THE WORLD ECONOMIC DEPRESSION 

PREFACE. 

The report contained in the following pages has been prepared 
in the circumstances described below by Professor Ohlin, of 
Stockholm University. The work was undertaken as a result of 
a resolution adopted by the Eleventh Assembly calling for 
" a study of the course and phases of the present depression and 
the circumstances which led up to it " •. 

In its report dated September 29th, 1930, the Second 
Commission of the Eleventh Assembly drew special attention to 
this question in the following terms 1 : 

" When we consider the magnitude of the· losses from 
which the world suffers during a period of economic stagnation 
similar to that through which the world is now passing, it 
is impossible not to be impressed by the almost absolute 
failure of society up to the present to devise any means by 
which such disasters may be averted. The Committee felt 
that this problem was one which imperatively demanded 
co-ordinated and concerted study, and recommends, therefore, 
in a separate resolution, that the facts and special character
istics of the present depression should be ascertained and 
carefully sifted with the aid of work already done by national 
research institutions. " 

As a result of this report, the Assembly, on October 2nd, 
_adopted the following resolution : 

"(16) The Assembly, impressed by the seriousness or 
the present situation, by the general recession or employment 
and trade, by the constant recurrence of such periods of 
economic depression and the failure up to the present to 
discover any concerted means for averting the losses incurred, 
resolves that the Economic and Financial Organisation of 
the League, which has already been studying the causes of 
fluctuations in the purchasing power of gold and their effect 

• Document A.79.1930.II. 
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upon the economic life of the nations, should unde~ke the 
study of the course a~d phases of t~e present depression an_d 
the circumstances which led up to It, a~d for this. pu!"Po~e It 
should collect· the information compii~d by ms~Itutwns 
already in existence in different cou!ltnes, centralise such 
information and, where necessary, fill up any gaps that 
exist. · . · · d · d " For this purpose, the Eco~omic Organ~sation, a yise 
by in particular the Economic Consultative Committee, 
sh~uld put itself i~ touch with na.tional organisatio!ls, ~he~her 
consultative or planning councils or research msbtutions 
concerned with this matter. " . 

In execution of this resolution it was decided, after consultation 
with the Economic Committee and the Financial Committee, while 
utilising the services of the Economic Intelligence Service of 
the League to the fullest possible extent, to supplement the 
existing staff by a small additional personnel and to place the 
whole enquiry under the immediate supervision of Professor 
Ohlin. In the autumn of last year previous to this appointment, 
the present Director of the Financial Section made a short tour 
of certain E.uropean countries with a view to getting into personal 
contact with some of the economic councils and research institu
tions which are referred to in the resolution of the Assembly. 
At the beginning of March last and again in July, meetings were 
held at Geneva of experts from these councils and institutions, 
among whom was a representative of the United States Committee 
on Recent Economic Changesl, 

At the first meeting a skeleton schedule of the present report 
was submitted for consideration and criticism. A shorter skeleton 
schedule was also agreed by the meeting as a basis for memoranda 
which the majority of the organisations represented were good 
enough to undertake to draw up and which, like the Government 
!Jlemoranda m~ntioned _below, have proved of the greatest value 
In the p~epara~10n of thi~ report. At the second meeting, a draft 
of c~rtam sections of this report was discussed and an exchange 
of VIews on a number of technical points took place. 
. A le_tter ad~ressed to Governments informing them of the 
mstructio!ls which the. Economic and Financial Organisation 
had received ~nd as~mg · them to submit any memoranda 
or documentation which they might consider useful for the 
purposes of this enquiry was circulated soon after the Assembly 
of 1930 ; . the. skeleton. schedule used for economic councils and 
research mstitutes was also sent later to certain Governments. 

1 
A list of these Institutions and their representatives Is annexed- page 9. 
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In response to these letters, memoranda were received from 
the Governments of Bulgaria, Netherlands Indies, Estonia, 
Latvia, Portugal, Roumania, Sweden and Yugoslavia. A report 
on the economic depression in Japan was prepared by the Tokio 
Office of the League. 

In accordance with the instructions of the Assembly, the 
author of the present volume, Professor Ohlin, to whom the 
Financial Organisation of the League entrusted the general 
responsibility for the preparation of the material upon which 
it 1s based, has worked in collaboration with the International 
Labour Office and the International Institute of Agriculture, 
which have furnished him with information and data relating 
to the subjects with which they are concerned. Unfortunatelr, 
owing to the postponement of the meeting of the Econom•c 
Consultative Committee and the desirability of preparing the 
report in time to submit to the present Assembly, it has proved 

. impossible to consult that Committee as the Eleventh Assembly 
had intended. 

September 1931. 

Financial Section and 
Economic Intelligence Service, 

League of Nations, Geneva. 

Annex to Preface. 

A. LOVEDAY. 

LI~T OF THE INSTiTUTIONS REPRESENTED AT THE MEETINGS OF 

REPRESENTATIVES OF ECONOMIC ADVISORY CoUNCILS AND 

EcoNOMIC RESEARCH INSTITUTES HELD AT GENEVA ON 

MARCH 2ND- 4TH AND JULY 2ND- 4TH, 193], AND OF THEIR 

REPRESENTATIVES. 

Those marked with an asterisk submitted memoranda. 

t.*Austria: Oesterreichisches lnstitutfiir Konjunkturforschung
Dr. Fr. A. Hayek, Director, 
Dr. 0. Morgenstern. 

2.*Belgium : (1) Conseil economique de Belgique, 
(2) Jnstitut des Sciences economiques, Lou vain -

both represented by Professor Uon Dupriez. 
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3. •Czechoslovakia : Poradoi sbor pro otazky !tospQdarske (Eco· 

nomic Advisory Council) - . . . 
Dr. A. Basch, Director of the DIVISIOn of 

Research, National Bank of Czecho
slovakia. 

4. •Denmark : lnstitutet for Historie og Samfundskonomi 
(Institute for History and. Economic Science) -
Dr. J0rgen Pedersen. 

5. *Finland : Economic :Advisory Cou!lcil - . . . 
Dr. Bruno Suviranta, Dtrector of the DIVIsion of 

Research, Bank of Finland, Secretary-General 
to the Council. 

6. *France : (1) Conseil national economique ·-. . .. 
M. Cahen-Salvador, consetller d Etat, secreta1re 

· general du Conseil. . 
(2) lnstitut de Statistique de l'Universite de Paris

M. L. March, directeur. 

7.•Germany: (1) Reichswirtschaftsrat, 
, (2) lnstitut fiir Konjunkturforschung -

both represented by Prof. Dr. Ernst Wagemann, 
Direktor Dr. Bramstedt,. 
Dr. W. Bauer. 

' 
8. •Hungary : Hungarian Institute for Economic Research - , 

Dr. Stephen Varga, Director. · · 

9.•Italy: (1) Consiglio nazionale delle corporazioni -
Professor Gino Arias, Member of the Council, 
M. Ernesto Santoro, Ministero delle Corporazioni. 

(2) Instituto Statistica della R. Universita degli Studi 
di Roma -· 

Professor C. Gini, Director. 

10.•Netherlands : (1) Commission on Economic Policy -· 
Professor Dr. G. M. Verrijn Stuart. 

(2) Nederlandsch Economisch Institut 
Dr. W. L. Valk. 

11.*Poland : Institute for Economic Research -
Professor E. Lipinski, Director. 

12. Portugal: Cohselho do Commercio Externo -
Professor Moses Bensabat . Amzalak Instituto 
Superior de Sciencias Economicas e Flnanceiras 

· Lisbon. ' 
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13. *Spain : Consejo de Ia economia nacional -
M. Ruiz Abnansa, Statistical Department, Mini~try 

of Labour. · 
Dr. Bermudez Caiiete, Ministry of Economics. 

14. •U nited Kingdom : (1) Economic Advisory Council -
. · . Mr. H. D. Henderson, Joint Secretary. 

(2) London and Cambridge Economic 
Service-

Mr. G. H. Eastham, Secretary, 
Mr. G. L. Schwartz. 

15. United States of America: Committee on Recent Economic 
Changes-

Mr. E. E. Hunt, 
Mr. R. K. Haas. 

16. Empire Marketing Board-
Mr. F. D. McDougall. 

17. International Chamber of Commerce-
· Mr. Owen Jones, 

18. International Labour Office : 
Professor E. Milhaud, Chief of Section. 
M. H. Fuss, Chief of Section. 
Mr. J. M. Nixon, Chief of Section. 
M. R. Guye, Member of Section. 

19. International Institute of Agriculture : 
M. Valentino Dore, Chief of the General 

Statistical Department. 



Chapler I. 

REVIEW OF POST-WAR ECONmHC DEVELOP~IENT 
BEFORE THE PRESENT DEPRESSION. 

A. PRODUCTION AND TRADE. 

The war and subsequent changes and disturbances profoundly 
affected the economic structure and activity of the world. In 
Europe, weallh was destroyed on an unprecedented scale ; 
plant in excess of normal requirements was constructed in a 
number of industries to meet the special needs of warfare; mone
tary systems were disorganised and public debts enormously 
increased; the accumulation of capital was checked by inflation; 
Russia completely changed her economic and social system ; 
and new territorial divisions were created. In other continents, 
the area under cultivation of the principal food crops was rapidly 
increased ; new industries were built up by countril'.ll which were 
formerly markets for European products; and the United States 
of America, from being a debtor, became a great creditor nation. 
As between all countries, free intercourse was long subject to 
legal restrictions. 

From the end of the war until 1929, there was a continuous, 
though laborious, process of reconstruction and consolidation 
under these new conditions. The world's productive and com
mercial activities increased rapidly ; but this progress was by 
no means easy or uniform and complete readjustment of pro
duction and trade to changing demand was not attained. 

Though the details concerning the development of production 
and trade in this period may be scanty, the important tendencies 
emerge clearly enough. It is possible to measure roughly the 
quantitative changes in the production of basic foodstuiTs and 
raw materials in practically all countries of the world, except 



-14-

China. It is possible to estimate the gro~h of the total o~tput 
of mining and manufacturing industne.s from the naho!lal 
indices of production for a number of leadmg and representative 
countries Moreover the development in the quantum of world 
trade may be roughly measured by adjusting the da~a 1 relating 
to the value of trade to the general movement of pnces. . 

It will be convenient to consider briefly, first, the major 
changes which took place in the production and t~ade of the 
different continental groups between 1913 and the earlier post-war 
years up to 1925, and, secondly, the similar .ch~nges between 
1925 and 1929. According to the available md1ces, the total 
world output of raw materials and foodstuffs in 1925 had increased 
more rapidly since 1913 than world population. Output increased 
by 16 per cent, population by 6 per cent. Thus the aggregate 
destruction of wealth caused by the war had been made good ; 
and the world as a whole was already in these years richer than 
before the war. 

But, while the aggregate production of wealth had rather 
rapidly reached and passed the pre-war level, several important 
consequences of the war remained and were consolidated. The 
production of foodstuffs increased at a considerably lower rate 
than that of industrial raw materials ; and it is, of course, 
natural that, as Wtlalth increases, a gradually diminishing pro
portion of income should be spent on food. Taking the world 
production of foodstuffs in the period 1909-1913 as 100, in the 
years 1923·1925 it averaged about 106, while the world index 
of raw material production, on .the base of 1913, stood, for these 
three years, at 113, 119 and 130, and it is probable that the 
output of the manufacturing industries increased even more. 

Another striking result of the development which took place 
in this period v:as the difference between the situation of Europe 
and o~her eontments. Europe suffered in the years immediately 
followmg the war both from the destruction of her industrial 
equipment and labour force and from unstable conditions Her 
produc~ion di~ not reach the pre-war level until 1925. O~eania 
and Asm had mcreased their production between 1913 and 1925 
by abou.t a fi!th, North America by a quarter and South America 
and Afnca sbll more. E':ery continent, except Europe, produced 
more pe.r h~ad of population: The centre of gravity of the world's 
econom1c !1fe seemed to sh1ft westwards. This is illustrated in 
the followmg table : 

\Shown in detail in the M d · · 
Nations) ; five editions pubiishe~"/~'~;2~~9;~, Productwn and Trade (League of 
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Table I. Indices of Production and Trade, 1925. 
(1913 = 100) 

. Population 
Production 1 Quantum 

A 8 of Trade 

Europe. . . . . . . . • . 101 102 103 . 91 
North America . . • • . . 119. 126 127 139 
Rest of World • • . . . . 106 124 130 126 
World • • . . • • . . . . 106 116 118 107 

. . 
· The volume of world trade had increased less than production ; 
!n ot~er wor~s, a smaller percentage of goods produced entert>d, 
mto mternabonal trade than before the war. Moreover, while 
Europe's production of these crude products exceeded the 1913 
level in 1925, her total trade was 9 per cent, and her exporta 
were 14 per cent, below the pre-war level. 

The year 1925 marks in some respects a turning-point in 
post-war economic developments. Europe's production probably 
reached the pre-war level in this year ; and the quantum of 
world trade was for the first time greater than in 1913. In 
general, economic conditions, in their effect on production, trade 
and finance, had become far more stable. The adiustment which 
bad taken place laid the foundation for a stnking economic 
progress in the quinquennium 1925-1929, whlch is illustrated 
by the chart on the following page (Chart 1). While the 
population of the world increased at an average annual rate of 
about 1 per cent, its aggregate production of crude products 
increased by 2.6 per cent, and its total trade by 4.4 per cent. 

The main impetus to economic activity after 1925 came from 
an extraordinary advance in industrial technique and manage
ment - " rationalisation " in a~icq)ture as well as in the 
manufacturing industries. Equally uiiportant, perhaps, was the 
improvement in the means of commumcation and transit due to 
the increased use of motor-vehicles and electricity. Finally, almost 
all countries gradually stabilised their currencies ; and interna
tional lending on a commercial basis reached large dimensions. 

This progress wali of course far from being either general or 
uniform. It was much more vigorous in Europe than in other 
continents. The aggregate production of crude products in 
Europe advanced by nearly 4 y2 per cent per annum, while the 

1 Foo4stu1Js and raw materlall : 
A. Weighted according to 1928 values. 
B. Weighted according to 1913 values. 



Chart 1. 
GENERAL INDICES ·oF PRODUCTION OF FooDsTUFFS AND 
RAW MATERIALS, BY PRINCIPAL CoNTINENTAL GROUPs. 

(Base 1925 = 100.) 
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average annual increase in all other continents taken togt'lht•r 
was less than 2 Y. per cent. Even these figures understate the 
case ; for, in the basic year 1925, the European harvests~· 
happened to be exceptionally good. Thus, by 1929 Europe 
had recovered the ground lost in preceding years and the 
pre-war equilibrium between Europe and the rest of the world 
had been very largely restored. 

The rising figures for other continental groups represt•nt 
normal advance rather than recovery. The peak of productive 
activity was reached in 1928 in North and Latin Ann•rica and 
also in Oceania, their levels being respectiVl'ly 7, 11 and 
15 per cent above 1925. In America, the drop in 1929 was entirt•ly 
due to unfavourable harvests ; the production of raw mute
rials continued to advance even in that year. The nd incrrase 
in North America, where a comparatively high level of production 
was reached by 1925, was less in the quinqut•nnium ending 1929 
than .in other continents. 

The tendency, noted above, for the production of foodstuiTs 
to lag behind the output of industrial raw materials persistrd, 
The average annual advance over the period under review wa~ 
only 1.2 per cent, whereas the production of raw materials 
advanced continuously at the rate of 4.7 per cent per annum. 
Thus it is the output of industrial raw materials whkh accounts 
for the great progress made in these years. 

Such statistical information as is available suggt•sts that the 
manufacturing industries progressed more rapid!?' than the 
production of raw materials during the period 192a-1929. The,.· 
available indices of production are given bt•low 1• Thl'y are 
compiled by varying methods and are not strictly comparable 
as between the different countries. 

Table I I. - National Indices of Industrial Production. 
(Base: 1925 = 100). 

Countries 1 1926 1 1927 1 1928 19'l9 

France. . . . . 0 . . . . 116 102 119 130 
Germany 0 0 . . . . 0 v95 120 120 122 
Poland . . . . . . . 98 123 138 138 
Sweden . . . . . 0 0 . 0 103 108 JOt 127 
United Kingdom . 0 . . . v 71 111 105 113 
u.s. s. R. 0 . . 0 0 0 0 " 139 164 198 223 
Canada. . 0 . . . . . 117 12.') 138 154 . . 
United States 0 0 . 0 0 . -.,'104 102 107 114 

1 For sources and details, see the Slalistir-al )·tar-Book of fht Lt>a~ut of NalionJ, 
1930-31 and the Momorandum on Production and Tradt, tn;,..t!r~V 30. 

2 
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The/rogress recorded in the ye:'-rs und~r review was chiefly 
confine to industries manufactunng c~p1tal goods and con

. sumption goods of a new kind and of a higher grade. 
The remarkable growth in the output of iron ~y some 2.8 

per cent and of steel by about 3~ per cent r~flect~ VIgorous acti
vity in all the mechanical industnes. Th~ engmeenng trades, both 
mechanical and electrical, increased their output by over a half. 
The manufacture of motor-cars rose by 29 per cent and the 
number of ships launched incr_eased nearly as much, :'-lthough 
the shipyards of certain countnes were not fully occupied. The 
rapid technological change is illustrated by the fact that motor
ships accounted for 44 per cent of the total tonnage launched 
in 1929 as compared with 14 per cent in 1923. · · · 

. The great increase in the motor-car i~dustry ·gave. a 
powerful stimulus to the rubber manufacturmg trade, which 
increased its output by 40 per cent. The output of heavy chemicals 
advanced by at least a third. The advance in the tim}ler as 
well as the paper and printing, industries, although smaller, was 
still considerable - about a quarter. 

Far-reaching changes took place in the technique of heating 
and generating power. These were detrimental to the coal 
trade. In no other major industry was so little progress made 
before 1928; the increase of 6 per cent in the output of coal 
and lignite in 1929 was quite exceptional and larger than in 
the five preceding years taken together. The production of 
crude petroleum increased between 1925 and 1929 by 39 per 
cent, but this uninterrupted advance was excessive and the 
stocks in the United States reached unprecedented figures. 
The growth in the production ef electrical energy was still greater : 
the advance may be estimated at some 50 per cent in four years. 

The textile industry, as a whole, as well as the leather and 
~oot-a~d-shoe indus~ry presents a striking contrast to the heavy 
mdustr1es. A plentiful supply of raw materials at falling prices 
was counterbalanced by a contraction in the demand for finished 
products. The net advance in the output of textile raw materials 
~rom 1925 to 1929 was .only 8 per cent; and even this rate of 
mcrease p~oved too rap1~. Its chief branch - cotton spinning 
and weavmg - made little progress.· The leading European 
exporters ?f co~ton go~ds _were adversely affected by the expansion 
of competmg mdustr1es m overseas countries - particularly in 
Japa~ - 'llnd, later, by the reduced purchasing power of South 
Amer1ca and t_he Far East. The woollen and worsted trades 
coul~ not contmue to absorb the growing supplies of raw wool 
commg on to the market and the development of the industry 
was arrested. The flax and hemp trades were unable to maintain 
the level of 1925. · 



-19-

The silk industry, on the other hand, showed considerable 
activity and the artificial silk industry continued to gain ground 
from the older textile trades. Indeed, the output of artificial 
silk increased between 1925 and 1929 by some 133 per cent. 
Its relative importance in the whole group of textile industries 
is still, however, small. 

International trade increased more rapidly in 1925-1929 
than in 1923-1925; and, as contrasted with preceding years, 
the increase in world trade (19 %) outran the increase in pro
duction (11 %). Europe, with an increase of no less than 22 per 
cent, regained her pre-war position. As prosperity increased, 
the demand for foreign products and particularly for industrial 
goods rose. Above all, the trade 10 manufactured articles 
underwent a remarkable expansion. The re-organisation of 
industry in Europe and industrial development in other parts 
of the world caused considerable capital movements, especially 
in 1927 and 1928, and these, in tum, provided a great stimulus v. 

to international trade. In spite of restrictions on the supply 
in a number of countries which normally export capital, and 
a heavy fall in prices, there was a further increase in international 
trade 10 1929. 

B. CHANGES IN DEMAND. 

During the period under consideration, profound changes 
in the structure of demand were taking place and were calling 
to an exceptional degree for a corresponding adaptation in the 
productive system. Slow changes in tastes and habits are no 
new phenomena, and in the past - more especially in periods 
of prosperity - new demands have arisen and the relative 
strength of old demands has shifted. But the intensity of 
certain of the recent changes has been peculiar. This is partly 
due to the influence of certain new commodities like the motor-car 
on conditions of life, but mainly it is the result of the unprecedcn· 
ted increase of productive activity il\ many parts of the world, 
bringing in its train an unprecedented increase in income. In 
certain countries, State education and social insurance - against 
unemployment, sickness, and old age - have had the effect of 
diverting a part of national income from investment to con
sumption. Again, the proportion of persons gainfully employed • 
has been rising. In many parts of the world the striking fall 
in the ratio of children to total population and the increased 
employment of women in industry has led to a larger growth 
in family incomes than is shown by statistics of wages and 

. incomes per head. And, if the first of these factors has affected 
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more especially the well-to-do classes of society, the influence 
of the second has been largely confined to the wage-earn~rs, 
whose changing standards of living have been largely responsible 
for the changes in relative total demands. . . 

The change in the age-distribution has been most pronounce? 
in Europe. In Germany, children under. 15 years of age consti
tuted 34 per cent of total population m 1910 and only 2~.8 
per cent m 1925. In. England and ~ales, the c~rresp~mdmg 
percentage was 30.7 in 1911 and 27.8 m 1921 and IS estimated 
to have dropped to 25 by the middl~ of 1.92~. In .many ot~er 
European countries - and more especially m m~u~trml countries 
-a similar tendency may be observed. Such d1stmct movement 
cannot be observed for other continents from the results of the 
1910-11 and 1920-21 censuses; but from the. annual figures 
for births and deaths in the last decade it may be safely inferred 
that, in North America and Oceania at all events, a similar 
process has begun. 

Thus, income available for expenditure on objects other 
than the primary necessities of life has been growing rapidly. 
Taste and leisure have been indulged and the offer of novel 
products, which enhance the comforts and amenities of life, 
has met with a ready response on the part of the consumer. The 
diet of the Western countries is becoming lighter and more 
varied, more expensive, more adapted to the needs of a society 
in which manual labour is diminishing in importance. There 
has been a relative decline in the world consumption o( cereals 
and a heavy growth in that of fruit, dairy products and some 
of the " colonial goods ·~. Cotton and wool have been giving 
place to silk and artificial silk. Lighter and finer clothing is 
now required. Motor-cars, wireless sets, gramophones, electric 
appliances of all sorts, creating and satisfying new demands, have 
gradually permeated the world's markets .. 

But such generalisations as these naturally require many 
qualifications. In countries in which Western .customs do not 
prevail or in which the conditions mentioned above have been 
who!ly or largely ~bsent, ipd~cations of change are either incon
clusive or elst~ pomt to a different movement. The conclusions 
~et for~h above do. not apply to the years of reconstruction 
llllmcdl8tely followmg the war. In certain countries - Ger-

. ma.ny, · Austri~ . - in which a large proportion of the popu
lahon was liVIng ~nder starvation conditions at the end 
of the ~ar,, economic recovery was at first accompanied by a 
heavy 1'\Se m the dema~d for the prime necessities of life. But 
later the d~velOJlment m these countries seems to have betn in 
the same_ dn~ctlon as el~ewhere in Europe. The changes have 
not been umyersal. Shifts in the relative demand for certain · 
foodstuffs Which profoundly modified the condition of various 
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branches of agriculture did not obtain over a large part of the 
globe. 

What is of importance, however, is not that demand failed 
to change uniformly in all countries, whatever conditions prevailed, 
but that broadly similar conditions in a large number of countrirs 
did lead to certain extraordinarily uniform changes in consumption 
and that these changes were calling for a constant re-adaptation 
of the world's productive system . 

• • • 
Total food consumption per head is highly inelastic. In 

the United States and the United Kingdom, the average con
sumption of food per head, by weight and by calory, was very 
little higher three or four years ago than in the years bt•fore 
the war. When physiological needs for food have been fully 
satisfied, not more food but a greater variety and finrr qualitil'S 
of food are required. But habits of diet altrr slowly and the 
changes in relative demand for different foodstuffs noticeable 
since the war had, to a considerable extent, begun to op"rat" 
long before. Secular movements, in many countries checked 
or arrested by the war, resumed their normal course or were 
accelerated. This is particularly true of wheat. In the United 
States, the per capita consumption of wheat flour has long been 
declining, as the following figures show 1 : 

Wheat-flour consumption 
per head in the U.S.A. 

1889 1899 1909 1919 1929 

(in lbs). . • • . • • 223.9 222.2 209.7 195.4 175.2 

It is estimated 1 that the consumption of wheat per head 
(excluding quantities necessary for sowing) in the world as a 
whole fell about 4 per cent from the last years before the war 
to the period 1925-1930. The increased consumption of bread 
in certain Asiatic and African countries, and the gradual subs
titution of wheat for rye bread in many parts of Central and 
Eastern Europe, have been more than offset by the very striking 
fall in Western Europe, Oceania and the American continent. 

Some of the major changes in the position of other foodstuffs 
may also be briefly indicated. The world production of meal 
was by 1927 over 15 per cent and by 1928 over 20 per cent 
above the 1913 level. World population had risen by 
about 10 per cent in the same period. The consumption of 

'Figures published by the United States O.,partment of Commerce. 
• League of I\Oalions: R<port of the Economic Commill<t on the Agricultural 

CrisiJ, 1931. 
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meat has of course not increased unifor~ly in all ?ountri_es. 
In the United States, something approachmg saturation po~nt 
appears to have been reached, for there was a steady dechl?-e 
per capita between 1924 and 1928. On the oth~r hand, m cert~m 
E11ropean countries, where meat consumption was hea:niy 
reduced during and immediately after the war, there has smce 
been a rapid return to approximately the old demand. In 
Switzerland, for example, meat consumption per head fell from 
42 kilos in 1913 to 25 in 1921. It rose uninterruptedly to 41 
kilos per head in 1929. This factor- the return to old habits 
of consumption after the war - has been of considerable 
importance. The huge increase in German imports of coffee and 

. cocoa after 1920 was obviously of a different order from the 
corresponding increase in demand in the United States. It 
gaye no necessary indication of a long-time trend in the change 
of demand. 

For the United Kingdom, detailed figures are available which 
show the changes in consumption per head from 1913 to 1928. 
The increase for animal foods is striking. Fruits, tea and tobacco 
were also consumed in much larger quantity than before the 
war, while the consumption of beer declined almost to half 
!ts _ pr.e:war figure. For potatoes and sugar the change was 
ms1gmficant. · 

Table III.- Home Consumption per Head in the United Kingdom, I · 

(Lbs.) 

Butter . ·. 
Margarine 
Cheese . 
Coffee . . . . 
Eggs (number) 
Dried Fruit • 

1913 1928 

9.9 
3.7 
5.5 
0.6 

56 
4.8 

14.6 
2.7 
7.3 
0.77 

69 
6.1 

Beef . • . . . 
Bacon and ham 
Tea . . • . 
Tobacco •. 
Beer tgallons) 

1913 1928 

22.2 
13.7 
6.7 
2.1 

27.9 

33.1 
23.1 
9.2 
3.1 

16.2 

. The scanty i~fo!ffiation available for other countries gives 
evi~ence of a s1mllar tendency.· Th~ consumption of milk," 
fru!t and vegetables seems to have nsen continuously in the 
Umted States . 

. Contrary to ~he development in the United Kingdom mar
garme consumption set;ms to be growing in certain cou~tries, 
as shown by the followmg figures : 

1 1' Sla/isli<al Abslrarl for the United Kingdom In 1913, Including Ireland-, 
n 928, only Including Northern Ireland. . 
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U. S, A. (lbs). • 
Denmark (kgs) • 
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Consumption of Margarine. 

. . . . . . . 
1913 

1.45 
15.6 

1926 

2.12 
20.7 

1928 

2.46 
22.0 

.It i~ worth noticing t~at t~e rise in the consumption of mar
garme m. De.nmark and Its h•gh level have been accompanied 
by a dechne 10 the consumption of butter, in spite of a consider
able improvement in the standard of living. 
. The market for coffee has expanded comparatively slowly 

smce the war. On the other hand, the world consumption of 
sugar has risen dramatically by 70 per Cl·nt bl•lWt•en 19:..'0-21 
and 1928-29. There was a rise in per capita consumption in 
almost all countries - 17 per cent in Denmark between 1923 
and 1928, nearly 20 per cent in the United States between 1919 
and 1927. The consumption of cocoa has also been growin~. 
Imports of crude cocoa into the United States rose from 6.1,300 
metric tons in 1910-14 to 156,000 in 1922 and 230,000 in 1929. 
The habit of eating and drinking chocolate has, of course, 
been enormously extended. 

In many parts of the world - especially in America and 
Western Europe- there has been a pronounced shift in demand 
away from those foodstuffs which require much preparation at 
home. Canned products, ready-cooked meats and vegetables 
are being eaten far more even than ten years ago. 

An examination of the demand for industrial products shows 
that it is the huge growth in the consumption of these products 
generally, and not changes in the relative demand for various 
kinds, which is most striking. Rising incomes mean that a decli
ning percentage is spent on food and an increasing proportion 
on other commodities. Moreover, habits of consumption have 
been revolutionised by the introduction of certain recent inventions 
- motor-cars, the aeroplane, wireless, gramophones, cinemas, 
etc. This revolution, which has affected to a greater or less 
extent all classes of society in all parts of the world, is one of the 
outstanding phenomena in the social history of the decade 
preceding the present depression. Only some very brief indica
tions of the growth in the demand for these new industrial products 
can be given here. 

Motor-cars, excluding lorries, registered in the United States 
rose between 1919 and 1928 from about 7 to 21.4 millions and in 
the United Kingdom from 260,000 to 998,000. The total number 
of cars in the continent of Africa rose from 189,000 at the end of 
1926 to 347,000 at the end of 1929. In Asia, the corresponding 
relative increase was almost identical. In the United States, 
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there were 60,000 wireless sets in ~se. at ~he beginning of 1922 
and 7,500,000 six years later ; a s1m!lar .mcrease .has occurred 
In other countries as seen from the followmg t.able • _ ... 

Table v.- Number of Radio · Sels.1 

(OOO's omitted) 

Germany . 
Great Britain 
Italy . • 
Russia .. 
Australia . 
Japan .. 

• • 

1924 

500 
1,100 

65 
5 

1927 

2,000 
2,500 

41 
200 
260 
258 

May 1931 

3,822 
3,734 

192 
554 
329 
730 

The construction of residential buildings, meeting the demand 
for bathrooms and modern household appliances, has been 
proceeding apace. The value of electrical household appliances 
produced in the United States in 1914 was less than $3,500,000._ 
By 1927 it had risen to $77,500,000. · · 

Amusements, intellectual and other, and sport absorb more 
and more of the time and money of the community and a number 
of industries - manufacturing articles of sport, publishing, 
building, the cinema - have prospered greatly thereby. North
American and European films have penetrated to all parts of 
the world. 

Almost all consumers' industries have felt the influence of 
increased demand in the period under consideration; but there 
have been certain important exceptions. The staple textiles have 
·been seriously depressed ; cotton and wool have lost ground to 
silk and artificial silk. In the cotton and wool industries, those 
sections which produce medium- and cheap-quality goods have 
been the most seriously affected. The relative development of 
the production of these industries has been briefly touched 
upon in the last section. 
. While the consumption of cigarettes has increased enormously 
m al~ parts of the world, the demand for cigars and pipe tobacco 
has m general declined. The production of cigarettes increased 
by 50 per cent in the United States between 1919 and 1925 
t~at. of cigars and pipe tobacco fellS and 13 per cent respectively. 
Snmlar charges are recorded elsewhere. 

The abov~ observations on the changes in demand in the 
post-war penod lead to the conclusion that not only were 

1 
Source: Union inlernoliono/e de Radio-diflusion Geneva Nearest census or estimate. ' · 
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the changes very considerable, but a large part of the nrw dt'mand 
was much less stable than the old. The satisfaction of more 
secondary needs had come to play a much larger role than bdore 
the war, and the charactrr of these nrrds and the goods an.d 
services required to satisfy them are likely to shift more easily. 
Hence, the task of balancing consumption and productive 
capacity would appear to have been more difficult than bdore 
the war ; and it is probable that some maladjustments from 
this source existed in 1928 and 1929 (compare Chapter II). 

c. FINA!IICIAL CONDITIONS. 

1. Monetary Systems and Capital Markets. 

After the war, the currency systems of the world were st•riously 
disorganised and unable to stand the severe strain n~sulting 
from the financial difficulties which prevailt•d during the 
first years of peace. Hence, price levels and exchange rates 
fluctuated violently everywhere. A very serious decline in 
wholesale prices in 1920-21, which appears to have started in 
Japan, spread to all those countries which were trying to maintain "' 
a more or less fixed exchange rate on the dollar. In other coun
tries, a continuous policy of inflation was pursued and the value 
of their currencies in terms of dollars declined rapidly. Finland 
alone chose an intermediate policy of maintaining a relative 
stability in internal purchasing power while abandoning 
the stability of the currency in terms of foreign exchange. Its 
wholesale price level has remained almost unchanged since 1 no. 

Gradually, however, conditions became more settled. Ex
change fluctuations. became less violent, as is shown in the follow
ing table which shows in how many of the thirty-six countries 
considered the difference between the lowest and highest quota
tion of the dollar was not over 10 or 20 per cent of the lowest 
quotation : 

Table V ]. -Fluctuations of the Dollar Excharrge.1 

Year Not onr Not over 
10 per cent 20 per cent 

1921 1 country 6 countries 
1922 'g countries 15 • 
1923 11 • 15 • 
1924 12 • 22 • 
1925 21 • 26 • 

• Source: Memorandum on Currtn<!l and Central Banks, 1913-192~ and 11113-192';. 
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After 1922, the dollar exchange was kept relatively stable in 
several countries, and two years later the gold stand~rd was 
introduced in Sweden and the gold exchange standard m some 
other countries. A large number of others followed the example 
of the United Kingdom in 1925 and return~d to the &old. standa_rd, 
or carried out a de facto stabilisation of their currenCies m relation 
to gold. · d h 

In Central Europe, inflation had proceede mu~ more 
rapidly than elsewhere. Jn some of . these countries, the 
currencies had lost practically aU their value. The whole 
of their economic life was dominated by this fact. Thus any 
re-organisation of their monetary systems 'Yas extremely difficul!. 
With the assistance of the League of NatiOns such a re-orgam
sation was, however, carried out successfully in Austria as 
early as 1922, and in Hungary in 1924. The stabilisation of 
the German currency in 1923-24 was accompanied by the 
drawing-up of a plan - the Dawes Plan - for a reparation 
settlement. An international loan of 800 million marks, floated 
successfully in the autumn of 1924 on the basis of the plan, 
was an outstanding event in post-war financial progress. 

After 1925, currencies were kept fairly stable, even in coun
tries where the currency had not been legally stabilised on 
gold. But in Belgium, France and Poland inflation continued, 
and the currency depreciated. Here also the next two years 
saw a re-organisation of the monetary systems, following upon 
drastic financial reforms which turned deficits in the public 
finances into surpluses and thus reduced the Governmental 
demand for advances from central banks. France and Belgium 
chose to return to the gold standard ·on a basis which did not 
make a deflation of their domestic prices necessary. Their indus
tries thus escaped the hardships of deflation, whereas industries in 
Italy, Denmark and Norway had once more to face the difficulties 
which they had encountered during the period of deflation in 
1920-21. The various ways in which the return to the gold 
standard was carried out exercised considerable influence in 
subsequent years upon the economic life of the countries concerned. 
As the most important South-American countries stabilised 
their currencies at about the same time as France the great 
majority of the world's .monetary systems had been 'restored to 
order by 1~28. Eve.n m countries like Spain, where a paper 
stn.ndnrd . still ~reva1le~, that year marked a comparatively 
qUiet penod, Without Important currency disturbances. . 

,One .noticeable fa~tor in post-war monetary development, 
winch Will b~ dealt w1th l~ter, was that gold was almost conti
nuously flowmg to the Umted States. Here again, however, the 
years 1927 and 1928 brought more normal conditions; during 
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thirt~en month~ of these years considerable amounts of the surplus 
gold m the Uruted States moved to other countries. 

In most countries the re-organisation of monetary systems 
went hand in hand with a consolidation of the capital markets. 
As State budgets came to be balanced, one important source 
of demand for credit disappeared and rates of interest tended 
downwards. This tendency was more pronounced for short
term rates than for long-term rates. Compared with pre-war 
times, the supply of short-term credit was apparently increasing 
!'lore rapidly than the supply of funds available for long-term 
mvestments. 

It is probable that the need for short-term banking credits 
for the financing of trade and production was smaller than. 
before the war. Manufacturers keep smaller stocks of raw 
materials, and traders of finished goods. A more rapid turnover 
of operating capital has been achieved in manufacture by improved 
technique. Sales on credit by producers to traders, among 
traders themselves and by traders to retailers were less popular. 
Instalment selling, which grew in favour, was largl'ly linanced 
not through direct bank credits but by special financial companil'S 
through the sale of finance paper. Mergers, combines and chain 
stores eliminated small firms, replacing them by large corpora
tions. These preferred the more permanent method of raising 
money on bonds and stocks in order to finance their busines~. 

On the other hand, the demand for long-term credit was 
considerably higher. This was due to extensive borrowing by 
Governments and to a serious need for capital investment in 
order to repair the devastations of the war and to finance new 
inventions. Thus, for intance, the general spread of motor-cars 
called for new and more expensive roads and the so-callctl 
" rationalisation " movement demanded a larger permanent 
capital for the equipment of plants. 

This intensive demand encountered less readiness on the part 
of lenders to supply capital for long-term investment. L'lck 
of confidence in the stability of currencies, reluctance to accept 
a lower interest rate than that to which they had grown accus
tomed, unfortunate experiences of loans lost abroad, and other 
factors contributed to this attitude. As a result, long-term capital 
was scarce and rates were higher than they had been for many 
years before 1913. 

These conditions naturally influenced the credit policy of 
private banks. In many countries long-term credits grew in 
relative importance and time deposits tended to increase more 
than sight deposits. . . 

The high interest rates for long-term loans d1d not senously 
handicap those enterprises which were able to procure funds by 
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issuing shares, the ptices of whi~h showed. lJ strong tendency to 
rise, as will be seen in the followmg table • 

Table VII. _ Index Numbers of Industrial Shares. 1 

Germany Swlt zerland United United 
Kingdom States Yearly average 1924·1926 Nominal=100 1924 = 100 1926 = 100 - 100 

1924 .... 101 124 100 70 
1925 ...• 93 138 109 88 
1926 .... 106 167 115 100 
1927 .... 154 201 124 118 
192R .... 142 247 142 154 
1929 .... 126 236 139 189 

The growth of speculation had some disquieting aspects. 
But, on the whole, the period up to 1928 restored. J?Onetary 
systems and capital markets to a more normal condition. 

In view of their unfortunate effect upon the present depres
sion, it is necessary to describe. the changes in international 
capital movements after the war rather more fully than the 
subjects hitherto treated.· A short analysis of the pre-war 
situation will afford a background. 

During the half-century before the war, international move
ments of capital expanded very rapidly. A continuous flow 
of long-term capital from Western Europe to the rest of the 
world took place, though not of course without heavy fluctuations 
from year to year. It has been estimated that by 1914 the total 
capital investments of Great Britain amounted to $18,000 million ; 
the net foreign assets of France amounted to almost half that 
figure ($8,700 million), while the corresponding German figure 
was $5,600 million·. It is not too much to say that the building-up 
of modern industry and transport in most of the important 
areas outsid~ Europe was made with the help of European capital 
and could not have been done with anything like the same speed 
wit.hout it. This ~old~ true also of the development of the 
Umted St!lt~s, wh1ch m 1914. had borrowed something like 
$5,!)00 m1lhon abroa.d. Considerable exports of American 
cnp1tal to other countries had brought the total foreign assets of 
th1s count~y up to more than $2,000 million ; thus the net debit 
of the Umted States amounted to something like $3,000 million. 

'Source: Slallslical Ytar-Book of lht Ltagut of Nations, 193()-31. 



-29-

The manufacturing industries of the lending nations had adapted 
themselves to these conditions of a continuous outllow of capital, 
an~ had built up a capacity for producing manufactured goods 
which could only be sold in sufficient quantities as long as the 
export of capital continued. In exchange for some of these 
manufactured commodities, foodstufTs and raw materials were 
im~orted, the production of which had become possible largely 
owmg to new transport facilities having been created with the 
help of European capital. 

Short-term capital movements were difTerent in character. 
There was no regular flow from Western Europe to the rest of 
the world. On the contrary, these movements went backwards 
and forwards as conditions changed ; they acted as a kind of 
" compensation balance " in international economic relations. 
Short-term capital was also used to fmance international trade 
from London, the monetary centre of the world. Although 
the total capital employed in this way was considerable, it 
was small compared with the amounts involved in the long-tt•rm 
movements. 

The war changed all this. Europe sold most of its American 
securities back to the United States and contracted new loans 
on a large scale. Russian bonds became valueless. Tht·~e 
and other factors reduced the foreign assets of Europt•an lending 
nations and turned the United States from a borrowing into a 
capital-exporting country. In 1920, its net foreign assets, exrlu!l
ing the Inter-Allied debts, reached the level of about $6,000 
million. British foreign assets had been reduced by a fourth, the 
French had fallen by more than half : in 1920 France was 
still a capital-importing country. The larger part of the German 
foreign investments had been sold or lost during the war and 
through the Peace Treaties. 

Great Britain quickly resumed her position as an international 
lender on a large scale, and the United States continued to 
invest large sums abroad, chiefly, however, outside Europe. 
As monetary and political instability was unfavourable to the 
issue of long-term loans, the most urgent needs of the majority 
of European countries were met largely by short-term credits. 
Certain countries exporting primary products in Latin America, 
Asia and Oceania were more successful in borrowing on long 
term. The new capital issues floated in the United States for 
the account of Latin America rose from S31 million in 1913 to 
$230 million in 1921 and $224 million in 1922. In the following 
years, however, prices of foodstufTs and raw materials 
gradually rose in comparison with prices of manufactured 
goods, and countries exporting these products were able 
to reduce their demand for credit to some extent. Thus 
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more capital became available for other _borr~wing countries. 
Moreover, France had begun to expo~ capital m 1921. Nev~r
thcless, several of the countries sulTermg ll}ost frol!l the scarcity 
of capital were still excluded. from the mt~~abonal markets 
for funded capital owing to their unstable pohbcal and monetary 
situation. They were forced to continue borrowing on short 
term. On the whole, however, the years after ~920 saw . a 
considerable expansion of capital movements which were, m 
general, different from those which took place before the war. 

When the German reparation problem had been settled with 
the Dawes plan in 1924, a new period off~rther expansion o~ened. 
The Dawes Joan was the first of a senes of large bond Issues· 

( whereby Germany absorbed more foreign capital than any other 
country during the next four years, and from being - apart 
from her reparation liabilities - a creditor country, became, 
in 1929, the most heavily indebted country in the world after 
Canada. . 

Several countries other than Germany, which had previously 
been to a large extent excluded from the international capital 
market, went through a similar experience after the stabilisation 
of their currencies. Up to and including 1924, the bulk of new 
loans floated in the United States for European account was 
rai.sed by capital-exporting countries which were re-lending, 
chwfly on short term, to countries which were unable to raise 
long~term loans. As the following comparative table shows, 
the Issues on the New York market which were taken over by 
the United Kingdom, France, Belgium, the Netherlands Sweden 
and Switzerland, were lower, absolutely as well as r~latively 
than the total European issues after 1924. ' 

Table VI II. - Distrib~tion of European Issues in the United 
States of America. 

$ (OOO,OOO's) 

Issues lor the account of 1921-1924 1925-1928 

A. Europe ....... 1003 2289 
B. Capital-exporting· 

European countries . .. . 621 258 
C. B as percentage of A .. 62 11 

Even during the latter part of the period under review, 
however, certain countries in Europe, among them Poland, 
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Roumania, Yugoslavia and Bulgaria, could only borrow to a 
very limited extent on foreign bond markets. 

Another interesting change in the capital movemt•nts of 
these years deserves mention. During the period 1920-1925, 
the vast majority of the new capital issues for European account 
went to Governments and municipalities, whereas from 1925 
onwards issues for industrial enterprises became increasingly im
portant. Foreign capital was thus being employed to a greater 
extent than in previous years directly for the developmt·nt 
of industrial production. 

Table IX.- Net Export of Capilall923-1929. 

$ (OOO,OOO's). 

U.S.A. u. K.' I 

1923 ..... 130 700 -
1924 ..... 5311 3SO -
1925 ..... 5~6 261 -
1926 ..... 92 -29 -
1927 ..... 517 4112 50-I 
1928 ..... 1,036 667 235 
1929 ..... 233 672 -29 

Total . . 2>,X72 3,133 -

Canada ' 

41 
107 
277 
173 
51 

164 
-S7• 

729 

Information about the magnitude of capital movements 
is unfortunately scanty and somewhat inaccurate. The pre
ceding and following table give estimates for net exports and 
imports of long- and short-term transactions for countries 
showing the largest movements. The United States and the 
United Kingdom invested abroad approximately the same sum 
during this period-somewhat more than $3,000 million. Germany 
and Australia were the leading borrowers. . 

a Indirect estimates, calculated on the basis of figures relating to merchandise, 
gold and services. 

• The figures exclude Government capital tran~act ion.!. 
• The figures exclude amortisation of Jnter·Ailird debts. 
• Net import of capital. 
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Table X. - Net Imports of Capital 1923-1929. 
S (OOO,OOO's) 

Japan /Australia • •/ Argentine •I Germany • 

1923 - 187 32. -. . . . 
220 } 421 1924 . . . . 226 85 5 

1925 74 110 866 . . . 
1926 . . . 128 170 31 169 

134 1,090 1927 . . - 257 
1928 . . . 54 193 131 1,017 
1929 . . . -25' 166 38 567 

.- 1,303 451 4,130 

One important aspect of capital movements in ~hese years 
is that not only short-term, but also long-term, caprtal moved 
in cross-currents. The same country would both import and export 
large sums. Available figures, however, exaggerate the amounts 
invested by other countries in the lending countries. The move
ments of securities backwards and forwards are responsible 
for the high capital import figures in these countries 8• 

Some impression of the geographical distribution of the British 
and American "foreign issues" can be obtained from Tables I-III 
in the Appendix. According to the figures there shown, the 
European share of the United States and British issues for foreign 
account fell from 46 per cent in 1925 to 39 per cent in 1928. 

These international capital movements helped to reduce the 
discrepancies between interest· rates in different countries. The 
price of long-term capital in most countries fell, but the decrease 
was as a rule less pronounced for lending than for borrowing coun
tries, in which rates were on higher level. A contraction of 
the spread between short-term money rates took place simulta
~eously. Durin~ 1926, 1927 and the early part of 1928, they fell 
m most borrowr~g countries. In lending countries, other than . 
Fran~~ and Belg~um, where rates were dominated by currency 
condrtlons, rates mcreased slightly. 

' Indirect estimates calculated on the basis of figures concerning merchandise 
gold and services. ' 

• Economic years July 1st-June 30th. 
• Economic years October 1st-September 30th · The first year Is October 1922-September 1923. ' 
• Net exports of capital. 
: ~veraRe lor \he two years 1923-24 and \924-25. 

192i~i':2e:·~.l~·d~emorondwn on lnlernalional Trade and Balance$ of Payments, 



This movement in the direction of an intrrnationalt•qualisatiun 
of money rates came to an end in most countril's towards the 
middle of 1928 - that is, at the begi1u1ing of the boom in the 
United States which culminated one year later. (Sl't' tahle in 
Chapter V- C.) In the case of Germany and Austria, the fall in 
money rates had been arrested earlier and an upward movenwnt 
had begun. It was followed later in the yrar by a sonJt~what 
smaller increase in other European rates, and indt•t•d those of 
all Central and Eastern European countries. t.g., in the t:nitt•d 
Kingdom, the Netherlands and France. A rractinn tonk plare 
in most countries early in 1928, but German and Austrian rall-s 
remained - and have since remained - far above those of the 
lending countries. The German minimum open-market rate, 
which during the first quarter of 1927 coincided with the British, 
was about 1% per cent higher during the last quarter ; one year 
later the discrepancy had risen to 2 per cent. 

The price of long-term capital in Germany was u!Tt•c!t•d 
in the same way as money rates. Quotations of bonds of nearly 
all other countries, borrowing as well as lending, rose in 1 !)27 
and reached a peak in 1928 (that is, actual bond yil'lds Wt>re 
at a minimum) ; but in Germany the maximum bond prices 
and the minimum yields were reached about one year earlier. 

Table XI. - Actual Percentage Yields of Certain Bunds. 

Germany I U. S. A. I U.K. j Roumonla 

~li>c. bond•l60 prime I Comolsl Govern. 
8%and leu bonds 2 Ys ~o bonds 

Dec. 1926 . . . . . . . . 7.6 4.6 4.6 12.4 
Feb. 1927 . . . . . . . . - 4.5 4.6 11.4 
1\Iay 1927 . . . . . . . . 7.0 4.5 4.6 9.1 
Dec. 1927 . . . . . . . . 7.7· 4.4 4.5 9.8 
June 1928 . . . . . . . 7.9 4.5 4.5 7.5 
Dec. 1928 . . . . . . . . 8.0 4.6 4.5 8.5 
June 1929 .. . 8.3 4.7 4.6 9.3 . . . . . . 

The causes of the increasing scarcity of capital in Germany at 
this early date are not ve!'Y clea~. Certain factors which te.n~lcd 
to reduce the inflow of fore1gn cap1tal appear to have been dec1s1ve. 
In the first half of 1927, the German loans floated abroad were 
greatly reduced partly owing to the fact that the exemption of 
such loans from the 10 %tax on the yield of capital was withdrawn 
from December 1926 to June 1927. Moreover, certain financia~ 

3 
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cirrks were coming to the conclusion. that some German borrowings 

I I \,. 'I'L' !Jt'I.Il" tised unJJroduetively and that publtc expt•n-:1 1roa< ·~ l . M • · • 

diture was not sufficiently restncted. . 
Another farlor which undouhledly had a direct effect upon 

lhc supply of capital in GernW!'Y and, particular!;: towards 
the end of the period under review, Ill .other countnes was .a 
rhange in the charaetcr of French cap1t~ll exports and their 
suhseqtwnt dcclinL'. For many years prevwys to , 192? Franc.e 
exported a very considerahle amount of capital. No, chrrct esti
mates arc avaii:J!Jie, hut the surpl~Is on account of fq·ench tn!de 
in goods and services, .together with reparatiOn ~ecc1pts dur~ng 
HJ21-I!J:.W, has heen eslnnated to have avrrage.d SJOO-GOO nulhon 
aiiiiLWlly. So far as is known, only a c~mparatJvely smalll~I:opor
lion was utilised for purchases of foreign long-tum sccunt1cs or 
diredly inwslcd in permanent ht!sinesses abroac~. The h.ulk was 
lent on short term. France was, mdced, borrowmg considerable 
amounts abroad on long term, but lending on short term. 

The surplus of capital in France appears to have been almost 
as large in 192i ns in the preceding few years; hut the stimulus to 
short-term investment abroad was largt>ly removed ,\·hen the frnnc 
was cle farlo stabilised at the end of 19:26 and exports from France 
changed in composition. The French Government debt to the 
Bank of England was settled, invoh·ing a payment of $160 million 
or not far from a third of the whole French en pi tal ex port in 192i. 
Capital issups in France for foreign account rose, and at the 
same lime loans floated abroad for the account of France fell off. 
Allhongh the latter tendeney continued in 1928, the French net 
export of capital that year was reduced by roughly one half. A part 
of the Frend1 floating assets abroad were used for gold purchases 
in connection with the ll'gal stabilisation of the franc. These gold 
purehases continued in the following year and the foreign exchange 
reservrs of the I3ank of France fell by some $260 million, largely 
on aeeount of withdrawals in the first half of the year. On balance, 
there seems to have been a small net import of capital into France 
Ill that year. 

Around 1928 the situation with regard to eapital invested or 
borrowed abroad by certain important countries was the following. 
UI.l long lt•rm lhe United Slates had a credit of S14,000 - 15,000 
nulhon and a debit of about S-!,000 million. On short-term 
aeeount the debits were double the credits - i.e., about $3,000 
nulhm~. Thus, the net assets reached $8,500-9,500 million, 
L'xelt~dtng war debts, the capital value of which has been calculated 
at Sli,OOU nulhon on the basis of a rate of interest of 5 per cent 1

• 

I ~t't' :\at iunal lndu..;t rial (onference Boord : 
l'o.~llwn ofllu.· United Slates. 1\cw York, 1929. 

The International Financial 
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British investments abroad were considembly largt•r- sonwthin•1 
like $20,000 million. For France no figures arc availablt•, but 
it is estimated that her investments stood at about 60 pt•r n•nt of 
their pre-war figure. Germany, instead of being a rn·•litor, was 
heavily indebted. Apart from reparations, her nt•t illlkblt•<hwss 
on long-tem1 account was about $2,500 million and on short-lt•rm 
account $1,500- $2,000 million. 

Looking baek on the period before the present dt•tm•ssion, it 
will be found that, on the whole, the foreign assets of all knding 
nations were growing and the net indcbtedm•ss of most <kbtnr 
countries was also increasing. Long-tcnn capital movt•nwnts 
were about as large as before the war, but they wt•re mu~h less 
steady ; the cross-currents were more numerous und important 
and the mechanism of international capital mowments was more 
complicated. This partly explains why the distribution of the 
world's gold stocks was such as to make the position of many 
central banks very vulnerable. 

The organisation of international finance has umlt-rgone 
a profound change, a change the very ncwnt•ss of which has 
involved difliculties and weaknt•sses at one point or anotlwr. 

London is no longer, as bl'fore the war, the dominuling 
financial market with a controlling influt•nce on short-timr capital 
movements and by far the greatest lender on long-lt·rm account. 
In 1927-28, New York was almost as important and it was 
clear that Paris, although temporarily handicapped, would soon 
emerge as a serious rival with a considt•rable rapacity to export 
capital, the prime requisite of an international financial markl'l. 
It was inevitable that this ncw organisation of intt>rnational 
finance should handle things difTercntly from London bl'fore 
the war, when decisive power was concentrated there. The 
three markets had not yet found satisfactory methods of co-op<·ra
tion, and the leading financial houses in the difTt·n·nt countrit·s 
had difTerent traditions and experience. l\loreover, although the 
funds available for export in the United States wcre at one moment 
or another very considerable, the importance of that export to 
the whole economic system of the country and the appart•nt 
immediate importance of maintaining a steady flow of capital 
was not so great as in England. Neitht>r the nt•!·rl nor the 
tradition of foreign lending was so strong. In France, the 
tradition had been temporarily broken by the spt•<·ial dinicullies 
which she had had to face and by the losses of forl'ign investments 
from which she had sufTcred. During this pt•riod thcrdore, 
when many borrowing countrit•s were sufTering from a st·rious 
dearth of capital, the streams available for tht·ir irrigation 
flowed, not with persistent regularity, but spa~modically. Not 
a little flowed into wrong channels and was lost. Not a lillie 
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was liable to be sucked batk suddenly into the reservoirs 
whence it had come. 

The instability of the international financial situation was 
enhanced by the large increase in the proportion of total loans 
made on short-term account. This development was due largely to 
the Jack of confidence which created a desire among the general 
public to keep a large proportion of their funds in liquid form. 

The manner in which they were likely to react was Jess 
easy to foresee and a new element of uncertainty thus arose. 

The insecurity of the position was increased by the fact 
that the very countries whose credit was likely to be most 
affected by political changes had incurred foreign indebtedness, 
partly of a short-time character, on a very large scale. It has 
been estimated that, by the year 1929, Germany had borrowed 
abroad no less than 8,000 million marks or $2,000 million on 
a short-term basis. The existence of large fixed interest charges 
is always dangerous. It is all the more so for countries which are 
likely to be hard hit by a depression or subject to considerable 
withdrawals of foreign short-term capital. Thus the existence of 
an obligation on the part of Germany and some other countries 
in a similar position to pay large sums as interest on foreign 
loans and in reparations could not but contribute to a feeling 
of instability in the world of international finance. Germany's 
obligations were rigid ; but the in- and outflow of foreign capital 
was uncertain. 

For similar reasons, the position of Australia and several 
South-American countries was somewhat unstable. They had 
grown accustomed to a large inflow of foreign capital and 
had a large burden of interest obligations - as illustrated in 
the following table : 

Table XII.- Net Interest owed abroad(-) or to be collected from 
abroad ( +) per head of the population, 1928, in dollars 1 • 

New Zealand . . . . -27.6 Norway ... 
Australia . . . . . . -27.5 Denmark .. 
Canada . . . . . . . -22.3 Hungary .. 
Argentine . . . . . . -17.4 U. S. A.. . . 
Union of South Africa - 9. 8 Great Britain 

6.7 
3.8 
3.0 

+ 5. 7 
+29.0 

Another reason for instability in the international financial 
relations of certain countries- Australia, the Argentine and some 

' Source : .Memorandum on International Trade and Balances of Payments, 
19l7-1929. Vol. II. 
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other South-American States- is to be found in the characlt•r 
of their international trade. Their exports consist largely of 
raw materials, which are likely to fall heavily in price during 
a period of depression at the very moment when international 
capital movements are apt to change in such a way as to 
put, in any case, a strain on their balance of payments. In 
such circumstances, it is difficult to make a smooth adjustnlt'nt 
and to prevent a breakdown in the credit structurl'. 

Taken as a whole, the international financial position in thl' 
years before the deprl'ssion was much less stable than before thl' 
war. 



Chapter II. 

STRUCTURAL CHANGES 
AND INCOMPLETE ADJUSTMENT IN THE YEARS 

PRECEDING THE DEPRESSION. 

A. CRUDE FooD INDUSTRIES. 

· The present chapt~r deals.with certain chang~s in th~ structure 
of the economic orgamsm which may have exercised an Important 
influence on the character of the present depression. Particular 
attention is drawn to certain fundamental changes in the economic 
system which had not, around the year 1928, been followed by 
the necessary re-adaptation of the various economic elements 
and had consequently given rise to a series of so-called malad- · 
justments. Such structural changes and maladjustments exercised 
a double influence. They created an unstable situation, Ji~ely 
to be easily upset when attacked by outside disturbing forces -
as, for instance, a depression in the business cycle. Secondly, the 
changes in the basic elements of the economic structure which 
had begun at this time continued and thus made necessary its 
further fundamental readjustment. As this could only be Effected 
slowly and with great difficulty, some of the already existing evils 
tended in the following years to become more pronounced. This 
of course would have happened apart from any crisis and would 
have had its own depressing effect on business· conditions. In 
fact the structural and the cyclical depressions occurred more or 
lt•ss simultaneously an~ it is not surprising that their combined 
effects resulted in a senous economic crisis. 1 

In an analysis ?f industries producing crude foodstuffs it is 
nutural to begm With cereals and to refer especially to wheat, 

1 S<e Chapter VI-C below. 
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the principal item in this group of commodities. The somt•what 
abnormal character of the situation is shown by the followin):l 
figures for stocks of wheat during the last decadt•: 

Table I. - World Stocks of \\'hral. a 

August of each year. l\lctric tons (OOO,OOO's omit ted). 

1921 
1922 
1923 
1924 
1925 

10.2 
10.8 
11.1 
12.4 
9.3 

1926 
1927 
1928 
1929 
1930 

10.1 
11.3 
13.4 
21.3 
19.0 

These figures seem to indicate a certain tendt'IH'Y toward!! 
over-production, especially from 1927 or 1928. In spite of the 
fact that the 1926 and 1927 crops were very light, stocks did 
not fall. 

The total quantity of wheat available for consumption out~ide 
Russia and exclusive of seed requirements had inncascd about 
10 per cent between 1909-1913 and 1925-1929. 1 Comparin):l 
the average figures for these two periods, the population of tlw~c 
parts of the world, excluding Russia and China, whkh consume 
nearly all the wheat produced, had probably increnst•d by some 
13 per cent. The greatest increase, however, took place In Soul h 
America and other countries, where the consumption of wht•al 
is lower than in Europe. If there was over-production, there
fore, it must have been caused by a falling off in dt•numd. 

A closer analysis of the tendencies of supply and dt•mand will 
show that already in 1928-1929 undt•rlying forct•s \\We making for 
over-production. This term is taken to mean that total output 
can only be sold at prices which do not cover the production costs 
of the majority of producers or, in other words, a tcndt·ncy of 
supply to exceed demand at a profitable price. 

The following table, which compares the recent acrl'agc undt•r 
wheat and the yield per acre in different parts of the worlll 
with the pre-war figures, illustrates the changt's in the factnr!l 
influencing supply. 

1 Source: Wheal Sluditt, Stanrord Univer-sity. 
• Acla de Ia Conftrtnu inlernationale priparalolre de Ia dtuzitmt Conflrtnce 

mondial• du btl, Rome 1931, pages 2~8 fl. 
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Table 11. _Wheat Acreage and Yield. 1 

. Acreage Yield 
quintals per hectares (OOO,OOO's) hectare 

1909-13 1924 1926-291 1929 1909-13 1926-29 

Europe 
29.3 27.1 28.5 28.1 12.6 12.7 (ex. U.S.S.R.) 

U.S.S.R.. 29.9 18.6 30.4 30.6 6.9 7.2 . . . 
U.S.A .. . . . . 19.0 21.3 23.7 24.7 9.9 9.9 
Canada . . . . . 4.0 8.9 9.6 10.2 13.3 12.4 
Australia. . . . . 3.1 4.4 5.4 5.7 8.1 7.1 
Argentine . . . . 6.0 6.5 7.4 8.11 6.6 8.8 

During the war the area under wheat in Europe declined by 
a fifth, the consequent deficiency in supply being made I!P 
chiefly by the United States and Canada, where the area m· 
1!Jl!J was nearly twice as large as in the period 1909-1913. In the 
years following the war, the wheat-growing area in Europe began 
to approach the pre-war level, this movement being very pro
nounced in Russia, where the total wheat area had at one time 
declined by a third from pre-war figures. While the United States 
reduced her wheat acreage during the first years after the war, 
other important overseas countries continued their wartime 
expansion. In 1909-1913, the total acreage under wheat in the 
United States, Canada, Australia and the Argentine was 32 
million hectares; in 1926-1929 it had risen to 46 million hectares. 

The yield per acre, of course, varied less. In Europe it 
recovered from the low figures which were chiefly due to direct 
and indirect war devastations. In Canada and Australia, it 
remained at a lower level than in pre-war days, while it rose 
considerably in the Argentine. . . 

The factors which explain these changes in wheat areas and 
yield need some further discussion. 

The first important change in post-war agriculture which it is 
necessary. to stress is the great development of the use of machi
nery. Progress had of course ~een rapid before the war; after it, 
howev~r, new and more efficient machinery was introduced so 
cxh·~Istvely. as to ~ha~ge ~griculture radically over large areas. 

~?r grmn culttv~twn 111 g~neral, and especially for wheat
gro'l\mg, cheap traction power Is of very great importance. The 

~ ~~~S~: International Yea,..Book of Agricultural Statistics, Rome. 
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large-scale introduction of tractors led to consid~rable reduct ion 
of power C?sts tn many countries. This was particularly 
tru~ where ml was cheap, labour expensive and n•nt low. The 
savmg _was greatest in areas where a single crop like wht•nt 
predomu~ated and where the harvest required a large st•asonul 
mcrease m the demand for power. The tractor nwt this dt•mand 
efficiently and cheaply, as it can work um•xhaustcd twt•nty-four 
hours a day and needs no attention when the season is owr. 
In other countries where labour and fodder were cheap, farmyard 
manure valuable, oil expensive, farms small, rent high, nnd 
farmers conservative, the tractor brought little or no rt•dudion 
of costs. 

Evidently, the tractor influenced costs chiefly in the ~ruin
exporting countries with extensive cultivation and only to a 
much smaller extent in the importing European countrit•s. The 
greater use of tractors in the former countrit•s is st•t•n in the 
following table, which shows the sales of American tractors : 

Table III. 

Argentine 
Australia 
Canada . 
France. . 
Germany. 

Exports from and Domestic Sales of Trarlors in 
the United Stales, 1 in 1928. 

4,816 
4.409 

20,983 
1.289 
3,0-16 

Hungary . . . . 
Italy • . . 
Russia in Europe 
United States • 

Total 

1.018 
2,001 
4,fi01i 

99,4!)1 

14 J,fiX!l 

Like the tractor, the combine, a machine which reaps and 
threshes simultaneously, has increased enormously in impor
tance in recent years. It had been in use since the !SilO's, but 
only in dry districts, where climatic conditions permitted simul
taneous reaping and threshing. It has in recent years proved 
possible to extend the use of the combine to those sub-humid 
districts where most grain is grown and in whkh it is often 
necessary to cover the ground twice in order to allow the grain 
to dry before threshing. 

Like the tractor, the combine has reduced costs of production in 
regions where topographical conditions are suitable for it and where 
farms are fairly large. It has had little efTtd in most wheat
importing countries where farms average smaller, cultivation is 
intensive and frequent alternation of crops traditional. Another 
reason for its small influence in the latter countries is that in 
most of them straw, which is left o~ the field by. the combine, 
is a valuable part of the harvest. It ts not surpnsmg, therefore, 

• Source: United Slalu Fortlgn Co~~~~Mrte, 1928. 
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that the number of combines has increased. c}li~fly in o':'erseas 
countries where extensive metho~s of cultivatio~ prevail. In 
Canada the number of combines m use was 791 m 1927, 4,341 
in 1928, and 7,255 in 1929. During th~ period 1923-1929,, about 
68,000 combines were sold in the Umted Sta~es, two-th1rds of 
the sales being made in 1928-29. The Argen~me bought 3,.161 
in 1928 and 6,214 in 1929. Thus, the combme w!ls only JUst 
beginning to have its effects on ~arge-scale farmmg. overseas 
in the years preceding the depressiOn and had practically no 
Importance yet in Europe. . . . 

Besides machinery, new seed varieties and dry-farmmg have 
made possible the cultivation ~f wheat and other grai~s in 
territories where a few years ago 1t would have been economically 
impossible. The application of scientific methods to the selection 
of seeds and plants is one of the ~triking factors in post;w~r 
agriculture. It had of course begun before the war ; but It 1s 
only in recent years that the revolutionary effects of these methods 
have begun to appear and it seems probable that their influence 
will grow in the future. A few examples of the important 
improvements made may be mentioned. The vast areas of 
Northern Canada had long been deemed unsuitable for wheat
growing because of the short summers which made impossible 
the maturing of known varieties of wheat, although these districts 
are in other respects excellent for the purpose. The development 
of a variety of wheat which needed only about 100 days, instead 
of 130, to reach maturity has created possibilities of wheat
growing in these enormous areas. Before the depression, wheat 
production in these districts was growing rapidly. 

In the western districts of the United States and Australia, 
it was lack of humidity which prevented the growing of wheat 
and other grains. New drought-resisting strains have led to 
considerable wheat cultivation at very low costs because the 
combin.e c.a~ be use~ here to particular advantage. 

While 1t IS ~.relatively easy matter to produce a variety which 
has, one spccJfl~ advantage (e.g_., early maturity or strength 
of straw), expenence has shown It to be a very difficult matter 
to produce a variety which is superior in all respects to those 
already gro'!l'n· The ne": varieties have consequently proved 
most useful I!!- such countries where it was important to overcome 
only. ~ne mam obstacle - e.g., too short a summer. Where 
conditions were favou.rable, as in most European countries, it 
has been much more difficult to find varieties of greater efficiency 
~han those .al~ady grown. The development of wheat-growing 
Ill the ~ry distncts has also been much helped by dry-farming i.e. 
the mamten~nce on the .fallows of an earth mulch thus making the 
ground sufficiently humid for the wheat crops in the following year. 
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After the war, the use of fertilisers became more gt•ne-rnl. 
One reason for this is undoubtedly their lowe-r cost. Since 1927, 
the average price has been at or below pre-war levels. Probubly 
another reason is that farmers have learned how to use fertilisers 
to better advantage. On the whole, howewr, the increast•d use 
of fertilisers is a factor of minor importance in the improvement 
of post-war agriculture. Unlike mechanisation and improved 
seeds, it has meant more in countries with intensive cultivation 
than in the large exporting countries. 

ThE>se technical changes, which had only bt•gun to show · 
their full effects before the depre-ssion, implit'd a fundamental 
change in the structure of cereal cultivation. Tht•y tt•ndcd to 
make it possible for certain countries to produce more and more 
grain at diminishing costs, while they reduced tht'm much lt•ss in 
the greater part of Europe. Even though in important European 
districts, chiefly in the south, climatic reasons do not prevent 
the use of large-scale mechanical mt'thods, the smaller size of 
farms and other social circumstances make them of less importance 
than in other parts of the world. From a long-time point of 
view, the root of the crisis in European grain-farming serms 
to lie in this fact. 

The competition of overseas wheat in Europe has been 
favoured by the low shipping rates prevailing since the wur. 
While the wholesale prices have brl'n much above pre-war 
levels, freight rates have been about the same. Table V in tlw 
Appendix shows that this relative reduction in the cosh of 
transporting wheat from one country to another was not oiTsd 
by increases in import duties before the dt•pn•ssion. In vit-w 
of the substantial increase in duties on manufacturl'd products 
during the years preceding the dt'pression, it is rather striking 
that wheat duties, which are fairly reprt'sentative of the dut it•s 
on cereals in general, were kept practicall)' stab It'. Thus, protection 
was not among the factors which, by sl!mulatin~ the production 
of cereals, have led to a certain maladjustment 10 this industry. 

Table IV. - Net Exports oJ Wheal. 1 

Metric tons (OOO,OOO's omitted). 

Argentine . 
Australia . 
Canada .. 
India • . • 
Russia .• 
United States • 

1909-1913 1928 
2.4 2.0 
1.1 1.4 
2.0 6.11 
1.3 0.2 
4.1 1.0 
1.4 3.4 

• Source: Inltrnallonal Ywr-Book of Agrltullural Slalltllu. 
• Imports. 

1928 
5.3 
1.6 
9.9 

-0.004 I 
-0.21 

2.1 
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The changes in the production and exports of Russia have 
already been mentioned. In 1928, there was even a sma~ net 
import of wheat. From the point of view _of. an ~nalys1s ?f 
world prices, it is not neces~ry ~o study the variations m domestic 
consumption in Russia, which IS centra.IIJ-: contr~lled. From the 
point of view of the rest of the world, It IS Russian exports that 
matter As Table IV shows, these were very large before the 
war. After the war, however, Russian exports had practically 
disappeared from the world .ma~ket and Europe ha~ t~rned 
overMcas for its supplies. This disappearance of Russia IS the 
chief factor which explains why the increase of overseas wheat 
production had not Jed to a lack of balance between demand 
and supply long before 192~-29 .. It is obvious therefore that 
during the latter years the situatiOn had become unstable. If 
Russia were to appear. again as a large exporter, the balance 
on the world markets would be upset. Russia did not do so in 
1928-29 partly because the Russian crop in those years was low. 
This helped to deceive the world as to the real character of the 
situation. As a matter of fact, and as later experience proved, 
Russia was making strenuous efforts to increase its production 
and exports of wheat by the introduction of the same methods 
of large-scale farming that had been used so effectively overseas .• 
The number of tractors rose from about 2,600 in 1924 to about 
31,900 in 1928. The number of combines also increased rapidly. 
These and other factors made possible the appearance of an 
increasing supply of Russian wheat on the world's markets 
in the following years. 

The above analysis of supply conditions in the production of 
cereals tells, of course, only part of the story. It is also necessary 
to discuss briefly the character of the demand. Stocks only 
became s~ol!en after 1~27 and even after that date the growth, 
Although m Itself considerable, was small relative to total pro
duction. Since no organised destruction of stocks took place 
practically all the wheat produced was consumed though con: 
sumption. per capita ~as no greater than before the war. This 
seems to mdic.nte a fairly balanced position, although the growth 
~f stocks d~rmg t~e .two ye~rs preceding the depression was a 
httle ~larmmg. This !mpress10n of stability and Jack of serious 
n;taladJustments was Ill-founde~. however. To judge the condi
tions after ~929, the probable trend of consumption must be 
compared Wit~ the probable trend of production as influenced by 
the factors b~Jcfly touched upon above. 
. tTl able IV m the Appendix shows that a substantial decline 
!11 C1e

1
• use of wheat had been taking place as alreadd expJ~;ned 

m laph•r I B s· 'I I · ' "" t - ·. ImJ ar ca culatJons for rye an rice point 
0 a correspondmg change in the consumption of these 
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commodities. A rising standard of li\"ing has made people turn 
to more expensive foods. Thus the dt•mand ptr tapila show\•d 
a tendency to decline. 

It is necessary to take into account, howewr, that wlwat 
is use~ not only for human consu'mption but also for tht• ft•etlinJ! 
of ammals. Unfortunately, what quantity was used in this 
way during the period in question is not known. 

It is probable, however, that only a small pt•rcentagt• of tht• 
world supply of wheat and rye was used for animal ft•eding. 
Any substantial increase of this percentage is also unlikt•ly unlt•ss 
wheat becomes available at exceedingly low prices. In otlwr 
words, the possibility of using wheat for animal ft•eding mny 
serve as an ultimate check on wheat prices during a dt·clint•, 
but will not prevent a drop of prices to a lew) bt•low the costs of 
the majority of European producers outside of Hussia. 

This brief study of demand and supply conditions of wht•at 
around 1928-29 suggests that the over-production was rt·lnliwly 
slight. Had it not bern for the diverging h•ndt•ncit•s of supply 
and demand the situation would not have bet'n nwnncing. Tht• 
world, in fact, seems to have been at the first stage of a dcwlup
ment leading to a Jack of balance between supply and dt•mnncl. 

Given the tendency towards increasing production in Hl27-1929 
at the existing level of prices, over-production and a price drop 
at a not-distant date were to be expected. The dt•mand for 
cereals being relatively inelastic, the fall in price would probably 
be considerable. This situation would continue until it had 
led to a reduction in output, probably through a reduction of 
the wheat areas in certain districts. Such were the pro~pects 
for the years following 1929, if nothing unexpected intt•rvt•nrd. 

One qualification must, however, be added. The demand 
for wheat in some important countries in the first stages of 
industrialisation has been increasing slowly but substantially. 
China's annual net import of wheat in the period 192,l-19:.!9 ; 
reached 1,500,000 quintals, while in 1909-1913 there was a net' 
export of about a million quintals. Further, 3,500,000 quintals 
of wheat flour were imported, as compared with 750,000 quintals 
in the pre-war period. In the chief tropical countries, the con
sumption of wheat flour per capita has risen by about 13 per cent 
since 1913. It is obviously not impossible that the future demand 
from these sources may become so large as to affect fundamentally 
the situation of wheat in the world market. So far, however, the 
influence has been slight, and the chances in 1928-29 were that, 
during the next few years, demand from these countries would 
remain small, if wheat prices kept on a level profitable to the 
majority of wheat growers. This demand, therefore, could not 
prevent over-production and a drop in prices. (See Chart 2.) 



Chari 2. 

TRB PRICB OF WHEAT. I 

(British Parcels, U.S. dollars per bushel, three-week moving average.) 
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One important aspect of the movement of prict•s and the 
production of wheat before the depression was that the bumpt•r 
crop of 1928 did not lead to any considemble drop in prices and 
thus brought about no tendency to a restriction of wheat-f:rowing 
in the following year. This partly explains whv, in sp1te of 8 
relatively light crop in 1929, the carry-over was ahnom1ally high. 
or course, the mamtenance of prict•s at 8 fairly high levd aflt•r 
the autumn of 1928 was due to the fact that part of the crop 
was withheld from the market and stored. 

This policy began in Canada in 1927, partly undt•r the influence 
of new marketing organisations, the Canadian Wheat Pool and 
its associate organisations. The Pool pursued a dt•libcrate policy 
of maintaining prices. At the end of August 1929, it held, or 
had bought for future delivery, 80 million busht·ls, while the 
total carry-over in Canada was 87 million bushels. The influence 
of this policy on Canadian wheat prices, especially since the 
autumn of 1928, can be seen in Chart 3. 

The policy of the Canadian Pool was: of course, not the only 
reason for the increase in stocks during these years. There seems 
to have been a geneml expectation that the drop in wheat prices 
which had taken place since 1926 could not continue, and that 
therefore it would be profitable to store wheat for some time 
and sell it, when market conditions had changed. In that way 
prices were maintained in the autumn of 1928, and wheat-growing 
was not contracted as the following table shows : 

Table V. - Wheat Acreage outside Russia and China: 1 

Hectares (OOO,OOO's). 

1926 
1927 
1928 
1929 
1930 

92.3 
94.6 
97.8 
96.4 
98.8 

The apparent contraction in 1929 !Joes not mean that a 
smaller area was sown. The crop of that year was not good, and 
in consequence was in many districts not harvested at all, the 
area affected not being included in the statistics in certain 
countries. For instance, in Argentine the acreage harvested 
in 1929 was 2.6 million hectares smaller than in the preceding 
year. 

• Irak, Palestine, Syria and Turkey .,.. aho euluded. 



Chart 3. 

DEVIATION oF PRICES oF CANADIAN WHEAT (MANITOBA No. 3) IN LIVERPOOL FROM BRITISH PARCELS 
PRICES. I 

(Monthly figures, U.S. cents per bushel.) 
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The maintenance of pril'es during the lafRer part of 1!129, 
when the bumper crops of 1928 \Wre put on the markl't, on a not 
much lower level than in previous years protected the farnwrs from 
a considerable reduction in incomes. There has bt>t•n a gt•m•ml 
impression that a crisis in cereal-farming started a ye:lf bl'forc 
the downward turn of the business cycle in the early autumn 
~f 19~9. Facts lend little support ~o this opinion, as the drop 
m pnces was largely offset by the mcrease m volume. Ollldal 
estimates of the total value of crops in the United Stalt•s and 
Canada show a reduction by only 1 % and 4% n•stwdiwlv. 
For other countries corresponding estimates nre not nvnilablt• 
but the value of the crop of ccrt•als, according to cnkulalinns 
based on prices and quantities of the most important of tltcm, 
seems to have increased in Australia, Germany and Italy and 
to have declined very little in the Argt•ntine and France. 

· Other facts point in the same direction. For example, in Ansi ruliu 
where farm products in 1928 accounted for 87 pt•r cent of the 
total export value, the average exports in 192-1-1927 wt·re £139 
million, in 1928 £133 million and in 1929, in spite of the drop 
in wheat and wool prices in the last quartt•r, as high as £12 I 
million. In Argentine exports, farm products are even more 
dominating, accounting for 95 per cent of the total in 1928 : 
the annualexportvaluein the period 1921-1927 was $920 million, 
in 1928 $1,030 million and in 1929 $953 million, In New Zealand, 
where exports of animal foods are decisive, and in coiTee-t"xportin!l 
Brazil (see below), farm incomes in 1929 seem to have been on 
the same level as in the previous year. 

It is impossible to escape the conclusion that, in the yl'ars 
immediately preceding the depression, the situation with n·gard 
to supply and demand was only just bt•ginning to loMe it~ 
stability. No heed, however, was paid to the signals of 
warning and no adjustment attempted. lienee, whctht·r a 
business depression had appeared or not, the world r•rice of 
cereals would certainly - in the absence of crop fai urcs -
have moved downwards. 

So far attention has been concentrated on wheat as the leading 
cereal. The situation has been slightly diiTcrent for the other 
cereals, of which rye is used for both human consumption and 
the feeding of animals, while oats, barley and maize are U\ed 
mainly for the latter purpose .. While the prices of various qualilit·~ 
of wheat declined by 10 to 25 per cent between 1926 and 192X, 
the prices of rye, barley and oats rose 20 per cent and more, 
and maize 30 per cent. 

A certain tendency to a shift in the relative extent of the 
various cultures is noticeable, but only since 1928, when wheat 
prices had begun to drop from the high level of previous years • 

• 
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Table VI. _ World Acreage of Certain Crops. 1 

Bread Cereals and Rice 

Wheat I Rye I Rice Total 

1927 in per cent of 1!!09-13 115.6 106.5 111.7 112.7 
1!)29 in per cent of 1927 . 99.3 95.0 101.2 98.8 

Fodder Cereals and Potatoes 

Oats Bariey I Maize Potatoes! Total 

1927 in per cent of 1909-13 104.7 92.7 102.8 119.6 103.0 
1929 in per cent of 1927 . 101.2 117.3 104.3 104.1 105.5 

The increased production of meat, dairy produce an~ eggs, 
turi1ing into pasture ~reas now under the ploug~ ~as contributed 
to re-adjust productiOn t?. the changed conditions. _Th~ con
sumption of these commod1hes had, as has already been mdJCated, 
grown rapidly since the war (cf. Chapter 1-B). In the United 
Kingdom, for instance, consumption per head of beef, mutton, 
pork, bacon and ham rose by about 40 percent between 1913-1928. 

Although no world figures are available for animal foodstuffs, 
it seems certain that the SUtJply also increased more rapidly than 
that of cereals. However it Is not necessary to analyse the difficult 
problem whether a change-over from the production of cereals to 
that of animal foodstuffs could I;Iave been effected in ce1tain 
districts on a scale sufficient to prevent over-production of 
the former without, however, unduly depressing the price of 
the latter. The answer to this question would of course have 
depended principally on : (1) the elasticity of demand - i.e., 
whether the volume of animal foodstuffs sold could be increased, 
by a reduction of price; (2) how quickly, given unchanged prices, 
would the demand for animal foodstuffs develop owing to 
gtowth of population, rising standards of living, etc. There can 
be n~ doubt that the demand for these products was rapidly 
growmg eve!' at constant prices, and it is quite conceivable 
that a sufficient transfer from cereals to animal foodstuffs might 
have taken place, without seriously depressing prices of the 
latter. Thus it was impossible around 1928-29 to foresee whether 
the necessary adjustment in agriculture implied only a shift 
from one product to another, which could certainly be effected 

1 
C:ulouluted on the busts of figures from the International Institute of Agrlculluro. 
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although not without gn'at difficultil•s- large t•nough in Ct'rtain 
mixed farming districts to aiTect consid,·rably world wheat 
supplies, or whetht'r nothing but a rt'dudion of the food
producing population of the world could kl'l'll supply on n 
level which made profitable prin•s possiblt•, 

As a matter of fact, the arrival of a st•vcre tkprrssion did 
keep down demand for the more expensive nnimal foodstuiTs nnd 
did make a shift from wheat growing to the production of otht•r 
foodstuiTs still more dillicult than it would otherwise have bt•t•n, 
virtually preventing also uny transfer of labour from agrkulturc 
to other industries. Thus, prices of both cen·:i,ls and animal 
foQdstuiTs Wl're depressed to very low lt'wls, us will bt' furtht·r 
described below. 

As the analysis so far has been confined to animal foodstuffs 
and cereals, it is necessary to add something about otltrr Vt'gl'luble 
foodstuffs, especially sugar and coffee. In the production of the 
former commodity important structural changes had takt•n place 
during and after the war. The price of raw sugar had flul'luatt>d 
widely, but from 192-i the tendt'ncy had bt>cn downward, ns thll 
following table shows. In 1929, the price was only two-thirds of 
the average for the five years before the wnr. 

Year I 
1910-13 . . 
1920 . . . 
1922 . . . 
1923 . . . 
192-t . . . 

Table VII. - Price oJ Sugar. ' 
(Cents per lb.) 

Java N'cw York Year White H•w 

- 2,718 1925 • . . 
9,712 - 1926 • . . 
3,212 2,977 1927 . . . 
3,866 5,2~10 1928 . . . 
4,411 4,186 1929 . . . 

.Juva N•w York 
White Haw 

3.412 2.5fi2 
2,X!i7 2.5fi8 
3,191 2,9:i9 
3,503 2,170 
2,211 2,001 

In the years preceding the war the output of beet-sugar was 
about as large as that of cane-sugar. The proportion of the forml'r 
had been rising for several decades, but during the war tended 
downwards. The war, which caused a reduction of European beet 
cultivation, stimulated a development of the cane-sugar industry. 
In 1918-19, cane-sugar production reached 75 per cent of the 
world supply and in the follqwing year almost 79 per cent. Beet
sugar output had then fallen from 7-9 million tons before the 

• Java. annual avera Me oelllng price of V.J.P. white augar. 
New York, open market pr1ce of raw au gar. 
source : JaYa, AnultrdamM:ht Bank; New York, W 1//et tfc Gra11. 
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war to 3 3 million tons in 1919-1920, while cane-sugar output 
had risen' to 13,3 million tons. Then a recovery of the b~et-sugar 
industry be~an and annu~l output, under the stimulus of mcreased 
import dut1es and vanous · forms of bounty, rose to about 
9 million tons or practi.cally the .same in 1927-1929 as in 1.912~13, 
although with a considerably mcreased ~rea under cultlvatl?n. 
At the same time, cane-sugar output contmued to grow, touchmg 
18.3 million tons in 1928-29. Thus the increase. in supply of 
sugar, as compared to pre-war days wa~ due entir~ly to cane
sugar which had passed through a techmcal revolution and had 
reduced costs dJJrin~ the whole post-war period. This progress was 
particularly rapid m Java, ·largely owing to improved varieties. 
The annual yield per hectare in 1928-29 was almost twice as high 
as in 1919-1921. On the other hand, the cost of production of 
European beet-sugar was higher than before the war. Average 
costs were certainly much higher than the free market price in 
1928-29, and production was maintained and increased only 
through import duties and bounties. Competent authorities agree 
that very little beet-sugar would be produced had it to be sold at 
world-murket prices as they were in 1929. 

The measures taken by Governments to reserve the home 
market for domestic production of sugar tended to a progressive 
limitation of the free market. As considerable variations in 
annual output are the rule, this limitation could but increase the 
instability of world-market prices.. The existence of large stocks 
made the situation more unstable still. 

Table VII I. - Sugar Stocks. 1 

Month of October, metric tons, (OOO's omitted) 
I II III 

1913. 
1922. . . 

1,279 
1,214 

1922. 
1923. 
1924. 
1925. 
1926. 

882 
804 
551 

1,230 
1,451 

1926. 
1927. 
1928. 
1929. 
1930. 

1,9:50 
1,809 
1,880 
2,571 
3,216 

The existence of very large stocks during certain periods 
~as. been partly due .to. attempts to maintain prices by means of 
'anous supply restriction schemes, which have increased output 

• Cols. land II. stocks In United Klngd G · 
lnnds, United Stutes (parts), Cuba (parh).om,• ermany, France, Belgium, Nether· 

(lnt~rl~r:.u, •locks ln the same countries as for I and II and Poland and Cuba 

Source : I - Bagol and Thompson. 
II and lll - C:arnikoo Ltd. 
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and reduced consumption. Prot~tive tariff polkit•s and bounti~s 
havl', of course, worked in the same di~tion. 

The continued growth of stocks and the low prkt•s of rnw 
sugar in the years immediately preceding the dt•pression show that 
output exceeded the quantity that could be mnrketed at a prke 
profitable to the majority or producl.'rs. 

The development of this industry since the war and its position 
in 1928-29 offers great similaritit•s with that of the wheat-growing 
industry. The stimulus to production outside Eurofe giwn by 
the war, the technical progress which reduced costs on yin ct•rtain 
regions, the refusal to let prices drop and lead to a rt•striction of 
output in regions with high costs, the consequent limitation of the 
free world market and the increase of stocks undt•r the influt•nrt•s 
of efforts to maintain prices are aspt>cts common to both induslrit•s 
and of importance as affecting their position and prospects in the 
following years. 

The conditions governing a third important world staple 
commodity, coffee, were also to some degree similur. As seen 
from the table below, stocks were accumulated and prices wt•re 
maintained at a level which stimulated an expansion of the 
industry and made production outrun consumption. 

Table IX. - Output, Stocks and J>ric:e of Coflee. 

Output 1 (Tons: OOO's) Slocko 1 (1,000 ba(pl) Prlre 

Hlo 
Year' In Europe In Interior dt'l Jwnt•lro 

World Brazil U.S.A.+ of Stole of lllo Nu. 7 
Brazil Porto Sao Paulo Gold. ln. p. 

qulnlMI 

1913 . 1,210 1 795 1 10,275 - -. 
1921-22. - - 8,700 - 166.71 
1923-24. 1,550 874 5,071 4,592 23/U!O 
1924-25. 1,402 850 5,0115 1,7116 178.67 
1925-26. 1.439 841 4,571 2,833 156.87 
1926-27. 1,652 1,041 4,720 3,312 187.14 
1927-28. 2,208 1,502 5,729 11,672 1110.37 
1928-29. 1,728 1,062 5,383 8,71!5 911.09 
1929-30. 1,900 1,230 5,593 21,210 58.71 

• From August preceding year to July. 
• Slali•lical l"tar-Book oflht Ltagut of Nalloru 193().31. • 
• July - the month with the low .. t 1tocko. London and Cambrldyt 1-.conom/c 

Strvict. Stocko In the interior of Rio de Janeiro were 1,1~0 In July 1'1~~-
• Average. Slaliolical Ytar-Book of tht Ltagut of !'>allono, 19:l0-JI. (one 

bag - 60 kg.) 
• 190~1914. 
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Before the war, heavy annual fluctuatio~s in c?ffee prices 

were normal and, to mitigate thes~, prod';l~ers m Brazil, a coun~ry 
which held and holds a commandmg postt10n, began to orgamse 
the carrying-over of a part of an abundant crop to some la~er ye_ar, 
when the crop was smaller. A few years after the war thts pohcy 
was extended to the so-called " permanent coffee defence ", 
which aimed at a maintenance of the price at a " fair " level. 
By withholding from th~ market an e':er-increasing sto~k as the 
table shows, it was poss!ble to keep prtces fit an !lttract~ve level. 
Production expanded, sttmulated by the htg~ prtce, whtch made 
coffee-planti!lg very profitabl~. N~t only dt~ the area plante.d 
increase raptdly outstde Braztl ; m Colombta, for example, .•t 
increased by more than one-thtrd between 1926-1928, and m 
Haiti by about one-fourth - but also in Brazil itself the area 
increased 25 per cent in the same period in spite of some attempts 
to counteract this tendency. To continue such a policy for long 
was evidently impossible. A factor which did much to weaken 
the position was that the stocks were financed chiefly by foreign 
loans. If the stocks had been financed by taxes on the coffee 
planters, less money would have been available for new planting, 
boom tendencies in general would have been counteracted and the 
financial position of the country would have been less sensitive to 
changes in the international credit conditions. 

After this brief review of the position of some of the important 
crude-food industries during the years preceding the depression, 
attention will be called to industries producing raw materials and 
half-finished goods. 

B. RAW-MATERIAL INDUSTRIES. 

The situation in the raw-material industries around 1928-29 
was even Jess clear than that in those producing crude-food 
products. On the whole, output does not appear to have 
mcreased ~ore r~pidly in the years following 1925 than during 
many earher pertods. 

Wh~t matte~s, however, is not the aggregate increase or the 
nctu:~l mcrease Ill output of each commodity, but the increase 
r~·l~tlv~ to demand.. To some extent, the rising standard of 
hvmg Ill th~ countrtcs which co~sume by far the largest part · 
of the world ~ ~utput of raw matenals led to an increased demand 
for fin~~ qnahltcs of goods and for services rather than for greater 
qnnnt!tJ('s, . Under such conditions, the demand for new raw 
mntcrm!s mtgh~ ~ell be considerably smaller than when improving 
econonuc condthons lead rather to an increase in the quantity of 
manufactured goods required. · 
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To form an opinion regarding the position or raw-muh•rial 

industrie.s in the period preceding the dt·pres~ion, it i!l Ol'rt'SS:tl)" 
to examme n~t so much absolute fi~res of production ns lht• 
figures for pnces, stocks and unused productive capacity. I kre 
again the interpretation or facts is dillicult. That raw-mah•rial 
prices were on the ·whole declining in the year!! up to l!J28 nnd 
relatively stable in 1 !J28-2!J before thr dt•prt•ssion dm•s not prow 
any tendency towards over-production. Terhnical progn•ss in 
almost all the important raw-material induslrit•s was rupid dur
ing this period, and declining prices srem to have nllowt•d 1 ht• 
earning of fair profits by the majority or producin~ unit~. 

The growth of stocks after l!J25 and t•spt·ciully in l!l2~2!J 
is, however, a circumstance favouruble to the opinion that a 
tendency towards ovrr-production did rxist. As, howewr, 
stocks in practically all casrs wrre small rl'lalivc to annunl 
output, a study of such figun•s alone is far from conclusiw. 
The same applies to an analysis of surplus productiw capnl'ity, 
such as was very evidrnt in the case of some mim•rals. Unust•d 
capacity is the normal situation, not only in nu1nufarturinl( 
industries, but also in raw-material induslrit·s, and it is dillicult 
to determine whether excess capacity during tbcsr yt•nrs wns 
above or below normal. 

One circumstance which seems to indicate a lack of harmony 
between productive capacity and demand durin!! the lust y<•nr!l 
before the depression is the influence of monopoly contrul or 
several important basic commoditks. Attempts were made to 
keep prices at a profitable level, without, exct·pt in one or two 
cases, restriction of productive capacity. lienee the elTt·ct or 
a period of prices that were fairly high when compared with 
costs was not only to reduce demand - through a largt·r u~l', 
for instance, of substitutes - but also to incn·a~e productive 
capacity. Rubber, copper and nitrates are conspicuous rxampks. 
Thb tendency of monopolistic policy to increa~e capacity in 
relation to demand and thus to create an actual or potential 

- surplus capacity in 1929 bas many points in common with what 
bas happened in the case of wheat and colTce. 

The following observations are intended to convey an impres
sion of the position of the more important raw malt•rials during 
these years. 

In the case of rubber, both supply and demand arc extra
ordinarily inelastic. Trees cannot be tapped before they are 
five years old; consequently, high prices cannot lead to immediat~ 
increases in output ; low prices, on the other band, larJ!rly fml 
to reduce supply, partly because native producers are not afraid 
of " spoiling the market " but. continue to produce and olbt·~s 
follow their example. The penod under rev1ew bas been dom1-
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nated by the working of the so-called Stevenson plan, which 
restricted exports from British territories. This restriction led 
to very high prices in 1925 and the two following years, as 
Chart 4 shows ; it consequently stimulated new planting 

Chart 4. 
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and the use of reclaimed rubber. The latter factor n•dut'etl 
dema!ld and thus contributed towards the ensuin~ rapid drop 
in pnces, whereas _the new planting had no elTt•rt on output 
~efore 1930. In v1ew of the fact that the increast•d pluntin~o: 
m 1925-1927 was bound to lead to an increast•d cnpncity live 
years later, the situation in 1929 must be regurdt•d as wry 
unstable. Stocks were large and had b<'<'n growing sinl'<' 192ti, 
and as production exceeded consumption in that yenr by 65,0t10 
ton~, or 8% _per cent, some ove~-production dt•nrly <'Xislt•d. Only 
an mcrease m demand many tunes largt·r than tlmt whid1 hntl 
characterised the last decade or organist•d restridion of output 
could have avoided further over-production. 

Cotton and wool prices dropped considt•rably in 1925 and 
1926, possibly under the influence of changing fashions whkh 
reduced the demand for cloth. From then until 1928 tht•ir prkt·s 
kept relatively stable and fairly high compared with pre-wnr 
days. In 1928, the average price for Amt•rieun cotton in 
Liverpool was 56 per cent and the London price for wool more 
than 100 per cent above the 1913 level. 

Colton production shows no distinct trend in the five yt•urs 
before the depression. Stocks were large, but not larger tlum 
they had often been before. The conditions of supply st·em to 
have been dominated by the activities of the cotton wt•evil in 
the United States, which reduced the crop certain years to a wry 
small figure. There was certainly no clear evidt•nce of owr
production or of any tendency in that direction. (See Chart 5.) 

The case of wool was somewhat dilTerent. Production was 
rising rapidly -about 30 per cent in six years - and demand 
for woollen articles was continuously increasing. As no rt·linhle 
figures of world stocks are available, it is difficult to say \Vhrtht•r 
the high price level reflected a stable position. There is no spt•ciul 
reason for assuming, however, that stocks were exceptional or 
excessive relative to annual output. 

The price of raw silk declined from 1925 to 1928. Givl'n the 
considerable technical improvements which had taken place, 
the price in 1928 about one-third above the price in 1913 would 
suggest a comparatively favourable situation. The tendt•ncy to 
increase output was very strong in the years immediately pr~ced
ing the depression. World stocks are not known; but there Ill no 
special reason for assuming that output was increasing much 
faster than demand. 

Increased demand for natural silk in a period when artificial 
silk was coming into use more and more affords striking evidence 
of the rapid rise of the standard of living, particularly in the 
United States and Europe. The competition of artificial silk 
seems to have been much Jess severe than was generally expected 
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a few years earlit•r. The annual out put was probably only nbout 
2 per cent of the total output of oth<'r lt·xtilt• raw malt•rials 
(compa~ed by \Wight) aJul,_alth~ugh it was rising rapidly, it roultl 
not rad1rally change tlu.• s1tuatwn for lht• otlwr tt·xtiks in tlw 
course of a few years. 

The very fa,:ourahle priers of artificial silk during t ht• ~n·alt·r 
part of the post-war pt·riod naturallv kd to largt• inrrt•ast•s in 
the capacity of the industry which linallv oVl'rtook tht• rise in 
demand. Ht•nt•t• prkes arulllld Hl2S w.·rc failino and n consith•rnhlt• 
surplus caparity sermrd probablt•. :'\unwrou~ attempts towards 
international n·gulalion o( the artifidal-silk markl'l did nut ruwr 
sufficient produn•rs to t•xrrrise lasting infhu•nrr on tht• prin• kwl. 

Other organic raw malt•rials of ~-:n·at importance un• timht•r 
and wood pulp. The prit'<'S of these produrts remaint·d nt n 
relatively high lrvel during the larg<'r part of the post-war pt·riml. 
This was particularly the rase with timlwr, in tht• markt·t fur 
which Russian rompdition h:ul almost disappt•ared. Prit•t•s in 
1928-29 were 50-60 per rt·nt above the pre-war lt·wl. lly that 
time, however, Russian exports Wt•re incn·asing fast, :llthough 
from October 1927 to St•ptt•mber 1928 the total fur timlll'r nntl 
manufartured wood was 40 prr crnt bdow thr prr-wnr figure for 
the territory now comprised within the Soviet Union. In tht• 
following year it had practirally reacht•d the pre-war lt•wl nnd a 
future increase was planned. Evrn bdore the dqm·ssion, pro
ducers in Scandinavia had restrided out put to cuuntt·rm·t tlw 
effects of the increast•d Hussian supply. It wns ckar, howt•vt•r, 
that very substantial rt•ductions of protludion in countrks 
other than Russia would be nt•ct•ssary, evt•n in the abst•nee 
of any business depression, if prict·s wac to be maintaim·d on 
a profitable level. 

Pulp prices had also bet•n remunt•rative up to the dt•pn•ssinn, 
but it was evident that the incn•ase in tapal'ity in l\J2i!-2!J in 
Canada, the t:nited States and Scnndinavia, at !toast ns far us 
certain qualities of pulp are conct•rnNI, wt·rc so rapid that a 
corresponding increase of demand at existing prin·s wa~ impro
bable. 

The evidence pointing towards the exislt•nce of owr-produc
tion or excess capacity in the case of inorganic raw rnatt·rials is 
more conclusive. 

The coal industry, more especially in Europr, was suhjt•ct 
to a complex set of influences which tended to n·strict dl'mund 
within surprisingly narrow limits and to create wry con
siderable local excess capacity. 

Output was incrt•ased in certain European countrit•s a11tl 
declined in others under the influence of the new froutit•rs, the 
German reparation payments in kind, technical dcvdopnll'nt, 



-60-

reconstruction of destroyed mines in France, etc. But _the 
demand for coal remained stable in the post-war years as a~a1~st 
a pre-war annual increase of 4 per cent. The output of llgmte 
did however grow considerably. This relative retrogression of the 
rno;t import~nt source of power, in spite of the grea~ expansion 
of manufacturing industries, is of cour;;e to be explamed by the 
growing use of other sources, such as oil and water. It has been 
calculated that the increased use of these two sources of energy 
for purposes where coal would have been used before the war 
has reduced the demand for the latter by 200 million tons 
annually. Further the technique in the use of coal was much 
improved, and considerable economies effected. Th~ price of 
coal varied a great deal from country to country, owmg to the 
influence of import duties, subsidies and differential transport 
rates. The export prices were low compared with costs of pro
duction in most mines. Nevertheless, supply was maintained 
partly because mines deteriorate rapidly if they are not worked, 
partly because of the artificial stimulus afforded by Governments 

.und coal cartels. But the productive capacity of several countries 
was not fully utilised. Monopolistic regulation of coal markets, 
which was consideruble, did not succeed in stabilising conditions 
from a world point of view. 

Mineral oils of course developed in an entirely different 
manner. In contrast with that of coal, the output of mineral oils 
increased ova 100 per cent from 1920 to 1929. Many new oil
fields were discovered and developed and technical progress was 
rapid. For instance, the new " cracking " process raised the 
percentage of benzine obtained from oil by 50 per cent. In 
spite of the large influence of certain international concerns, 
production tended to exceed demand at existing prices. It 
proved exceedingly difficult to restrict output, as new wells were 
opened up and worked even when prices were low. Further, 
wcl!-owners were afraid to stop production, as oil might be 
dt·~med of~ by anot~er weq in the same field in the neighbourhood. 
Pnces, whtch had rJst•n up to the spring of 1926 declined in 1927 
and ~ 928~ while in 1929 a slight· advance occ~rred. The level 
of pnces 111 these years was considered low but in view of the 
considcruble i~provement in the techniq~e of production, it 
would be unwise to assert that the industry was definitely 
suff~ring from over-p~oduction.. Stocks were somewhat large 
durmg t~e W!tole penod and mcreased considerably in 1929 . 

. . The sttuahon of copper is illustrated by Chart 6. In 1929, 
VJst~le and decla.red stocks were low and prices were mounting 
raptdly •. facts whtch would seem to indicate the reverse of over
produchon, though they do not preclude the existence of a 
large surplus capacity. In 1926, Copper Exporters Incorporated 
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Chart 6. 
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had been formed and had acquired the c?ntr.ol of 90 pe! cent of 
world production. Export prices were mamtamed on a high _level, 
especially in 1929. The high p~ices st~mulated an expans10n of 
production in mines with relatively ~1gh co~ts. It seems clear 
now that capacity around 1929 was mcreasmg above the .Ieyel 
which demand could be expected to re~ch a.t the then ex1st~ng 
prices. One factor which influenced the situation was the growmg 
use of substitutes for copper. 

The prices of the most im~ortant other f!On-ferrou.s metals 
were falling in the years p~ecedmg the depressJO';l. For mstanc~, 
the price of lead fell steadily ~fter 1925, except m 1929, ":hen 1t 
was influenced by cartel pohcy. Stocks ~ounted st~addy,. as 
Chart 7 indicates, and output expanded m new mmes wtth 
very low costs. It is.difficult to escape the impression that a 
considerable surplus capacity was developing. 

The production of zinc was also growing fast under the 
influence of technical progress. Stocks were rising, but were not 
considerable, and there is no evidence of over-production before 
1929. Tin production was also expanding, but stocks did not 
rise until the beginning of 1928. Since then, however, they have 
lncrcnsed considerably. 

When it is borne in mind that the period 1928-29 was on the 
whole a boom period during which stocks might have been 
expected to fall and prices to rise, the situation of non-ferrous 
metals strengthens the view that a certain tendency towards 
over-production was already showing itself before the depression. 
It is clear, however, that in some cases this tendency only began 
quite shorlly before the turn in the business cycle. 

The iron and steel industry had increased its capacity during 
nnd nfler the war for many reasons. New mines had been dis
covered in oversea countries, expansion for war purposes had 
~a ken. plnce, .German' industry had been modernised during the 
mflalwn penod, the destroyed French works had been recon
structed and up-to-date equipment had been introduced · in 
genernl, the rationalisation of the ind.ustry had been rapid. The 
r('sult was a great increase in capacity, much in excess of demand. 
The ~mallcr volume of railway construction since the war reduced 
one 1mportnnt source of demand for iron and steel , Further 
scrap-iron was being used to a greater ext('nt in the ·productio~ 
of. ~lccl. Around 1929 th_e situation, however, app('ared to be 
fnul,~ we'll balanced. , Pnces· had. been falling slightly in the 
earhcr ycm:s. but, owmg to .t~chmcal progr('ss, production was 
not un~rof1table a1~d the utilisation of capacity was not below 
what nught be considered normal. In view of the fact however 
~hat 1929 was a boom year, it is evid('nt that capacity 'was much 
lll excess of more normal needs. · 
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Chart 1. 

20)) 
I 1 

PLOMS•I.EAD 
, ... ,. 

,..' -a-·- ,.. 
~-·'· ,.. ,.. 

~ / ,. PtliiODuC rtON 

§ 1:,00 

" ~ 
~ ... 
' ~ 
~ 
I 

~ :; .. 
~ 
" ~ 
:! 
~ 
1:! 

~ ., 
~ 
::i 
~ 
~ 

t 

/ 
,-"' , . ,. 

"' 
1--/ 

,. 

1000 
I! .. , .. ,, ' t , .. .. ...... , .. 
~ ,. ' I , .. • • ~ ..... • , • .. ,~r«~tsm r""D 01' ~A• , 1 , • " , , • , ~ , •• •' 6 t ~, ,JTOCit.S fiJ FIN /Je I. ANN~~ • • , , 

• / 
SlO ~ 

I 

" 4 ~ 
~ 

3 .. 
l 

2 r! 
~ 

PI:IIJt -r 1 " 
~ 

0 0 t 
19Z2 1923 1924 192~ 1926 1927 1928 1929 . "'"""',_,_ 

Sources: Stocks: London and Cambritlqt Economic Strokt. 
Production : Slali•lical }.tul'-lloolr of lht Ltauu• of Nalloru. 
Price : Standard Slali•liu. 

1 Stocks In the United States and visible supply In the t:nlted Kingdom. 



-64-

Unlike that of other basic commo~i~ies, the monopoli~tic 
organisation of iron. ~nd . steel· was suffJcJen!lY s~rong to brmg 
about a certain stab1hsahon of the market, m. sp1te of the fact 
that it only embraced producers on the Contment of Europ~. 
Not only the Continenta.l St~el Cartel, ~ut also producers m 
other countries pursued a. policy o.f a.daptm_g output to ?em~nd . 
in order to maintain prices. In v1ew of th1s fact, the sJtua.tJOn 
was not so unstable as a mere study of the relation between 
capacity and probable demand. might give reason to bel~eve. 

In the case of nitrates, techmcal progress had been spec1ally 
rapid both in Chile and in countries producing synthetic nitrates. 
The increase of production had been .remarkable and very large 
stocks had accumulated. Prices were on a lower level than before 
the war but this did not prevent large profits~ Tendencies 
towards' over-production were evident. 

One general impression arising from a detailed study of these 
and other raw materials stands out. The conditions of supply 
were in almost all cases such tha.t a drop in prices due to a decline 
in demand could not be expected to produce an immediate and 
considerable reduction of supply. This inelasticity of supply 
could not but make for violent price reductions should a business 
depression arrive accompanied by a reduced demand. In this 
respect, the situation of raw material industries included an 
element of insta.bility, which has always manifested itself during 
previous depressions. 

To what extent over-production or tendencies in that direction 
existed in 1928-29 is another question. That this was the case 
with rubber, timber, copper, nitrates and some others seems 
clear. But it must be remembered that a situation without any 
tendencies towards over-production hardly ever exists and that 
t~erefore conditions d~ring the~e years were not necessarily 
different from those whiCh prevailed at other times. 

Two circumstances, however, perhaps suggest the existence of 
unusually strong te~d~ncies to~ards over-production during 
these years_. Monopol!shc regulation of prices unaccompanied by 
correspondmg regulation of output had led to an augmentation of 
capacity, thus increasing the chances that the latter would out
strip demand. This was a new factor which had not been so active 
be! ore the war. The creation of a large number of cartels in itself 
pomts to a lack of balance between capacity and demand. 
Secondly, 1928-29 was a boom period in the business cycle ; 
consequently, ~he ~en?ency of raw materials to fall in price and 
of stocks to . r1se md1cate some underlying tendencies towards 
over-pr~duct10n. In other words, while a considerable excess of 
production over consumption.- i.e., over-production in a narrow 
sense was to be found only m the case of a few raw materials,· 
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t~e e~tence of an excessive and unbalanced productive capa
city ~~ a large !l~rnb~r of them under the general economic 
condi~Ions. prevaihn~ m 1928-29 points to the conclusion that 
the situation was highly unstable. This conclusion is however 
uncertain and tentative. 

C. MANUFACTURING INDUSTRIES, 

After the above brief account of structural changes and 
incom_Plete ~djustment, the conditions prevailing in the crude
food mdustries a~d in the production of raw materials, it is 
necessary to examme from the same point of view the situation 
of the manufacturing industries. It is of course only possible 
to give a few brief indications. Many of the lasting or semi
per_manent changes in demand or in conditions of production 
which appeared after the war called for fundamental readjust
ments of production and trade. Many new. commodities, like 

. rayon, radios, gramophones, motor-cars, etc., acquired a consid
erable and rapidly growing importance and it is clear that the 
simultaneous introduction of so many articles tended in several 
indirect ways to create maladjustments between demand and 
productive capacity for these and other goods, thus contributing 
to instability before trade had regained its normal balance. 

Given, however, the prevailing lack of flexibility and imperfect 
ad;J.ptation to ends, readjustments, however necessary, can only 
take place slowly. 

The result was that many industries found themselves 
possessed of a productive capacity greatly in excess of what 
was required to meet the effective demand at prices which 
would cover the costs of the majority of producers. That many 
industries had tllis experience during the post-war period is 
borne out by the figures for idle plant, as well as by the high 
level of unemployment in certain countries. 

The existence of surplus capacity on a large scale is of course 
no new phenomenon ; it existed before the war during certain 

· phases of the business cycle. There is reason for believing, 
however, that surplus capacity. during boom periods of the 
business cycle was in those days relatively small compared to 
its extent in 1928-29. Further, fixed capital tends to play a 
growing role i~ manufacturing industries, so that the existence 
of unused capacity has become all the more serious. 

The excess capacity in certain industries and countries 
was to a large extent the result of the economic changes caused 
by the war. It has already been mentioned that the special 

5 



·- 66-

war needs caused an expansion· o! certain. industries, such as 
iron and steel, in excess of peace-t1me reqm~ements_. . . 

The war also gave an impet~s to the mdus~r1al~sabon . of 
certain less industrialised countnes. Manufacturmg mdustnes 
in such countries as Japan, China, India and the British 
Dominions expanded at a rapid rate, and this continued after 
the return 'or peace and more normal conditions of international 
trade. Such a development was particulary serious for ~ndustries 
which like the British textile mdustry, had their ch1ef export 
mark~ts in these countr'es and had extended their capacity in 
expectation of a large demand as soon as the war was over. 

Another factor which made for a lack of adjustment between 
productive capacity and demand was the creation of new political 
frontiers in Europe. Many plants were cut off from their old 
markets by Customs barriers along the new frontiers, behind 
which new factories grew up and satisfied local demand. Further, 
the period up to 1925 was characterised by a rapid and almost 
general increase in the height of import duties on manufactured 
goods, which rendered difficult adjustments of productive 
capacity, that, in industries with much fixed plant, could only 
take place slowly. This economic adaptation was hindered and 
made still more difficult by the frequent alterations introduced 
into tariffs. 

The rapid technical development during this period and the 
deep-going changes in organisation, commonly called " ration
alisation ", were factors which increased the need for adaptability. 
There would seem to be reason to believe that this rationalisation 
movement proceeded at a more rapid rate than before the war, 
although the evidence is chiefly circumstantial. New machinery 
was introduced on a larger scale than before, as shown by the 
enormous expansion of the machine-producing industries. The 
growth in output of manufactured goods took place in many 
countries with no, or only a small, rise of the number of workers. 
Unfortunately, very little mate~ial is available to illustrate 
directly th~ increased productivity !n manufacturing industries. 
In the Uruted States, the annual mcrease in output per man 

vwas 3.5 per cent in the period 1922-1927 while the figures 
for 1922 are not much above tho~e for 1905. In Sweden there· 
was little increase. from 1915 to 1920, but in the following nine 
years the annual mcrement wa:s 3.9 per cent. In Germany, the 
numb~r of ~mployed wor~ers seems to have been not quite 5 per 

. ~ent h1gher m 1929 than .m 1925, ~h~le the volume of production 
o/ mdex was 27.5 per cent higher. Th1s mdicates an annual increase 

of output per man of a~out 5 per cent. In the United Kingdom, 
the output per· head m manufacturing industries and mining 
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appears to have increased by 10 per cent from 1907 to 1924 
and by 11 per cent from 1924 to 19291: 

Table X. - Productivity in Manufacturing Industries 
in the United States and Sweden. 

United Kingdom • United States 1 Sweden 1 

19U) 4 • 100 100 
1920 91.8 102 
1922 109.4 124 
1924 100 113.2 125 
1926 ·. 126.6 132 
1927 106.8 127.2 133 
1928 106.8 136 
1929 110.7 143 

. Sources: Recent Economic Changes in the United Stales, New York, 1929, p. 454, 
Arbelsliishetens omfallning, karaklilr och orsaker (The Magnitude. 
Character and Causes of Unemployment.) Stockholm, 1931, p. 205. 

It is possible and indeed probable, however, that rationalisa
tion increased productive capacity more rapidly than actual 
output. The effects of this rationalisation do not seem to have 
shown themselves on a large scale until after 1925, when the 
re-organisation had been largely carried through in many indus
tries and countries. Under the influence of continued rationali
sation, the productive capacity in the years before the depression 
had greatly increased and its utilisation seems in many industries 
to have been appreciably lower than during earlier boom periods. 
Failure to recognise this fact and consequently to scrap old 
machinery and to liquidate less efficient firms contributed to 
the increase of capacity ,up to the end of the boom, not only in 
new industries where demand was growing, but also in old 
industries with little hope of a greatly increased future demand. 

That certain new trades like the motor and the radio industry 
expanded beyond the limits of possible demand seems indubitable. 
The former industry in the United States had a capacity of almost 
eight million cars, but even in boom years, when demand for 
expensive consumption goods was inflated through speculative 

t Report by the Committee on Finance and Industry, London, 1931, page 309. 
I Annual output per worker employed. 
I Out put per hour. 
• Swedish figures for 1913 are not available. The American figure for 1915 

was 1 per cent higher than for 1913. 
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gains on the Stock Exchange, it did not produce more than 
5.4 millions. 

It has already been mentioned that railway construction 
after the war has been slight, and that its place has been taken 
by the building of motor roads. Fundamental changes were also 
taking place in sea transportation, where the effects of the great 
increase in shipbuilding during and immediately after the war 
were felt during the whole period. In spite of this large supply 
of coal-burning tonnage, the building of oil-driven ships was 
growing rapidly. Many yards which specialise in such ships 
increased their productive capacity. As long as the volume of 
international trade expanded under the influence of the business 
boom, shipping rates could be maintained on a level which 
yielded some profit. Rates, however, were lower in 1926-1929 
than in 1922-1925 and the facts that on many routes they faikd 
to rise during the boom year 1929 and that even then not all 
tonnage was in use indicate that capacity in sea transportation 
was somewhat ahead of a " normal " relation to demand. 

The factors mentioned above and other circumstances 
contributed to the creation in many lines of industry of actual 
and growing surplus capacity in the years preceding the present 
depression. The cotton, textile, engineering and shipbuilding 
industries all had a large capacity in excess even of the demand 
in 1928, which was artificially stimulated by the boom. 

The lack of balance in the development of the differer..l 
industries in various countries was of course reflected in un
employment. Unfortunately, it is impossible to say to what 
exten~ unemployment was larger than before the war, but the 
followmg figures show clearly that it was considerable varying 
however, widely from country to country. ' ' 

Table XI. - Percentage of Trade Union Members 
Unemployed i~ September 1926-1928. 

Year 
Germany 1 I ~el glum 1 

----A---,----B---: r---A----~---B---

1926 . . . . . 15.2 12.7 1.1 2.5 1927 . . . . 4.6 2.4 1.4 3.5 1928 . . . . . . 6.6 6.9 0.6 3.3 

1 A.-= Wholly unemployed. 
B. = Short·time worker. 
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Table XI. - Percentage of Trade Union Members 
Unemployed in September 1926-1928 (continued). 

Year Canada United Netherlands Sweden Kingdom 

. . . . . • 3.3 13.7 7.2 9.1 

. . . . . . 3.1 9.3 6.7 8.4 

. . . . . . 2.2 11.4 4.8 7.8 

There is no evidence that surplus capacity was accompanied 
by low profits in manufacturing industries as a whole. In Great 
Britain, earnings in per cent of total ordinary and preference 
~apital in a number o! joint-stock companies was 10.5 per cent 
m 1927, 11.1 per cent m 1928 and 10.5 per cent in 1929. These 
figures are not typical of British manufacturing industries as a 
whole and are not strictly comparable owing to changes in the 
capital of the companies included, but they make it probable 
that profits were fairly satisfactory. In the United States, 
corresponding figure> for 1928 is 12 per cent and for 1929 13 
per cent. The difference in the position of British and American 
mdustries was, however, probably much greater than these 
figures indicate. Though equally comprehensive statistics for 
other countries are lacking, it is clear from the indices of share 
values that conditions in manufacturing industries were generally 
prosperous. . 

The fact that considerable surplus capacity in a number of 
industries went hand-in-hand with good profits suggests that 
the price policy pursued may adapt itself to conditions of constant 
surplus capacity and prices may be fixed accordingly without 
any agreements between competing firms. 

The existence of surplus capacity on a large scale naturally 
stimulated the development of monopolistic tendencies. National 
and international cartels were created to enable manufacturers 
to restrict cut-throat competition and to charge profitable 
prices. Such cartels in many cases tended to maintain surplus 
capacity by keeping alive firms which would otherwise have 
succumbed. ·The limitation of output in certain industries in 
order to keep up prices furthermore tended to increase the 
demand for other commodities and thus to increase productive 
capacity in other industries more than would have been the case 
if the former commodity had been sold at a lower price. This 
effect of a growth in the monopolistic organisation on excess 
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capacity is, however, only one aspect of its influence on the 
present depression. . . 

Monopolistic tendencies involve an unportant change I';l .the 
whole of an economic system founded on free co~petltlon, . 
which may well have had a great .influence on ~e b~si!!~ss cycle. 
in many different ways. Certam ~orms of mflexibdity may 
exercise a stabilising influence, while others m~ke . for larger 
fluctuations. This question will be touche~ upon m Chapter V~. 
There is, however, less ·doubt that the failure of the economic 
system to adapt itself to more or less permanent fundamental• 
changes of a structural character must tend to make it less 
balanced and stable than it would otherwise have been. For 
instance, a return to the gold standard at a higher parity than 
corresponds to domestic price and wage levels makes it necessary 
to adjust the latter in a downward direction, if harmony between 
the various economic elements is to be achieved. It seems 
certain that monopolistic price and wage policies and other forms 
of economic friction were partly responsible for the fact that lhe 
situation in 1928 was 'characterised by so much maladjustment. 
Another development which is generally believed to have taken 
place in business policy may have had a reverse influence. It 
is generally consid· ·red that surplus capacity in many industries, 
as well as the rise of tariff walls, has increased the practice of 
dumping; If dumping is erratic -that is, if sales abroad are made 
spasmodically -. it must of course tend to disturb the normal 
currents of trade and introduce an element of instability. 

In the field of retail marketing of manufactured goods several . 
far-reaching changes took place during the period under review, 

. among which may be mentioned the growing importance of 
chain stores. From the point of view of the present problem, 
another change is, however, of greater importance - namely, 
the growth of instalment selling. This practice has probably 
tenc;Ied to reduce .demand for goods of a durable character 
durmg the depressiOn, as a part of the consumer's· purchasing 

· P.ower ha? already been used to buy goods before the depres
s!on set m. The. co~sumer is less willing and less able during 
~Imes of economic difficulty to pledge his future income for new 
mstalment purchases and may be under an obligation to pay 
off the debts incurred by earlier purchases. Thus the fresh 
de~and for such flOOds is reduced. For other countries than the 
pmted States this factoi:, has, however, been of very small 
Importance. 

The v:'-rious facto~ me!ltioned above have of course played 
a very differen~ role m di~erent countries. Without entering 
upon an analysis of these differences, it is sufficiently clear that 
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structural changes, followed by a slow and insufficient adjustment, 
have ~ade for instability of the economic system. Some reasons 
for this slow adjust!llent have been given above, but it should 
be added that the existence of a business boom in several countries 
~n 1928-29 has. exe~cised a great influence in this respect, as 
It made the situation appear much better balanced than it 
actually was. 

D. RELATIVE PRICES AND \VAGES. 

In the previous sections of this chapter, the structural changes 
and lack of balance have been discussed from the standpoint 
of individual industries. They may also be regarded, however, 
from the point of view of relations between large groups of indus
tries - e.g., those producing primary products (foodstuffs 
and raw materials) on the one hand and those producmg manu
factured goods on the other. 

Evidence of a maladjustment or over-production of three 
types has been considered - viz., abnormally large stocks ; 
excess productive capacity and unprofitable commodity prices. 
This tendency of supply and demand to change in such a way as 
to produce any of these three sets of conditions in the near future 
has also been considered. 

However, whether prices of certain commodities are unpro
fitable or not, whether they cover costs of production or not, 
depends upon how the latter are computed. U the reward 
to the individuals employed in the production of these commodities, 
in the form of wages or other incomes, is reduced, then even 
what used to be an unprofitable price may be sufficient to cover 
these reduced costs. In a certain sense, it may be permissible to 
speak of over-production of certain commodities even if prices 
cover costs - namely, if the incomes which make up the 
various cost items are "abnormally" low. Over-production of 
crude food products in this sense. exists, even though the 
cost accounts show normal interest on the capital invested, if 
this result is reached by paying very low wages to the people 
working on the farms. The main question then becomes, what 
wages are to be regarded as normal ? 

To answer this question is clearly impossible. Some people 
would be inclined to say that, if incomes in one group of industries, 
e.g., ·agriculture, have moved in the same way- risen as much e.g. 
since pre-war times - as incomes in manufacturing industries, 
then the relation is "normal" and production of the two groups 
of commodities in a balanced state. This opinion, however, 
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assumes that the relative incomes and prices in th~ pre-war 
years can be regarded as nor!llal. There seems to be httle foun
dation for such an assumption. 

Fortunately, for the purpose of an analysi~ of the quest~on 
dealt with in this chapter, it is not necessary ~o fmd out ~ything 
concerning " normal " and " ~n~rm~l mcome relations, 31 
study which, difficult when cond!bon.s m one country are co~sl
dered would be still more difficult m a study of the relation 
betw;en products of indu~tries from different c~~ntrie~. What 
m.atters from the point of v1ew of balance and stab1hty of mdustry 
is not whether relative incomes, for instance those of farmers and 
town workers, have changed since some earlier date, but whether 
an adaptation towards the new conditions has taken place or not. 
U farm incomes have recently been much reduced and farmers 
are therefore unable to buy as much manufactured goods as they 
used to, then industries producing these goods will have a surplus 
capacity and some of their workers will be unemployed. Similarly, 
if coffee growers in Brazil have had their incomes reduced, Euro
pean and American export industries, working partly for the 
Brazilian market, will suffer. On the other hand, a reduction 
of the purchasing power of certain classes or a failure of such 
purchasing power to rise as much as that of others is compatible 
with general balance and full utilisation of the productive factors, 
if industry has had time to adjust its output to these new 
conditions. In other words, the point to which importance should 
be attached is whether production has adapted itself to the new 
state of demand which is the outcome of a new distribution of the 
national income. 

The question to be answered is therefore whether, in the years 
p~eceding the depression, changes in the relative incomes of 
different groups of producers had taken place or were taking 
place. If the answer is in the affirmative, the task becomes one 
of an~l.ysing whet!ter ~his brought any changes in demand or other 
~ond1t1?ns to wh1ch mdustry had not adapted itself in the years 
1mmedmtely preceding the depression ; in other words whether 
it made for instability and reduced power of resistanc~ towards 
the attac~ of a bus~n~ss cycle depression. 

As reha~l~ statistics concerning the distribution of income 
are scarce, ~t 1s n~cessa~ to employ for a study of this problem 
sue~ matenal as 1s available concerning the movement of prices 
of d1~erent groups of commodities. First attention will be given 
to pr1ces of primary products on the one hand and of manufactured 
goods on the other. . 

While the price of material for primary products and semi
manufactured goods is fairly satisfactory, there is unfortunately 
no adequate body of comparable data relating to finished products. 
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Methods of production have undergone frequent changes and 
demand has substantially altered since before the war. Certain 
goods came into everyday use after the war which were practically 
unobtainable in 1913; wireless receiving sets may be mentioned 
as an outstanding example. The rapid growth of the automobile 
and aluminium industries further serves to illustrate the fact 
that indices based on 1913 weights cannot give a completely 
accurate reflection of . price movements of manufactured 
commodities in the post-war period. To a considerable extent, 
it was in the " new " industries catering for the secondary needs 
of life that the greatest technical progress was made in the last 
decade, and the products of these industries have probably 
fallen more in price than such standard pre-war finished goods 
as are included in the ordinary indices of wholesale prices. 
Accordingly, no great reliance should be placed on the absolute 
height of the indices given below, but attention should rather be 
concentrated on the general character of the movement which 
they disclose. 

Even when allowance is made for these factors, however, 
evidence drawn from several sources as independent of each other 
as possible clearly suggests that primary products in general 
ruled considerably lower in price than manufactured goods in 
most parts of the world throughout the entire period 1922-1928. 
. A comparison may first be attempted of the relative price 

movements of raw materials and manufactured products consi
dered as a whole. The following table shows that indices of prices 
for finished products were substantially higher than corresponding 
indices for raw materials.· 

Table XII. -Indices of Prices of Finished Products expressed 
as Percentages of Indices of Raw Material Prices. • 

1 1922 1 1928 1 1 1922 ·I 1928 

Canada . . • . 104 96 Sweden 123 103 
Denmark . . . 130 I 129 U.S.A.• 107 106.1 

Germany . . . 1111 119 U.S.A.' 121 110 
Norway . . . . 100 I 105 

• The original indices are based on the year 1913 In all cases except the first 
series for the U. S. A. in which tbe base year is 1916. 

• 1925. Tbe raw material indices Include partly manufactured goods. 
0 1923. . 
• Index of Bureau of Labor statistics. Identical commodities. 
• Indices of National Bureau of Economic Research. 
I 1925. 
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Had statistics for a range of years been given in the above 
table, it would have become apparent that the price. discrepancy 
was greatest in each country during the various periods of 
economic depression. With the recovery from depression there 
was a well-marked tendency for the indices to approach each 
other in all countries. Even in 1928, however, manufactured 
goods appear to have ruled relatively higher in price than raw 
materials (as compared with 1913) in many parts of the world. 
The only ·apparent exception among the countries included 
in the above table is Canada. A special analysis of the Canadian 
price statistics suggests, however, that, if groups including 
precisely the same commodities in different stages of manufacture 
were available, the indices for that country would show the same 
relationship as that observed in other countries. . 

A more detailed enquiry into relative price movements in 
recent years, undertaken by the League of Nations with the 
assistance of certain national statistical offices 1, offers strong 
corroboration of this conclusion. The figures below show for 
1928 the price indices of certain groups of semi-manufactured 
or manufactured goods as percentages of the indices of the 
raw materials from which they are produced. 

1. Great Britain 

2. Germany .. 

3. France .. . . . 

4. Italy . . . . . 

Finished foodstuffs· • . . . 105 

Semi-manufactured goods : 
(a) of. mineral origin • • • • • 119 
(b) of vegetable and animal 

origin . . . • . . . • . . • 108 

(a) Finished foodstuffs . • • • 103 
(b) Semi-manufactured goods of 

vegetable and animal origin 
for industrial use • . . . . 106 

(a) Finished foodstuffs • . • • 92 
(b) Finished products of mineral 

origin . • • • . • • . • • 128 
(.c) Finished. products of vege-

table and animal origin for 
industrial use. . . • . . . 115 

• Tho Secretariat Is lnd bt d t th B · gfn~rale de Ia France th e e 0 ~ rlhsh Board or Trade, the Statlstique 
tuto Centrale di Statlstl:a<f:..m~n Stahstlsches Reichsa.mt. and the Italian lsti
have already ~'n published in \he preparation of these 1Dd1ces. Certain or them 
and Trad•, 1925-1930/31 and they• ~~guebof Nations M•morandum on Production 

. su sequently be treated in greater detail, 
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In every case for which more or less comparable series are 
available (except Italian foodstuffs) the more finished goods 
had risen more in price since 1913 than the raw materials from 
which they are made. In general, the margin was least in the 
case of foodstuffs, which undergo less processing before final 
consumption, than industrial goods. · . 

An analysis of the prices of individual commodities in various 
stages of manufacture, from raw materials to finished form, 
also shows that, during the post-war period, the higher a given 
commodity stood in stage of manufacture the more had it risen 
in price since 1913. Such an analysis has been made for several 
years in the League of Nations Memoranda on Production and 
Trade ; in the following table are shown some representative 
indices for some of the more important countries for which 
serviceable ·data are available in offici:d sources. 

Table XIII. - Prices of Certain Manufactured 
Commodities expressed as Percentages of the Prices of the Raw 

Material employed. 

1928. 

United States I Canada 
• 

Wheat . . . . . . . 100 Grain . . . . . . . . 100 
Flour . • . . . . . . 111 Flour . . . . . . . . 103 
Bread . . . . . . . . 126 Bakery produce . . . 124 

Calf skins . . • . . . 100 Milk • . . . . . . . 100 
D shoes . . . . • . 108 D products . . . 107 

Copper . . . . 100 Silk, raw . . . . . . t too . . . 
» wire . . . . . 108 • manufactured . . . 126 

Wood pulp . . . . 100 Lead . . . . . . . . 100 . 
Newsprint paper . . . 139 » pipe . . . . . . 136 



-76-

Table XIII. - Prices of Certain Manufactured . 
Commodities expressed as Percentages of . the Przces of the Raw 

Material employed (contmued). 

1928. 

Germany I Sweden 

Rye .. 1100 
Wood . . . . ... . 100 . . . . 
Wooden articles 125 • flour 103 . . . . . . . . 

Pigs. 100 Hides and skins . . . 100 . . . . 
113 Leather . . . . . . . 

Pork . . . . . . . 109 Shoes . . . . . . . . 130 

Cotton 100 Pulp .. . . . . . . 100 . . . . . . . 
Cardboard 120 . . . . . . 

Cotton yarn . . . 106 Paper . . . . . . . . 129 

These indices happen to exclude some of the industries. in 
which the greatest technical advances were made in the post-war 
period, but they are representative of a wide range of business. 
The relative prices in the years preceding 1928 are similar to 
those shown in the table. 

One aspect of post-war changes in the relative prices of 
primary and manufactured products on which attention has 
been particularly concentrated in recent years is the divergence 
in the price movements of agricultural and industrial goods. 
Relatively low prices of many crude foodstuffs obtained through
out most of the period 1922 to 1928. After the crisis of 1920-21, 
index-numbers of agricultural prices were much lower than those 
of industrial goods. In 1924 and 1925, however, a considerable 
improvement took place in the position of agriculture in most 
countries ; cereal prices rose markedly, as did those of many 
other agricultural products. In 1926, however, prices of several 
impor_tant foodstuffs like whea~ again began to fall. In 19~5, 
the discrepancy was less than m 1922, but in many countnes 
it inc~eased again after the former year. 

It 1s not so much the absolute level of the prices of this particular 
class o_f raw m!lterials. which is of interest in the present connection 
as th~1r level. m rela!10n to ~he prices of other groups of products 
and, m parttcular, mdustr1al products. The material for such 
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a comparison is not entirely satisfactory ; many of the existing 
indices of agricultural prices are based on pre-war weights and 
do not take into account the shifts that have taken place in the 
character of agricultural production in response to changes 
in the relative prices of different groups of farm products. These 
shifts, particularly over a long period of years, may be of con
siderable importance. 

The evidence presented by different groups of indices drawn 
up on various principles is, however, sufficiently uniform to 
afford a convincing corroboration of the figures already shown. 
For instance, the index-numbers of agricultural products were 
considerably lower than the general wholesale price index in 
most countries. 

Where group indices for agricultural and industrial products 
are available they point equally emphatically in the same direc
tion : in Germany, for instance, the purchasing power of the 
former in terms of the latter was 89 (base 1913 = 100) in the 
crop year 1924-25 and 93 in 1928-29; on account of the short 
cereal harvest of 1926-27, it rose markedly in that year. In 
Poland, official indices for agricultural and industrial products 
based on 1927 showed a relationship between the two groups of 
71 (industrial products= 100) in 1922, 90 in 1925 and 93 in 1928. 

In certain countries special indices of the. prices. of articles 
purchased by farmers have been compiled. Throughout the 
period 1922-1928 they were considerably higher than the indices 
of the agricultural products, from which the farmer derived 
his income. 

Table XIV. 

Relationship 
Agricultural Articles (Articles 

purchased purchased Products by Farmers by farmers 
= 100) 

Sweden 1 1922-23. . . . . 142 169 84 
1925-26. . . . . 147 152 97 
1927-28. . . . . 143 152 94 

U.S. A. 2 1922 . . . . . . 124 152 81 
1925 . . . . . . 147 159 92 
1928 . . . . . . 139 156 90 

Source : Index Numbers of Prices of Agricultural Produce, Jntematlooal 
Institute or Agriculture. 

• Base 1909-1913. The ligures are averages for two years. 
• Base 1910-1914. 
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· In countries whose agriculture consists chiefly of meat or 
dairy farming, the discrepancy between agricultural prices and· 
prices in general was much less than in countries where cereals 
play the greatest role. Animal foods ruled relatively high in 
price throughout most of this period. In England, for example, 
the index-number of agricultural prices stood as high. as or 
higher than the general index-numbei: of wholesale prices published 
by the Statist in every year between 1922 and 1928, except in 
1924. This was due to the high prices prevailing for most fruits, 
vegetables, meats and animal products, which account for over 
three-quarters of the English agricultural price index. The prices 
of cereals and farm crops were much lower than those of other 
agricultural products and of commodities in general throughout 
the whole of this period. 

Table XV. - Price Indices of Agricultural and other Products. 

(Base 1913, unless otherwise indicated.) 

~ 
jAverage !or the Year 

Group 
1922 1928 

Australia: Cereals and vegetablea . . . . 148 157 
Meat . ; . . . . . . . . ·t43 161 . 
Dairy Produce . . . . . . . 156 166 
Metals and coal ... . . . . . 186 183 

Belgium I. Foods . . . . . . . . . . . 338 879 
Fuels 424 . 825 
Metallu"rgic~l Pr~d"ucts: 

. . . . 

. . . . 338 790 
Textiles . . . . . . . . . . 432 1,124 

France. . Foodstuffs - 845 
Minerals and ~l~t~ls 

. . . . . . . . . - 522 
Textiles· . . . . . . . . . . . . . - 840 

Spain . . Foodstuffs . . . 174 176 
Metals . 

. . . . . . . . . . . . . . 152 148 
Textiles 

. . . . . . . . . . . 149 151 . . . . 
United Cereals. 151 153 Kingdom . 

. . . . . . 
Minerals 

. . . . . . ' 150 115 (Economist) Textiles 
. . . . . . . . . . . 181 165 . . . . 

'April 1914 = 100. 
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It should not be concluded from the above discussion that 
the price situation in the period 1922-1928 was such as to place 
the producers of foodstuffs in an inferior economic position to 
the producers of other raw materials. In the latter part of this 
period, indeed, foodstuffs in general ruled relatively higher in 
price than mineral and metallurgical products. In Table XV 
above, certain group indices which, though far from being ideal, 
afford some evidence of value on this point, are shown. The 
groups 'are never identical in composition and the ·figures for 
one country must not be compared with those for another. 

. The above table shows that the relationship between the 
prices of foodstuffs and other classes of raw materials changed 
markedly in favour of the former between 1922 and 1928. Since 
1924, foodstuffs have ruled relatively higher in price than minerals 
and metals in almost every country considered. The only excep
tion to this statement in 1928 was Australia. The position in this 
country must be ascribed in large measure to the effects of the 
tariff, which keeps up the prices of most industrial products, 
while the price of those crude-food products of which Australia 
has a net export surplus are naturally determined by world 
market. conditions. · 

It is not necessary to draw attention to the relatively high 
level of textiles in all countries throughout the period considered. 
Flax and wool ruled particularly high; in 1926-1928, both these 
commodities were more than double their pre-war price. Silk 
was also relatively high until1926 ; in that year the competition 
of artificial silk began to be felt very severely and silk prices 
fell steadily. Cotton prices reached their maximum in 1923 or 
1924; subsequently they dropped steadily and recovered some
what during the general upward movement of 1928. 

The tendencies indicated in the above table may be further 
illustrated by the special indices of various groups of raw mate
rials prepared by certain national statistical offices in connection 
with the League of Nations enquiry into relative price levels to 
which reference has been made above. Some of these indices for 
the year 1928 are shown below : 

Table XVI. -· Price Indices of Various Groups 
of Raw Materials, 1928 (1913 = 100.) 

Raw materials of vegetable and ani-
Germany Italy 

mal origin: 
129 529 (a) for foodstuffs . • . • • 

(b) for industrial use • . .• 139 522 
Raw materials of mineral origin. 116 416 

France 

565 
777 
540 
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A series of index-numbers relating to " foods " and " nol!-
foods " compiled by the American Nationa~ Bur~au of Economic 
Research is of particular interest for the hght 1t throws on the 
price movements of these groups in different stages of manu
facture. 

Table XVII. - Price Indices of Various Groups of Commodities 
. in the United States. 

(1913 = 100). 

(1) (2) (3) 
Producers" 

All Commodities Goods destined Consumers• Goods 
for human processed 

consumption 

Foods !Non-Foods Foods !Non-Foods Foods !Non.Poods 

-1922 . . . 136 157 122 131 144 180 
1924 . . . 144 165 138 138 147 193 
1926 . . . 149 . 160 138 135 153 180 
1928 . . 151 154 149 132 152 176 

Foodstuffs as a group fell more than non-foods during the 
depression of 1920-21 ; ·they gradually rose in price while the 
latter fell quite steadily since 1923 : by 1928 the two groups 
stood at practically their pre-war position. The foods index in 
the first series above, however, contains manufactured as well 
as raw products ; similarly with the non-foods index. Columns 
(2) and (3) give indices for these two groups which are more 
clearly divided according to stage of manufacture. Producers' 
goods destined for human consumption can be taken as roughly 
equivalent to raw materials and partly manufactured goods 
(such as wheat and flour, cotton and cotton yarn), while the 
indices for consumers' goods relate entirely to manufactured 
products ready for consumption (such as bread and cotton 
piece &oods)_. The foodstuffs in ~he former group stood somewhat 
lower m pnce than non-foods m 1922, but they had acquired 
thei~ pre-war equilibrium with the latter by 1924 and rose 
considerably between that year and 1928 while non-foods fell 
slightly. The relationship between the i~dices for consumers' 
goods i~ of q!Jite ~ different character : non-foods stood very 
much h1g~er m price than foods throughout the entire period. 
The margm between foodstuffs in the producers'_ stage and 
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ready for consumption diminished. It was very much less than 
the margin between other commodities in these stages. · 

These indices do not confirm the view sometimes held that 
the greater part of the discrepancy between the prices of goods 
in different stages of manufacture 1s to be explained by the large 
number of wholesalers and other dealers ; this number is, on the 
whole, probably proportionately larger for foodstuffs than for other 
articles. The explanation is rather that foods characteristically 
undergo fewer and simpler processes of manufacture on their 
way from the primary producer to the ultimate consumer. The 
above series clearly suggest that over the period 1922-1928 
price relationships m the United States tended to move to the 
advantage of the producer of raw foodstuffs and that (as measured 
in relative prices) his position in the latter part of this period 
was more favourable than that of the producer of other raw 
materials. . 

The effects' of all these changes in relative price levels on 
the extent and character of international trade in the post-war 
period were considerable. Attention may first be directed to 
changes in the barter terms of trade between industrialised and 
raw-material and food-producing States. An examination of the 
import and export price indices of States whose imports or exports 
consist chiefly of one of these groups of commodities shows 
that throughout this entire period the States exporting manu
factured goods were able to buy their imports of foodstuffs and 
raw materials relatively cheaply, while the States exporting crude 
foodstuffs and raw materials had to give up a much greater 
quantity of these products than in 1913 in return for the same 
amount of manufactured goods. The discrepancy between the 
import and export price indices was greatest in 1920. With the 
recovery from the crisis of that year, the indices tended to move 
closer together until1925; between 1925 and 1928 the movement 
was less regular. 
· In the following table are set out the gold import and export 

price indices of certain representative States. The first three States 
are primarily exporters of manufactured goods and importers 
of raw materials; in 1928, for instance, manufactured goods 
accounted for about 75 Jll'r cent of their exports. The last three 
States export chiefly raw materials and import manufactured 
goods ; in the year mentioned raw materials and foodstuffs 
accounted for a similar proportion of their exports. The fact 

. that the highly industrialised States enjoyed favourable barter 
terms compared with 1913 throughout the whole period emerges 
clearly from the following statement w~ich shows ~ow many 
units of its exports each of thl•se countnes had to g1ve up for 
100 units of its imports • 

• 
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Table XVIII. - Terms of Exchange_ in 
(Base 1913 = 100.) · 

Importers of Raw Materials and Foodstuffs. 
Germany • • . ~ 
Switzerland . . . . . . . . . . . . 
United Kingdom . • • . • • • . • . 

Exporters of Raw Materials and Foodstuffs. 
Argentine . . . . • • 
India . . . . . . . . . . . . . . . 
Dutch East Indies • . . . • • • . • 

International Trade. 

1924 1926 1928 

105 95 95 
92 94 97 
82 82 84 

136 137 
117 112 105 
115 120 122 

The peculiar position of Germany in 1924 is ~bviously du~ to 
the depreciation in the value of the currency which at that time 
made exports of all kinds of goods cheap relatively to imports ; 
after the re-valuation of the mark, this phenomenon disappeared 
and the German export and import indices show the same 
relationship as those of other industrialised States. 

Many causes have contributed towards this discrepancy in 
the movement of prices of primary products and manufactured 
products. We must consider, in the first place, the various 
factors affecting the relation between etude foodstuffs and 
manufactured goods. The relative rise in the prices of the latter 
need not depend upon a greater increase in nominal wages or · 
incomes in manufacturing industries, but may be due to increases 
of other cost items. There can, for instance, be no doubt that 
taxation has weighed more heavily on the later stages of produc
tion. After the war, most States were left with a greatly increased 
burden of expenditure on the service of public debt ; further, 
taxation was increased in order to provide for new expenditure 
on social purposes and in some cases on armaments. The depressed 
condition of agriculture resulted in the main burden of the new 
taxation being placed on manufacturing industries. A large part 
of the social expenditure had to be borne directly by workers 
and manufacturers through the payment of social insurance 
premia, and in other ways. An obvious example of a common 
po~t-war tax whi.ch a.ffects manufacturing industries more than 
pnmary productiOn Is the turnover tax. When imposed on 
ea~h exchange of goods which takes place on the way from the 
pr!mary to th~ final procedure, this tax naturally increases the 
pnce of t.he fimshed product more than that of the raw material. 
Corporation taxes also affect manufacturing industries to a 
greater extent than agriculture in which individual or family 
enterprises dominate. ' · 
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There can be no doubt, however, that one important reason 
why relative commodity prices have moved in the way indicated 
above is that wages and incomes in manufacturing industries 
have risen more than in agriculture. The following wage data in 
Table XIX illustrate this movement. 

A comparison between wages in industrial and agricultural 
pursuits is rendered difficult on account of the fact that a large 
part of agricultural wages normally takes the form of payments 
in kind - i.e. board and lodging. For several countries, indices 
making allowance for this fact are available ; these indices show 
clearly that in certain countries such as the United States and 
Sweden, where there has been no special legislation enforcing 
minimum wages in agriculture, the rise in wages of agricultural 
workers since before the war has been considerably less than in 
the case of industrial workers. 

Table XIX. - Indices of Nominal Wages of Industrial 
and Agricultural Workers. • 

(Pre-War Base.) 
192·1 1928 

Australia. . • . Industry and Agriculture 171 183 
Agriculture 174 194 

Canada • • • • Industry ~ •••• • . 184 188 
Agriculture • • • • • • 197 196 

New Zealand • Industry and Agriculture 123 164 
Agriculture • • 153 165 

Sweden • • • • Industry· •••••• • 211 224 
Agriculture • • • • • • 190 185 

Great Britain Industry and Agriculture 170 170-175 
Agriculture . . . . . • 156 176 

U. S. A .. ·• • • Manufacturing Industry. 211 224 
Agriculture . • . • • . 163 163 

Source : International Labour Olflce. 

• The Indices shown are completed by different methods and are not comparable 
from country to country nor, in all cases, fromf.oup to group within the same 
country. In Australia, those for both undustry an . agrlcult ure refer to weekly rates 
of men • in Canada, industry-hourly rates of chie!ly skilled men, agriculture
annual ;ates of men · in Great Britain, industry-weekly rates of men and women, 
agriculture-weekly 'rates of men ; in New Zealan~, Industry-weekly rates. of 
men, agriculture-weekly rates of men and '!'omen ; an Sweden, Industry-dally 
earnings of men, agriculture-annual earmngs ; In the U. S. A., Industry
weekly earnings of skilled and semi-skilled men, agriculture-dally rates. 
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In all countries, except Australia .and Canada, industrial 
wages rose considerably more than ag:1cultural w~ges .b~tween 
1913 or 1914 and 1924; in the United Kmgdom, special mmimum
wage legislation for agricultural workers was mtroduced after 
that year with the result that the indices for the two groups of 
wages sto~d at abol!t the ~am~ level in .192~. I~ most .countries 
which had no special Iegisl~tiOn of this ~md, II?-dustnal wages 
rose a little between 1924 and 1928, while agncultural wages 
remained steady or fell. Thus, the wage discrepancy was 
somewhat increased. . 

The cost of living has of course risen in all countries since 
before the war, but not so rapidly in most cases as money wages. 
In practically every country for which data ;u-e available, real 
wages in 1928 stood well above the pre-war level. The rise is not 
comparable from country to country on account of the different 
methods of constructing the indices. For manufacturing workers 
it appears to h~ve amounted to some 35 per cent in the United 
States, 32 per cent in Sweden, 25 per cent in. Switzerland, 18 per 
cent in Australia and so on. In view of the fact that the national 
income of all these countries was rising, an increase in wages did 
not necessarily indicate any change in the distribution of that 
income. The rise in the real wages of agricultural workers, if 
computed with the aid of the usual cost-of-living· index, has, 
however, been less than for industrial workers, but to some 
degree the difference may be.compensated by the fact that the 
cost of living has not risen so much for farm as for town workers. 

These figures refer only to wages of agricultural workers 
and not to incomes of independent farmers, who constitute . a 
considerable proportion of the people working on the land. Cost 
acc.ounts and other data il).d~ca,te. that the net. ~OI).ey incomes 
of mdependent farmers have in many countries risen less than 
agr}cultural wages. Thus, the discrepancy between the movement 
of mcomes of producers and industrial workers is greater than 
the figures above indicate. 

There ar~ of course many reasons for this movement of 
wages and mcomes. They can all, however, be 'dealt with in 
terms. of changed ~onditions of supply and demand. The rapid 
techmcal pro~ress m ~ood-producing industries has been discussed 
above. The m~r~ase m demand was probably not proportionate. 
Hence, .a dechmng pe.rcentage of the world's population was 
needed m food-production. A c~ange in human activity did, as a 
matter of fac~, take.place. Evidently, however, the population 
on the land d1d no.t _fall off rapidly enough to restrict supply of 
food produ~ts sufficiently. to ena~le wages and incomes in agri
cult~~e to nse as m~ch as m other mdustries. In other words, the 
mob1hty from agriculture to other industries was insufficient. 
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In certain countries such as Canada and Australia, however, 
where the technical progress in certain food-producing industries 
was particularly rapid, there was of course no need for a reduction 
of the population on the land. On the contrary, in certain areas, 
it was necessary that a rapid increase should take place. Agri
cultural wages rose in these countries as much as wages in manu
facturing industries. 

It is not necessary to consider here all the influences which 
checked the movement of labour from the land to other occupa
tions. One factor was the existence of considerable unemployment 
in manufacturing industries in most countries, which made it 
very difficult for farm labourers to obtain work in other industries. 
In some countries, trade unions pursued a policy designed to keep 
wages high in important industries. 

In the world as a whole, a relatively small reduction of the 
food-producing population would have been sufficient to cause a 
relative rise in the prices of crude foodstuffs, owing to the fact 
that demand for food products is relatively inelastic. In some 
countries, however, higher prices of foodstuffs would have led 
to an expansion in food industries still greater than that which 
actually took place. Hence, a correspondingly great reduction of 
the crude-food industries in other countries would have been called 
for. 

Somewhat similar causes contributed to the fact that raw
material prices fell in terms of manufactured goods. Technical 
progress was, as explained in the previous section, very rapid in 
several raw-material-producing industries. One factor which, as 
has already been mentioned, tended to keep down demand for 
raw materials was that the rising standard of living frequently 
brought about a demand for finer qualities rather than for a 
greater quantity of goods; or· a -demand for services rather than 
for commodities. The possibility of carrying out a rapid contrac
tion of the people employed in raw-material industries was in 
many countries small - for instance, in the countries in an 
early stage of economic development where manufacturing 
industries were weak. Higher duties on manufactured goods 
stimulated the expansion of these industries in such countries 
and thus tended to make a transfer of labour in this direction 
easier. This, however, is only one side of the influence of tariffs. 
The policy of increasing import duties on manufactured goods 
pursued by certain raw-material-producing countries also affected 
the economic situation in an entirely different way. It caused 
surplus capacity in manufacturing industries in other countries, 
raised average costs of production and made manufactured 
commodities relatively expensive. Consequently, the total 
volume of production of such commodities and the demand 
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for raw materials was reduced. It is possible therefore that a ril?re 
liberal tariff policy, although it would have made ~n expans~on 
of manufacturing industries in the raw-~ater1a~-produ~mg 
countries more difficult, ~ould have led to relatively h1gh~rpnces 
of primary products. Th1s seems all the mor.e probable as m many 
countries the existence of high import tariffs for manufactured 
goods made it possible to lift wage and income levels in the 
protected industries in a way which was impossible in -export 
industries and primary industries alike. It has been characteristic 
of the economic situation in many countries aft~r the war that 
wages in the so-called sheltered or hoine-market industries have 
risen considerably more than wages in non-sheltered or " compe
tition " industries. If the wage movement in agriculture is com
pared with the movement in the latter group of industries, the 
discrepancy is considerably smaller than the figures above indi
cate. In other words, the exceptional increase of wages in the 
building trade and in some industries working for the home 
market has contributed in no small degree to the shift in price 
and wage relations to the disadvantage of primary industries. 
Unfortunately, very scanty material is available to throw light 
on this question. In Denmark earnings per hour in the second 
quarter of 1927 were 20 per cent higher in 11 typical home market 
industries than in 11 typical " competition " trades. A special 
analysis of conditions in Sweden has given the following result : , 

Table XX.- Earnings per 'Hour for Male Workers in 1928. 1 

• Competitive industries • . . . . • • 0. 29 
Sheltered home-market industries a • 0.34 
All industries • . • , • . . • • • Q. 30 

Another factor. which heiped te maintain higher prices of 
!fianuf!lctured CO!fimodities and higher incomes of those employed 
m the1r pro~uct10n was tha~ a restriction of supply in cases of 
e;x.cess cap~c1ty. could ~e ach1eved more easily than in raw-mate
nal-producmg mdustnes, at any rate in so far as the latter 
worked for the world market and the former for local or national 
markets. Hence,_ an agree.ment between a small number of pro
d';lcers or a busme~s pohcy pursued by individual producers 
w1th?u~ agreement d1rected to p~event unprofitable prices through 
restncbon of output was relatively easy to maintain. In raw-

; Arbtlsl6shettns omfallning, karakttlr och orsaktr (The Magnitude Character 
~~ock~~~~~ ~~~~~nemployment). Arbetsliishetsutredningens beUnk~nde. 1. 1. 

• Does not include the building trade. 
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material industries, on the other hand, the numerous attempts · 
to restrict supply broke down as already explained. 

The facts described above seem to point clearly to the exis
tence of a lack of balance and consequent instability in the years 
preceding the depression of such a character as to constitute at 
once a contributory cause and an impediment to rapid recovery. 
It has already been mentioned that many manufacturing industries 
had a considerable surplus capacity, especially among those 
designed for a large export to overseas countries, many of which 
were dependent on the production of primary commodities. 
Greater purchasing power in these countries, as well as in the 
hands of farmers elsewhere, would have made larger sales of manu
factured goods to them possible and would thus have made for 
harmony between capacity of production and demand for such 
commodities. 

E. MovEMENT oF THE GENERAL PRICE LEVEL AS A SPECIAL 

CAUSE OF MALADJUSTMENT. 

Post-war Inflation and Deflation. 

In the years preceding the depression the movement of 
_wholesale prices differed very markedly from country to country, 
as Chart 8 shows. 

In some countries where currency inflation had taken or was 
taking place prices were rising, in others they were falling as a 
result of a more or less deliberate policy of deflation connected 
with a return to some form of gold standard. If. all prices and 
wages had moved in the same direction and if old contracts 
·had been adjusted accordingly, such changes in the purchasing 
power of money would have had little or no influence on economic 
relations. In· fact, however, certain prices are much more flexible 
than others and the terms of old contracts are usually not altered. 
As a result, considerable movements of the general price levels 
have a pronounced influence on relative values, on the distribution 
of income, and on economic life in general. For instance, wages 
usually move less rapidly than wholesale prices ; costs of pro
duction therefore tend to be relatively high in countries with 
falling prices and relatively low in countries with rising prices. 
No doubt, the gold value of wages in certain countries - as, 
for instance, France and Belgium- in 1928 were relatively low 
and in other countries - such as Great Britain, Italy or Norway 
-where nominal wages had not been reduced to the same extent 
as prices, relatively high. This applied not only to home market 



·Chart 8. 

WBOLBBALE PRICE LEVEL IN CERTAIN COUNTRIES 1924-1928. 
(Base 1913 = 100.) 

1124 1126 1821 1928 --
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Source : League of Natlom Monthlg Bulletin of Stalistiu. 
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industries, which were little affected by international competition, 
·but also to export industries. · 

Retail prices also showed a tendency to lag behind wholesale 
prices - that is to say, were relatively low in countries with 
rising prices and high in those with falling prices. This tended 
to make real wages in the former countries higher and in the 
latter countries lower than they would otherwise have been. 
The pressure to raise the nominal wage level in countries with 
rising prices was thus weakened and the reduction of wages in 
countries with falling· prices was rendered more difficult. 

Certain wholesale prices are of course more flexible than 
others. In general, prices of commodities which are little affected 
by international competition (home market prices) adjust them
selves much more slowly than those of import or export com
modities or goods which compete directly with them. Yet there 
is little doubt that, in countries with a rising price level, the 
costs and prices of export goods tended to be relatively low in 

. terms of gold, while in countries in which prices are falling they 
tended to be relatively high • 

. For many non-standardised commodities, international com
petition was not sufficiently complete to prevent a country 
from selling large quantities of products at somewhat higher 
prices than its competitors, but the volume of exports from such 
a country naturally tended to decline. 

Thus price maladjustments tended to affect international. 
trade and the whole economic situation in a number of different 
ways. Unemployment was aggravated in countries in which 
the price level was falling, while the reverse was true in countries 
with a rising price level. The barter terms of trade (the terms 
at which the various countries exchanged their goods) moved 
to the advantage of- countries with high gold prices, but they 
bought this advantage at the cost of a reduced volume of exports. 

Table XXI. - Import and Export Price Indices of Deflationist 
and Inflationist Countries, 1924. 

(Gold indices based on trade values; 1913 = 100.) 
Defiatlonist Countries 1924 

Czechoslovakia. Import 145 
Export 146 

Sweden • • Import 117 
Export 151 

Switzerland Import 144 
Export 157 

United Kingdom. Import 141 
Export 162 

Inflationist Countries 1924 

France • • Import 143 
Export 126 

Germany Import 134 
Export 128 

Hungary . Import 146 
Export 119 

Italy • . • Import 118 
Export 109 
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Such inequalities in price movements and the fact that old 
contracts were not adjusted, naturally affected the profit~ realised 
by diff~rent indu~tries. Profits hav~ tende? to. be lower ~n export 
industnes than m home market mdustnes 1n such h1gh gold
price countrie~ as Great ~ritain, and the reverse has ~een tr.ue 
of countries w1th a depreciated currency. The export mdustr1es 
of such countries have, on the whole, had difficulties in realising 
normal profits in view of the relatively high costs. For this 
maladjustment of costs and prices the high taxation in post-war 
years has often been held responsible. Costs other than taxes 
(in so far as they constitute costs) might, however, have been 
adjusted downwards either as a result of technical improvement 
or price or wage reductions. The inflexibility and the height of 
taxation has been only one aspect of the incomplete adapt
ation of costs and prices to the new conditions resulting from 
a return to the gold standard at the old parity. 

For a considerable period after the earlier depression of 1921, 
a process of readjustment of price relations took place in countries 
with more or Jess stable monetary conditions. In other countries, 
however, the currency inflation tended rather to increase mal
adjustments, especially up to the year 1926. There can be no 
doubt that, in 1928, international price relations were very far 
from what might be called normal or natural. This is illustrated 
by the following table. · 

Table XXI I. - Wholesale Price Levels in 1928 (Gold Indices). 

(Base 1913 or 1914 = 100.) 

Australia ... 
British India 
Norway . 
Japan .. 
Peru .. 
China .. 
Denmark 
Canada . . . . . 
Dutch East Indies 
Netherlands . · 
Sweden ... 
New Zealand • · 
Finland ... 
Switzerland • 
Spain • . . . • 
Czechoslovakia . 

164 United Kingdom 
163 Germany. . . . 
160 U. S. A. • . . 
159 Hungary • . 
157 Italy (Milan) • 
155 Bulgaria • 
153 Austria • 

.. 
151 Latvia . 
149 France .. 
149 Belgium . 
148 Estonia . 
147 Egypt , ... 
145 South Africa , 
145 Poland , . . 
144 Chile ••.. 
143 

140 
140 
140 
135 
134 
133 
130 
129 
126 
122 
121 
120 
120 
120 
119 
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The above table shows that the movement of wholesale 
prices exprefsed in gold since 1913 has varied widely from 
country to country. When interpreting such figures, it must, 
however, be kept in mind that identical indices for all countries 
would not indicate that the price relationships were normal. 
In the first place, price indices are constructed on very different 
principles in different countries and are, for this reason not 
directly comparable. In the second place, substantial differ~nces 
in economic development may well bring about an appreciable 
and permanent change in the relation between national price 
levels. The discrepancies revealed in this table are, however, 
so great that it is impossible not to accept as a partial explanation 
a la?k of adjustment after the violent price fluctuations of 
previous years. 

This conclusion is confirmed by the fact that the trend of 
cost-of-living indices and wages in countries which gradually 
raised the value of their currency to its old gold parity was 
different from that in countries which stabilised at a relatively 
low rate of exchange. Thus the cost of living and wages rose 
rapidly in France - the cost-of-living index from 366 in July 
1924 to 525 in July 1927 and 556 in July 1929 - while they 
declined or remained stable in countries which had previously 
gone through a period of deflation. In brief, a process of adapta
tion was going on, but it wa~ by 1928 as yet far from complete. 

The Movement of World Prices. 

These international differences and maladjustments were 
a legacy from the days of paper currencies and inflation. The 
process of adaptation which has just been discussed implied an 
adjustment either upwards or downwards of the various individual 
prices to levels corresponding with the gold value at which the 
currency had been fixed. 

At the same time, it may well be that the world gold-price 
system as such, comprising all the national price systems, had 
not become stable by 1928. Many economists are of the opinion 
that this was the case· and that gold prices had been moving 
downwards during the five or six years preceding the depression 
and that this downward trend produced fresh maladjustment:;. 
hampered industry and trade and rendered the whole econom~c 
position in 1928 much less balanced than it would have been, if 
the general tendency of gold prices had been stable or in an 
upward direction. 

As may be seen from Table XXIII below, wholesale pric~s 
tended to rise in some countries and to fall in others. Certam 



Table XXIII. -Wholesale Price Levels in Var{ous Countries, 1922-1929 (Gold Indices). 

(Base 1913 = 100.) 
. 

;; .a ... ... " .. • .. : • ... >. ; .. 
" " :;; li " i :.: ;: ... 0 g " .. a; 
~ Date .. -:;: .. s .. 

5 ] " -:;: " 'il "' ~ " " .. ... "' i5 ii: ... ::i < < u " Cl ~ ~ "' i :1 "' u 

1922 
Second half-year . . . 156 149 160 134 114 138 155 148 167 165 144 

1923 
First half-year. . . . . 169 128 152 148 133 116 145 137 1 147 154 164 172 150 

I 

1928 • • . . . . 165 130 151 143 123,121 145 140 149 147 148 145 140 . 
-

1929 
First half-year. . . . . 164 132 146 138 121 120 138 137 143 147 143 141 138 

• 

• Figure for 1924. 

< 
<t.i 
::i 

144 

146 

140 

139 



-93-

paper-money c~mntries had a very low wholesale price level in 
terms of gold In 1922-23 -e.g., in 1922 the Gt>rman index in 
terms of gold was about 20 per cent bt'low· the 1913 levt'l. In 
a sense, the currencies of these countries were under-valued and 
it was to be expected that their gold-price levels would rise as 
currency conditions became more stable. Other countries, such 
as .Sweden an~ Switzerland, had by this time already passed 
through a penod of deflation, but, as the decline in ct>rtain 
values had been sluggish, their gold-price level was still relatively 
high. In such cases it was equally natural to expect some decline 
in gold prices. For these reasons among others, prices moved 
differently from country to country and it is difficult to speak 
about the movement of the world price system as such. 

In order to obtain some indication of the world movement, 
a study of the movement of prices in countries with more or less 
stable currency conditions during the whole of the period in 
question, or at least from 1924 onwards, is necessary. It should 
be remembered that most of the countries in which prices tended 
to rise are necessarily excluded ; the result is therefore somewhat 
biassed. 

The table is inconclusive. Price reductions seem to be 
somewhat more numerous and considerable than price increases ; 
but, in view of the selection of countries, it cannot be regarded 
as proved that the trend of world prices was downward, although 
the inference that there was a very slight downward tendency 
may perhaps be justified 1• In the United States, the price level 
declined by about 5 per cent between the first half of 1923 and 
the first half of 1929. A partial explanation of this movement 
was no doubt the bumper crop of 1928, which must have tended 
to depress the price level of 1928-29 one or two points. The boom 
in 1929 was, however, much more violent than in 1923 and a 
slightly higher price level in the latter period might have been 
expected on that account. As prices were actualy lower in 1929 
and failed to rise during the boom period 1928-29, it may be 
reasonable to infer that the trend of prices in the United States 
was slightly downward. (See Chart 9.) 

If it be assumed that world prices were falling slightly, 
the question arises whether this movement tended to provoke 
new maladjustments in various price relations - whether !he 
situation in 1928 would have been more stable and the ensumg 
depression less severe had the world price movement been . 

• In the memoranda submitted by the various National Economic Councils and 
Research Institutes, different opinions concerning this question were put forward; 
It was considered in one or two of them that world prices had long shown a 
clear downward tendency, in othen that this was true only from 1926 onwards. 
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ALL CoMMODITY AND FINISHED PRODUCT PRICE INDicEs. (U.S. Bureau of Labor Statistics.) 
(1926 = 100.) 
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·different 1• In trying to form an opinion on this question, it 
must of course be remembered that productivity increased in 
various industries in the period preceding 1928. In Chapter 11-C 
above, reference has been made to the estimate that output per 
man in the manufacturing industries of the United States was 
increasing annually by 4 per cent. In view of such an increase 
i!l productivity, it is difficult to believe that a drop, something 
like 2 per cent annually, in the prices of finished manufactured 
goods in that country exercised any considerable depiessing or 
disturbing effect on manufacturing. The price indices for foodstuffs 

· remained constant, while raw-material prices declined. This helped 
to make profits in manufacturing industries high. On the whole 
the various price movements in the United States in a period 
of rising productivity exercised an influence on profits similar 
to that of slowly rising prices during a period of constant produc
tivity. 

For Europe, less information is available, but it has already 
been pointed out that output per head was probably growing 
rapidly. It is true that this was apparently due to the fact 
that, immediately after the war, economic conditions in Europe 
were disorganised and that rapid improvement during the period 
of re-organisation was therefore relatively easy ; but this does 
not alter the fact that output per head was growing rapidly 
and that a constant or slightly declining price level is thus not 
likely to have placed a dead hand on industry. 

It is of course impossible to judge whether a different price 
movement would have entailed more or less serious malad
justments than actually occurred. The figures quoted above 
at any rate furnish no evidence in support of the contention 
that an upward tendency or absolute stability of the wholesale 
price level would have led to a more balanced situation in 1928. 
In some countries, no doubt, there would have been less need 
for difficult adjustments- e.g., of wage rates - and the situation 
would therefore have been more stable. This would probably 
have been the case in Great Britain. In Sweden and Switzerland, 
on the other hand, where the price level was also falling, industry 
was in a not unfavourable position in 1928 owing to the rapid 
increase in productivity and the relative flexibility of their 
economic systems. There seems to be no reason for assuming 
that a higher price level would have made the position in 
these two countries more stable. 

• It should be observed that the question under discussion Is therefore, not 
whether in the post-war period there Is a long downward trend of prices- the 
years 1920-1922 and 1929-1931 would then also have to be considered - but 
simply whether the price movement before the present depression tended to oet 
up maladjustments. 
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As productivity develops at different rates.in different countries' 
and as general conditions vary widely, it Is _natural to expect 
variations in the movement of wholesale pnces from country 
to country. Hence, however the world price system may move, 
some adjustments of international price relations will be necessary. 
As already observed, it is impossible to ascertain what general 
price movement calls for the minimum of adjustme~t on the 
whole. 

• 
A Maladjustment in Monetary Organisation. 

The 'movement of prices in different countries discussed 
above helped to produce a maladjustment in .the monetary 
systems of the world and in the distribution of gold. The 
actual dist;ibution in 1928 is shown in the following table : 

Table XXIV.- Gold Stocks and Surplus Gold in 1928. 1 

$ (OOO,OOO's). 

Country Monetary 
Gold Stock Surplus Gold • 

Argentine . . . . . . . . . . . . . 619 147 
Australia . . . . . . . • . . . . . 223 167 
Brazil • . . . . . • . . . . . . . 149 13 
France . . . . . . . . . . . . . . 1,259 139 
Germany . . . . . . . . . . . . . 666 300 
Japan. • . . . . . . . . . . . . . 541 6 
Spain • . . . . . . . . . . . . . . 494 159 
United Kingdom , . . . . . . . . 754 178 
U. S. A. . . . • . . . . . . . . . 4,141 1,420 

Total of countries given . . . . . . 8,846 2,529 
World a • . . . . . . . . . . . . . 10,472 2,676 

In the last resort, international gold movements are due to 
the s~ate of the balances of payments. A tendency towards a 
negative balance under certain circumstances causes an effiux 

1 At the end of the year. 
: ~':.,ll~di of \~tal monetary gold stock over legal minimum gold requirements. 

note circulatr!n n:U~~~~~"i.ytgold.j'~ks or a few countries for which complete 
menta therefore canno o aval a e and whose l~gal minimum gold require
atocks at the end of 19~H~=~~i~e.'!imJ'~~ approXImate amount of these gold 
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of gold, while a tendency in the opposite direction may provoke 
gold imports. In fact, such movements are certain to occur 
unless the reserves of foreign exchange are used to keep the 
balance of payments in equilibrium. The position of the balance 
of payments in most cases depends mainly on the state of the trade 
balance, which in turn is influenced by the relative level of prices 
and wages in different countries, as well as by the obstacles, 
such as tariffs, which are put in the way of international commo
dity movements. The balance of payments is also affected by 
changes in international capital movements. The normal 
working of the gold standard implies that, in a given country, 
an influx of gold resulting from a certain state of the balance 
of trade and of its international capital transactions leads to 
an expansion of credit and a reduction of interest rates. In 
this way: purchasing power is increased and the balance of trade 
moves in a negative direction ; the decline in interest rates, 
further, stimulates the export and checks the import of capital. 
Thus the balance changes ; the inward movement of gold is 
arrested and possibly even reversed. In countries which are 
losing gold, the reverse process takes place. 

Since the war, this mechanism has failed to work efficiently. 
The United States credit did not expand in proportion to the 
gold imported. Such expansion as did take place as the result 
of the influx of gold was used at certain periods for purposes 
of speculation rather than to increase the demand for commo
dities ; hence it affected the import and export of goods only 
indirectly and to a limited extent. Further, the sale of foreign 
goods in the United States was made increasingly difficult by 
the introduction of new and higher tariff barriers : the forces 
making for a reversal of the gold movement were thus checked 
and the influx of gold continued. 

This influx did not of course continue without interruption : 
changes in international capital transaction were not complete!y 
offset by variations in the trade balance, but led to changes m 
the movements of gold. Increased net lending abroad tended 
to reduce the influx or even cause an outflow of gold - in 1928 
almost $400 million- while a reduction of the lending operations 
caused gold to move to the United States. The closeness of 
the correlation between capital and gold movements is seen 
from Chart 10. 

In the case of France, the increase in gold reserves in 1928 
and 1929, due mainly to a change in international credit 
movements which have been described in greater detail above, 

: had little time, before the depression started, to call forth a 
corresponding expansion of credit and thus affect the trade 
balance sufficiently to arrest the inflow of gold. Further, for 

7 
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Chart 10. 

MovEMENT oP ANNUAL INTERNATIONAL BALANCES 011 CAPITAL, 
MERCHANDISE .AND GoLD oP THE UNITED STATES. 
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a number of reasons, the fall in interest rates did not lead to 
an increase in French capital exports such as might have been 
expected in pre-war times in similar circumstances. The fact· 
that in 1928 France had enormous floating assets abroad but 
relatively little gold and the continued attraction of gold to 
France under these conditions would seem to· reflect the lack 
of stability of the world economic situation in the years before 
the depression. 

Thus, in 1928, the international economic situation - with 
. regard to the relation of national price levels, tariffs, international 
lending and the distribution of gold -was undoubtedly suffering 
from a lack of balance 1• 

1 
Other aspects of the monetary situation In the years before the depression 

are discussed In Chapter IV. 
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F. THE INSTABILITY OF THE EcoNOMIC SITUATION 

AROUND 1928. 

The economic situation of the world at a given moment is 
never balanced and stable. · Hence the instability before the 
present depression cannot in itself be regarded as explaining 
why this depression has reached a degree of severity unattained 
in pre-war crises. The question arises therefore whether there 
was in 1928 any factor which made for an instability greater 
than that normal at other times or before the war. Only if 
that question can be answered in the affirmative is it possible 

· to explain the . severity of the present depression partly by 
reference to antecedent conditions. 

It is well known that business cycles have been rather 
different in countries in an early stage of economic develop
ment and in those with a more mature economic system. 
Hence, it is evident that the economic structure has much to 
do with the character of the cyclical movement. It is therefore, 

· a priori, probable that structural changes in the world economy 
will affect the way in which the business cycle develops. It is 
also probable, as has already been mentioned above, that a 
lack of stability or balance may lessen the power of resistance 
of the economic system to the disturbing tendencies of an economic · 
depression. Of course, the world may still be prosperous in 
spite of surplus capacity and the existence of maladjustments, 
but this fact - which is borne out by experience - only proves 
that such circumstances are not sufficient to cause an economic 
depression. It does not prove that, when other factors contribute, 
the depression will not be aggravated by unbalanced circum
stances. 

Examining the question from the angle of demand, it seems 
probable that factors which make for a stable demand tend to 
mitigate depressions, while those which lead to heavy variations 
in demand tend to intensify them. · From this point of view, 
the influence on the present depression of the factors briefly 
discussed · in previous sections and also of certain others is 
clearly apparent. 

First, tendencies towards a growing surplus capacity in the 
production of certain important foodstuffs and raw materials 
as well as in manufacturing industries made the situation 
unstable. If in a given industry there has long been a sub
stantial excess capacity and the industry has adjusted its 
sales and its replacements policy accordingly, the unstabilising 
influence may not be very serious. When economic depression 
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occurs, the industry need not be more disturbed than it wo'!ld 
have been had its capacity and output been more normal relative 
to demand. If, however, the productive apparatus ~as been 

. expanding immediately before the depression more !~p1dly than 
demand then the sudden arrival of bad trade conditions clearly 
reveals 'the existence of a considerable surplus capacity, not 
only in comparison with the reduced demand, but also with 
more normal demand. Thereupon, all demand for replacement 
and of course all new investments immediately fade away. 
Moreover, the prices at which the products of such an industry are 
offered for sale are likely to drop much more than would have 
been the case had the sales policy been adjusted to the existence of a 
surplus capacity for a longtime previously. Such a decline of prices 
causes a great change in the distribution of income, a fact which 
may upset general demand conditions to a considerable extent. 
For instance, a heavy drop in the prices of primary products 
will reduce the incomes of certain new countries and lead to a 
cutting-down of their demand for manufactured goods from 
other countries. It is necessary to stress the fact that a failure 
to realise in time that productive capacity is outrunning future 
demand must make for instability of investment. A similar 
influence is exercised by continuous changes in tariff policy 
. as well as by the failure of industry in general to adapt itself 
quickly to changing conditions. This instability of investment, 
or in other words the tendency towards a rapid decline in demand 
for investment goods during depressions, is one of the most 
potent factors in intensifying the slump. This point will be 
further discussed in Chapter VI-C below. 

High and increasing inventories are another cause of insta
bility. When prices start falling nobody wants to carry stocks 
and therefore everybody is anxious to reduce their actual stocks 
as quickly as possible. Thus, the greater the stocks the more 
quickly will the demand for new commodities fall off. If large 
quant~tie~ of com.modities are in the hands of loose monopolistic 
or~amsat10ns which are apt to break down once the decline of 
prices has begun, then the position is all the more unstable. 
The. volume of commodities put on the market will then be 
subJ~ct to a large increase at the very time when demand is 
restncted .. As a mat~er of !~ct, the existence of such organisations 
II!~Y well mcrease mstab1hty even if they have not led to a 
p1lmg-up of stocks but only to a previous restriction of output. 
The ~reak-up .of agreement.s to restrict production may under 
certam eond1tJ.ons !~ad to mcreased output at the very times 
when demand 1s falhng and may thus affect prices in very much 
the same way as t~e ~xistenc~ of large stocks. On the other 
hand, strong orgamsatJons which control output in such a way 
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that abnormal stocks never accumulate may exercise a stabilising 
influence. 

T~e lack of balance in the situa.tion may lie, not only in surplus 
capacity ~r larg~ stocks •. but also man u~~alanced price system. 
The relative pnces of different commodities or commodities at 
different stages of production and of the various factors of 
production may have a more or less abnormal relation to one 
another. If, for instance, cost elements are not adjusted to one 
another and to prices, production may be unprofitable ; a further 
decline of prices when the depression advances may in consequence 
be more serious than it would otherwise have been. Naturally, 
if through one circumstance or another, production does not 
pay even under good trade conditions, the financial position 
of the companies and firms concerned is weakened. Hence, the 
arrival of a depression is likely to endanger their future existence, 
to deteriorate their credit, and lead in some cases to reconstruc
tions and bankruptcies. Although such financial processes need 
not necessarily affect productive activity, in very many cases 
they will in fact do so. A weak financial position of conside
rable groups of industries must therefore tend to intensify 
an economic depression. In some cases this is what actually 
happened. Before the depression, production was being conducted 
at a loss in, for instance, large sections of the British cotton 
and coal industries. Unadjusted costs may also mean exceptionally 
large profits, a fact which under certain conditions tends to 
stimulate new investment and create surplus capacity. The 
failure of adjustment of various cost elements is often approached 
from· a special angle. Manufacturers feel that taxes and social 
charges are too high and are chiefly responsible for the fact that 
total costs cannot be reduced to a profitable level. There is, 
however, no reason why taxes :tnd social charges should be 
regarded as the residual element to be satisfied only when wages 
or any other charges have been covered. Certain elements in the 
cost accounts are, it is true, always more or less fixed. Difficulties 
arise if there are not the required number of sufficiently flexible 
cost items, allowing an adjustment of total costs to a level in 
correspondence with selling price. 

A special example of the failure of the various cost elements 
to adjust themselves to one another was to be found in Central 
Europe, where rates of interest were, for well-known reasons, 
on a very much higher level than before the war. The effect 
of this on the profitableness of new technical processes, neces
sitating an outlay of capital, and of long-time investment in 
general - for instance, m buildings - does not seem to have 
been always sufficiently realised. In some cases, investments 
were made in very much the same way at an interest level 
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of 10 per cent, as it might rightly have b~en if th~ ·rate had 
been only half this figur~. Whe~ pr~ductive capacity can be. 
fully utilised,· such expensive cap1ta.l mvestment ~ay have . no 
serious effects · when, however, durmg an economic depression 
plant can no I~nger be workedfull time, th~ necessity of payi!lg 
high rates of interest is likely to bear heaVIly on the financial 
position of the industries concerned. .· 

The divergence between the movements. of wholesale · and 
retail prices is often quoted as an outstandmg example of an 
Incomplete adjustment of prices and costs in the post-war 
economy. In most countries, retail prices fell much less than 
wholesale prices during the early post-war depression and in 
a great many. they remained considerably above the level of 
the latter throughout the whole period under review. 

Although for various reasons the real margin is considerably 
smaller than . it appears when current indices are studied, 
comparable indices computed for certain countries show beyond 
doubt that retail prices had in 1928 risen more since pre-war 
times than wholesale prices. The existence of this wider margin 
has frequently given rise to the argument that by not passing 
price reductions - in foodstuffs for instance - on to the final 
consumer, the retailer has prevented that expansion of demand 
which would have helped to sustain the prices of the primary 
products. But the continued spread between wholesale and 
retail prices is largely due to the fact that the changes in the 
cost of retail distribution since pre-war days have not followed 
the same course as the changes in the cost of production of the 
commodities handled. Great technical advances were made in 
the production of all classes of goods, while corresponding 
advances were not made iq methods of retailing. In many 
countries, the distribution system is still characterised by the 
e~istence of large numbers of small establishments operating 
With small turnover and high costs ; such establishments indeed 
have in~reased considerably in number since before the war. 
For this and other reasons, little reduction in the costs of 
retailing has been possible. At the same time, many of the 
changes that have been effected in the character of retail trade 
since before the war have been in the direction of increasing 
costs. Better .service is demanded ; the practice of delivering 
goods and callmg for orders has spread, and a greater proportion 
?f goo?s is now sold on credit. Finally, consumers have been 
mc~easmgly reluct~nt to buy in shops which do not display 
the1r ~oods attractively and with costly fittings. 

It IS true, however, ·that the costs of distribution have risen 
compared wit.h the costs of production for another reason as 
well : wages m the transportation, building and retail trades 
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have risen considerably more than wages in manufacturing 
industries and in agriculture in most countries. This means 
that workers in the former occupations have been able to increase 
their consumption somewhat at the expense of consumers in 
~eneral. . It .doe~ not s~em probable, however, that this change 
m the distnbution of mcome has affected demand in such a 
way as to create, in itself, a serious discrepancy between demand 
and supply conditions. Hence, neither this circumstance nor 
the fact that retail costs have not been subject to the same 
reduction as production costs in terms of human effort seems to 
afford evidence of a lack of balance creative of instability in 
the years before the depression. 

Another factor of a somewhat different character which 
undoubtedly also helped to make the position in 1928 unstable, 
by increasing the chances of considerable changes in economic 
relations, was the position of Russia. As later experience has 
shown, Russia was able to appear suddenly on the world's 
markets as a great exporter of certain commodities, such as 
timber and wheat. The additional supplies thus placed on the 
world markets naturally tended to unsettle the balance that had 
been reached. On the other hand, these sales rendered Russia 
a market for machinery and other commodities. 

In recent ·years, the obstacles to international migration 
have been much greater than before the war. Countries with 
a large excess of births over deaths have only to a limited degree 
been able to alleviate the pressure of a rapidly growing population 
through emigration. It is doubtful, however, to what extent 
this fact made the economic situation in post-war years less 
balanced than it would otherwise have been. The farming 
population and the production of foodstuffs in Europe might 
have been reduced through emigration to oversea countries, but, 
if the immigrants had been employed on the land, the tendency 
towards over-production of foodstuffs would have been streng
thened. Whether increased emigration from Europe would 
have reduced unemployment in manufacturing industries there 
is uncertain. 

It has been much discussed. whether the post-war economic 
world possessed a s~aller psychological. stability in g~neral 
than during pre-war times. It has been said t~at the experiences 
during and after the war of sudden and forcible changes could 
not but make people prepared for new violent disturbances. 
Thus it is argued, a drop in prices would be less able to call 
forth' demand now than before the war, because society had 
got used to considerable price changes. Unfortunately, it is 
scarcely possible either to prove or disprove that changes of 
this sort have taken place. The conspicuous la~k of confidence 
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towards the end of 1930 and in 1931 may be the result of the 
depression, and not the consequence of a weakened psychological 
stability in existence before the depression started. The optimism 
in the spring of 1930, which put a brake on the slump in economic 
activity, tends rather to substantiate the view that the business 
psychology had not become more hesitant or unstable. The 
gravity of political events and the instability of financial condi
tions could not, as the depression proceeded, but create a wide-
spread feeling of pessimism. · 

The lack of balance and the structural changes which have 
been described above do not of course in themselves explain 
the depression which followed. As already mentioned, the 
world is never balanced or stable, and yet periods of prosperity 
succeed periods of depression. It seems certain, however, that, 
if such factors as have just been described are at work, depressions 
caused by other factors will be intensified. Consequently, the 
following account of the present depression cannot be given 
except against the background of at least a very brief description 
of the economic situation of the world in the immediately 
preceding years. 



Chapter III. 

BUSINESs-CYCLE TENDENCIES IN THE LAST 
DECADE. 

In the previous two chapters, some observations have been 
.made on the influence of changes in the structure of the economic 
organism. It is usual to make a distinction between factors 
causing such structural changes and cyclical factors which 
lie behind the wave-like movements of trade - usually described 
as the business cycle. This is a somewhat vague distinction : 
among other reasons, because economic science has not yet been 
able to ascertain the causes of this cyclical movement. Most 
economists agree, however, that business-cycle tendencies are 
connected with variations on the capital .market - i.e., in the 
relation between savings and investment and in the production 
of producers' and consumers' goods. There seems to be a certain 
uniformity in the variations of these elements which make it 
fruitful to group them under the heading of factors making for 
cyclical trade fluctuations, while treating such circumstances as 
new tariffs, inventions, and new tastes as belonging to a different 
group of factors which have a .more or less constant influence on 
the structure of the economic organism. Evidently, this distinc
tion is auxiliary to the handling of the enormous mass of material 
which must be considered in any account of economic develop
ments. The economic situation is never affected by changes in 
factors of only one kind. On the contrary, all trade fluctuations 
are under the influence of both types of variations. 

Changes in the volume of output in manufacturing industries 
and in the volume of trade are the chief characteristics of business 
fluctuations. Such changes, which are constantly recurring, vary 
greatly in degree. The depression in the year 1903 in the United 
States, which was hardly noticeable in Europe, can be quoted as 
an example of a minor trade fluctuation. The booms in 1900 and 
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1907 and the following depressions were a little more pronounced, 
but less pronounced than the de_pressions in the 'seventie~ and 
'nineties of the last century. It 1s probable that the ~eventy of 
these earlier depressions was due to the fact that cychcal factors 
made for a slump under conditions which structural factors had 
made extremely unstable. In other words, in such cases it· is 
correct to diagnose a combination of structural and cyclical 
depressions. · _ 

Many economic authorities believe that the pre-war cyclical 
fluctuations in trade occured fairly regularly at intervals of about 
forty months and that there was a tendency towards a business 
cycle of this kind in all countries which had reached a certain 
stage of industrial development. 

The course of events during the last fifteen years has been 
so largely determined by the destruction and dislocation caused 
by the war that the underlying forces of a cyclical character have 
been in a large measure concealed. Indeed, their very existence 
has been denied. A brief study of the economic development of 
certain individual States may, however, help to throw some of 
the underlying forces into relief. -

The feverish post-war activity was followed by a severe 
depression in 1920 and the following years. It was much more 
pronounced in certain countries than in others. In some, a 
fall in the price level aggravated conditions, while inflationist 
countries suffered less owing to the stimulus given by rising 
prices. General recovery came surprisingly quickly. In 1923, 
commodity prices nearly everywhere stopped falling and busi
ness_ conditions improved. In England, the Netherlands, Swe
den, Italy, Czechoslovakia, Brazil and the Argentin~. definite 
recovery seems to have begun some time in the second half of that 
year, while in other countries it had already been in progress 
for some time (Denmark, Austria, Australia). In the United 
States and Canada, where the improvements had started in 
19,22, the summit of a minor cyc_lical wave was passed in the 
middle. o! 1923 ; ~nd these countries entered upon a brief phase 
of decluung achv1ty. · . 

Th~ 1924 recessi.on in North America was not felt in European 
countries. Thus. m England, Sweden, Norway, Switzerland, 
~ranee,_ Italy, Spam,_Germany, Czechoslovakia, Portugal and also 
m Brazil, the Argentme and Australia production was increasing. 
. . ~ol!le Europe~n countries were feeling the effects of the 
llllhatJO~ of a poh_cy of deflation, and Poland, Estonia, Hungary, 
Rouma~•a_ an~ Fmland were faced by special difficulties ; but 
tl1es~ d~ffJculhes were not directly related to the temporary 
decline m the economic activity of North America. 

The year 1925 was marked rather by a tendency towards 



-107-

~ecline. In many countries, economic activity was adversely · 
mfluenced by the effects of deflation or stabilisation, The United 
Ki'!"gdom, Finland, Poland, Austria, Hungary, Norway, Belgium, 
Swit~erl~n~, Po~ugal, Bra~il.and _Australia experienced recessions 
varymg m mtensity. Conditions m the United States and France 
w~re active, but a temporary decline could be observed in the 
middle of the year. Czechoslovakia was nearing the end of a 
·cyclical expansion. In Germany, the upward movement stopped ; 
the second h:'llf of 1925 saw a rapid decline. On the other hand, 
Canada, Spam, the Argentine, Japan and India were still in the 
upward phase of the cycle. · _ 

In the last quarter of 1925, production in England registerrd 
an advance which was more than seasonal and continurd until 
1926. But the coal dispute and later the general strike in 1926 
paralysed all branches of production. These events, however, 
tended to benefit for the moment certain countries such as 
Germany, Belgium, Sweden and others whose products directly 
competed with those of the United Kingdom. In other countries 
special depressing factors were at work -_ e.g., production in 
France, Spain and Italy began to recede, largely on account 
of monetary difficulties. -

During the year 1927, the movement was much more uniform 
and general -internationally- than at any other time since the 
post-war depression. Currencies were stabilised and the gold 
standard or gold exchange standards adopted by most of the 
countries which had not done so before. There was a clearly 
marked tendency towards expansion of production and trade. 
Only countries where monetary factors were adverse (e.g., France, 
Italy, Denmark, Norway, Roumania, Brazil, Japan) or where 
civil disturbances occurred (e.g., China) failed to share or to share 
fully in the increasing prosperity. In France and Italy, the 
deflation crises were overcome and the third or fourth quarter 
of the year brought a certain revival. Some countries - e.g., 
Australia- enjoyed a high degree of prosperity. It was only in 
the United States and in Canada that the second half of the year 
showed a short and relatively mild recession ; it came about three 
and a-half years after the previous recession in 1923-24, th~s 
making a cycle of almost forty months. The temporary standstill 
and re-organisation of a leading firm in the automobile industry 
exercised a depressing effect just at that time. 

The general improvement in the world economic conditions 
is reflected in the behaviour of capital markets. The international 
movements of gold changed their direction and went from west 
to east ; easier money-market conditions were experienced 
on the important markets. Security prices rose substantially in 
most countries. The rapid decline on the German stock exchange 
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was exceptional and was caused by action on the part of German 
authorities directed to this end; some other markets, however, 
followed the German lead. 

The tendencies to expansion observed in 1927 continued in 
1928 and on the whole, were intensified. In some countries, 
industria!' activity as well as transactions and quotations on. 
the stock exchanges attained boom proportions. In others, 
however - as, for instance, in Germany and certain cereal
producing countries - there was no further rise in the volume 

· of manufactured products, but on the whole the level reached 
was maintained. Australia was an exception. The bad crop 
in the winter of 1927-28 exercised a depressing influence. In 
Finland, a slump in prices of timber and a financial crisis in 
the building industry caused a certain recession. Industrial 
production in England declined in the first half of the year; but 
in all probability this was only a temporary reaction from the 
exceptional activity in 1927 which followed the coal dispute. 

In the absence of important monetary or other causes making 
for a development along independent lines in individual countries, 
the tendencies towards a similar movement of business conditions 
grew in strength. 

The beginning of the year 1929 was very favourable in most 
countries. It is true that in Poland, Hungary, the Argentine, 
Canada, Czechoslovakia, Switzerland, production either remained 
stationary or even showed a somewhat declining tendency. 
Elsewhere, however - in the United States, England, France,· 
Germany, Sweden, Japan and others - production continued 
to increase in volume ; in some branches of industry and in 
certain countries, hitherto undreamt-of levels were attained. 

As the year advanced, however, production tended to fall 
otT and, when the New York Stock Exchange collapse occurred, 
one country after another was drawn into the vortex. Produc
tion and trade contracted almost all over the world. 

Chart 11 may help to render clear the changes in business 
conditions which took place. 

The ~ireclion of the lines shows the tendency of the changes, 
and the1r density the intensity of the business activity. 

Thus, .the rising or falling lines indicate that business activity 
was movmg upwards or downwards. The horizontal and the 
vertical lines s~ow that the le~el of activity was fairly stable 
~n a l?w .and a h1gh level, respectively. In other words, horizontal 
hn~s md1cate that the country was suftering from a depression 
wh1ch on the whole grew ne1ther better nor worse while the 
verticall~nes signify prosperity at a constant level. 'The darker 
the shadmg the deeper the depression ; the lighter the shading 
the better the business conditions. 
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Thi~ graph requires to be interpreted. with care. ·It is intend.ed 
to give only a general picture and certamly not an exact desc~Ip
tion of conditions in various countries. It does not make possible 
a comparison of the intensity of the depression or the boom 
as between the various countries at a given date. . 

The general impression conveyed is th~t there V:B:S very 
little uniformity in the movement of busm~ss conditions m 
different countries during the last decade, especially before 1927. 
Only in a few countries - such, for instance, ll;S the United 
States, Great Britain, Canada and Czechoslovakia - can a 
cyclical movement with a period of three to four years be observed; 
and even in these cases the movements did not synchronise. 

This impression is confirmed by a study of the indices of 
the volume of production for the years 1924 to 1928, which are 
reproduced on Chart 12. The minor trade fluctuations in the 
post-war period seem to have proceeded in an entirely different 
way in different countries. It was only in 1927 that they began 
to coincide more nearly with one another (although in some 
cases in a very hesitating manner), until the present depression 
broke out simultaneously in a large number of countries in the 
autumn of 1929. 

Among the many statistical series of a financial character 
which might be considered, only one will be included in the present 
chapter, namely the movement of bond yields. Here again, as 
shown by Chart 13, the movements were far from uniform. 

Reasons for this lack of uniformity are not difficult to find. 
Under certain conditions, national factors tend to dominate. 
They are obviously likely to do so during periods of domestic 
inflation or deflation. It has already been mentioned that the 
crisis in 1921-22 was much more severe in countries which pursued 
a policy of deflation than in those where prices, after a temporary 
setback, resumed their upward movement. Finland almost escaped 
this crisis owing to the fact that it maintained a stable price level 
frof!\1920-1922. Another example of factors making for different 
busmess trends in different countries is that an increase in the 
import of capital exercises a stimulating influence of very much 
the same sort as a mild inflation, while a considerable increase 
in the export of capital may tend to have a reverse effect. 

Stru~tural changes, such as the loss of foreign markets, must 
necessanly tend to depress conditions in the country in which 
they occur. Thus, economic conditions in Austria were seriously 
aff~cte~ througho~t the last decade by the erection of new 
tanffs. In ~urroundmg countries, which shut off a large part of 
Austrian mdustry from their pre-war markets. 
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Chart 13. 
YIELD OF BoNDS IN VARIOUS COUNTRIES. 
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In countrie~ which are much dependent upon one or a small 
number of agncultural commodities, crop variations have often 
changed the whole aspect of the business situation. 

National factors strong enough to dominate the economic 
situation in an individual country may of course also move in 
cycles. The changes on the capital market and in the field of 
investment which make for a business boom may at certain times 
be very strong and override the depressing effects of unfavourable 
cir~umstances abroad ; at other times, the cyclical downward 
swmg may prove stronger than the stimulus given by favourable 
foreign factors. The influence of conditions abroad on any given 
country is usually simple ; good as well as bad business conditions 
tend to spread. In other words, the tendencies are contagious. 
The reason.s fo~ this a~e obvious. It goes without saying that 
the contagion IS especmlly pronounced between certain groups 
of countries that have more intimate relations with one another 
than with others. 

It would carry us too far to enter upon a further analysis 
of the various actions and reactions in international economic 
relations from the point of view of trade fluctuations. It is 
obvious that uniformity of movement in all countries can only 
be expected when the domestic factors in many important 
countries work in the same direction at the same time. Even 
then the uniformity will be chiefly one of direction and will not 
apply to the character of the business situation nor to the time 
when the various tendencies began. The structure of economic 
life in each country largely governs the character both of booms 
and of depressions. Experience of this and earlier depressions 
shows that countries such as Great Britain and Italy that are more 
dependent on conditions elsewhere suffer more from a worldwide 
depression than do the more self-contained territories like France. 
This of course is only true if the national factors in countries 
of the latter type do not make for a very severe slump, as seems 
to have been the case on this occasion in the United States. It 
is also self-evident that a depression has very different effects 
in agricultural countries from those in countries chiefly dependent 
on manufacturing industries. Even in the former, however, 
there have been important differences between those producing 
chiefly cereals and those which concentrate on animal foodstuiTs. 
- A study of trade fluctuations in pre-war times corroborates 

these conclusions reached from an analysis of the movements 
in the Just decade. There was very little uniformity in the move
ment of trade conditions so far as the minor fluctuations are 
concerned before the war. The national factors were evidently 
more important than the foreign influences, which no doubt 
partly offset one another. There may have been a tendency 

8 
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towards a forty-months cycle before the war, but, even _if this 
is true that tendency has frequently been counteracted m one 
country or another ·by other factors. Even those co~ntries 
which display the best evidence of such a cycle have experienced 
periods when the upward swing almost failed to make itself 
apparent owing to the influence of stru~tural fac~ors of a ~epress
ing character. This was the case, for mstance, m the middle of 
the 'nineties in the United States. 

In certain agricultural cou~tries -. as, for ~nstanc~, Russi3;
even the major trade fluctuations which culmmated m the crises 
of 1900 and 1907 had very little effect. This fact does not imply 
that Russia was unaffected by conditions abroad, but only 
that crop variations and changes in the price of wheat, which 
were far from following the movement of business cycles abroad, 
exercised a predominant influence. The case of Russia was, 
however, somewhat extreme. 

On the whole, the major trade fluctuations before the war 
asserted themselves almost everywhere, and the more pronounced 
the boom or the depression, the more similar the movement in 
different countries. However, the similarity may easily be 
exaggerated. So severe a crisis as that which occurred in Europe 
in the year 1900 had very little influence in the United States 
and is hardly noticeable on the production curves in that country. 

It is useful to bear in mind one further fact concerning the 
major trade fluctuations before the war in any study of post-war 
tendencies ; the period between the highest and lowest points 
of the waves was far from constant. According to a well-known 
study of the business cycle in Great Britain 1 there were periods 
of 3, 5, 7 and 8 years, and two periods of 6 and 10 years, between 
the peaks from 1857 to 1912. Between the low points there 
was one period of 7 and one of 11. years, two periods of 9 and 
three of 5 years. This certainly lends no support to the idea 
of regularity in the major trade fluctuations. 

A study of both pre-war and post-war conditions thus leads 
to the conc~usion that trade fluctuations do not proceed in a 
regular f~sh10n ; nor are they similar in all or in the majority 
~f countries e~c~pt on very rar.e occasions. Such rare similarity 
Is. more surpnsmg and more m need of explanation than the 
diff.erences at other times. ~ertainly in the last decade - a 
per~od of unusually strong nationalism -e.g., as regards finance, 
tanffs~ etc. - very littl~ uniformity can be observed as far as 
the_mmor trade fluctua~10ns are concerned. But in the post-war 
penod, though the mmor fluctuations in economic activity 

1 See Mitchel:" Busin .. • Cfltlta. Tht Probltm and It& Selling". New York, 
1927. p. 372. 
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varied widely from country to country, the two major depressions 
ofthe decade -that of 1920 and that of 1929 -made themselves 

· felt throughout the whole compass of the globe, and it is with 
this type of phenomena that the present study is mainly 
--------...1 



Chapter IV. 

THE PHA.SES OF THE PRESENT BUSINESS CYCLE. 

A. BIRD's-EYE VIEW OF THE CYCLE. 

The analysis in the last chapter makes it clear why it is 
difficult to state which year marked the beginning of the present 
business cycle which culminated in 1929 and has shown a marked 
downward tendency during the last two years. In most countries, 
business conditions were improving from 1926-1929 with only 
a slight interruption in certain of them during the latter half 
of 1927. But agriculture is of course subject to special meteoro
logical influences which may not coincide with the business 
cycle. As described in Chapter II, the depression tendencies 
had begun to make themselves felt in agriculture as early as 
1928. For some time the increasing fall in prices was checked 
by keeping produce oft the market and by accumulating stocks, 
but farm incomes were smaller in the 1928-29 period than in the 
preceding year. After the turn of the business cycle in 1929, 
the decline in the purchasing power of other industries caused 
a reduction in the demand for certain foodstuffs and the existence 
of large stocks during such a period intensified the drop in the 
prices of many foods. Hence, the situation of agriculture became 
more serious than it would otherwise have been, and the last 
two years have been characterised at least as much by an agri
cultural depression as by a business cycle recession in manu
facturing industries and trade (See Chart 14.) · 

It is of course impossible to give a precise date at which 
the business cycle turned downwards, but Chart 14 suggests 
that, _viewed from a world standpo~nt, a change was taking 
place m the early autumn of 1929. Smce that time the value of 
~o~ld trad': and the wholesale pric!l""index of commodities traded 
m mternationally have been subJect to a continuous decline. 
Other data of importance for judging the. movement of business 
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Chart U. 
TBB VALUE OP TBB INTERNATIONAL TRADB OP FoRTY-PIVB 

COUNTRIES, 1927-1931.• 
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conditions show a less regular development. The indices of the 
volume of production in manufacturing industries in certain 
countries given in Charts 15 and 16indicate that the rate at which 
the depression has been proceeding has varied greatly from 
time to time. 

If the two years since the summer of 1929 be divided into 
four characteristic periods, the first would embrace the last 
half of 1929. Production curves in the majority of countries 
were already falling during the third quarter of the year, and, 
after the stock-market crash in New York, which brought about 
a dramatic fall in stock-market quotations in other countries 
also, the depression gathered strength and proceeded rapidly. 
(See Chart 17.) 

At the turn of the year, there was a tendency in financial 
and business circles, particularly in the United States, to take 
an optimistic view of the situation and to assume that the de pres-

• Total Imports aDd exports In millions of dollan ; adjDSted for oeuonal 
variations. 
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Charts 15 and 16. 
INDICES OF THE VoLUIIB OF INDUSTRIAL PRODUCTION, 1928-1931. 

(1928 = 100.) 

A<-
1\ 
i ''.11 

I /~r r , .... 1 ! I 
! / il·! ~ ~-· ··II ~--~~A II: , 

. . y i! 1\ " r .. ·-' 

\iV.~ f\J ~~ ~ f v \ 

~~ ,A.. 
~i 

P'AI/I. ~ 

~· 

\~ 
U.S.A. \ 1.~ ·~ 

l~j 
''. ~ 

\ ... ,,.·· '~ ' 
r-·./"' • ., .... • 100 

• .. 

~~-- • • • 
t'iE&IMANY \ • \ l\ • • ... -. 1s Hf---+----+----+---l ---· • 

\:1 
,. \ v 

. 

!924 1929 1930 1931 192& 1929 1930 

Sources Canada : Monlhlg Review of Busmus Slalislics. 
Germany: Institut fUr Konjunkturforschung. 
Poland : Instltut de Recherches. 

France : Slal1sl1que Glnlrale de Ia France. 
Sweden : Svensk Finanslidning. 

United Ststca of America: Federal Reserve Board. 
United Kingdom : London and Cambridge 

Economic Service. 

I· . -.... 00 



-119-

Chart 11. 
PRICES OP INDUSTRIAL SRARBS, 1927-1931. 

(1926 - 100.) 
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sion would be of short duration. The export of capital from 
lending countries increased and a considerable rise took place 
on the stock markets. In the spring, the rate at which production 
was declining slo~ed down .in most count~ies ; there was even 
an improvement m the Umted St3:tes w~1ch went b~yond ~he 
normal seasonal improvement. Durmg th1s s~cond perJO.d, which 
lasted till the summer of 1930, manufacturmg countnes other 
than the United States had felt relatively little of the depression 
compared with those producing crude foodstuffs and raw 
materials. Gradually, however, one manufacturing country after 
another was drawn into the rapid downward movement in the 
last half of the year. Curves of production, trade, stock-exchange 
quotations and commodity prices turned decisively downwards, 
and international capital movements on long term practically 
ceased. Certain countries such as France and the Scandinavian 
group, in which business conditions had been good up to the 
summer, now began to feel the influence of reduced demand 
abroad, while the depression grew more and more severe elsewhere. 
(See Chart 18.) 

In the beginning of 1931, the course of events of the preceding 
year was to a large extent repeated. The rate of the depression 
slowed down considerably. The volume of output in manufacturing 
industries increased seasonally and in some countries - such 
as the United States - even a little more. Pessimism became 
less acute and speculative shares rose rapidly on the stock 
markets. In many quarters, hopes were nourished that this 
improvement was to be the beginning of a real recovery. These 
hopes were, however, not justified. In May, the situation some
what suddenly changed for the worse. Political and financial 
events caused discouragement and a withdrawal of foreign funds 
from borrowing countries took place on a considerable scale. The 
discrepancy between interest rates in these and in lending 
countries increased. (See Chart 19.) 

A feeling of pessimism was again dominant and the depression 
deepened in practically all industries and all countries in course 
of the summer. During these months the depression seems to 
have. proce~ded a little faster in Europe than elsewhere and 
conditions 1n many European countries thus became almost as 
unfavourable as elsewherl' in most other countries. 

B. THE BooM. 

I~ .has alre!ldy been stressed in Chapter III that business 
cond1bons durmg the year preceding the turn in 1929 varied 
widely from country to country. 
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Chart 18. 

WHOLESALE PRICES. 

1927 1928 1929 1930 1931 . ,,} 
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Chart 19. 

MARKET DiscouNT RATES IN Six CouNTRIEs AND CALL MoNEY 

IN NEW YoRK. 

(Minimum Rates 1 and Call Money (Renewals) Average Rate.) 
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The boom was more pronounced during 1928 and 1929 in 
the. United States than elsewhere. The output of producers' 
equipment rose enormously, and much more than that of con
sumers' goods. Among the latter it was chiefly those of a durable 
nature and belonging to the so-called new industries such as motor
cars, radios, r~frigerators, etc., the production of which increased 
the most. This fact probably had some connection with the large 
profits realised on stock-exchange speculation which were partly 
used for the purchase of more expensive consumption goods. 
In other countries, there was also an increase in production 
during these years, but boom conditions were felt to a less extent. 
Unemployment was on the whole declining, though it remained 
on a relatively high level. In countries where agriculture 
played a large role, the reduction in the purchasing power of 
farmers from the beginning of 1929 counteracted the boom 
tendencies which might otherwise have developed. For Great 
Britain, the unsatisfactory conditions on certain overseas markets 
had a similar influence. In Italy, the progress realised from 1927 
to 1929 was relatively great, but this was probably due more to 
the fact that the antecedent deflation of the price level had 
adversely affected conditions in the first year than to a real 
boom in the following two years. 

The position of Germany was exceptional. The rise on the 
stock market had been broken as early as 1927 by a credit restric
tion deliberately imposed by the Central Bank. From the end 
of that year the domestic market weakened, although production 
and trade were maintained on a relatively hlgh level. Towards 
the end of 1928, the easing of credit conditions, and the 
influence on German exports of good conditions abroad brought 
some improvement, and after the end of the unusually severe 
winter a considerable upward movement took place. The increase 
in production during the whole period 1926 was much greater 
in industries manufacturing producers' goods than in those 
manufacturing consumers' goods. This fact was due partly to 
the large foreign demand for mach!nes . an~ other manufac
turers' equipment and partly to the rationalisation movement and 
the large volume of constructi?n _within ~ermany. . 

It is one of the charactenstics of this upward sWing of the 
business cycle 1926-1929 that important industries producing 
consumers' goods - for instance, the ~e:ctile ~nd boo!-and
shoe industries - were never able to utilise theu capacity to 
the full. In the United States, their production increased 
somewhat, as may be seen from the following table, but in certain 
other countries there was no increase at all. In Germany there 
was, indeed, a substantial reduction of output in the textile and 
boot-and-shoe industries after 1927. 
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Table I. -Index of Industrial Production in the United States. 1 

(Monthly averages, seasonally adjusted, December 1927 = 100.) 

All Iron An to- Leather Food Monthly manufac- and mobiles Textiles and prodncts average tures Steel Shoes 

1927, Dec. 100 100 100 100 100 100 
1928,June 111 121 153 103 104 97 

D Dec .. 117 131 197 106 97 109 
1929, June . 129 165 219 116 108 100 

Thus, the boom was rather a typical investment boom than 
a consumption boom, It is true that the output of the motor 
industry, the radio industry and some other new industries grew 
very rapidly, but the increased purchases of such commodities 
required investments of savings no less than the purchase of 
machinery. In other words, durable commodities, whether 
intended for production or for consumption, were increased in 
quantity to much sreater extent than such less-durable consu
mers' goods as textiles and foods. It follows that a larger part of 
total income was saved and used for investment during the boom 
period than during the preceding years. 

In almost all countries, the period under review was charac
terised by an exceptional volume of construction and a very 
large investment in new roads. Many economic authorities 
hold the view that this fact was one of the fundamental conditions 
of the intense activity in the three or four years before this 
depression. There was an urgent need of new roads, houses, 
motor-cars, etc., which, to be satisfied, required an enormous 
investment of new capital. During such periods of large invest
me';lt, boom conditions seem to develop more easily than during 
periods when investinent constitutes a smaller proportion of 
total output. • . 

In .the discussion concerning price movements in Chapter II 
- E, 1t _has alre!ld~ been mentioned that prices of manufactured 
goods fa1led to ~1se In the years 1928 to 1929. In many countries, 
such as the Umted States and Germany, they were even subject 

• Source : Federal Reseroe Balletln. 
• See Chapter V 1 - E. 
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to some decline. ~or instance, the index of finished products 
dro_pped from 107 tn September 1928 to 104 in July 1929 in the 
Uruted States. Raw material prices (compare Chapter II - B.) 
also fell some_what. It should be emphasised, however, that 
throughout thts period the prices of both finished products and 
r~w materials, ~s well as prices of farm products, were on a 
higher level than m the summer of 1927. The highest point for prices 
of farm products and raw materials was reached in May 1928, 
and for _prices of finished products, in September 1928. The fact 
that pnce~ turned downwards long before the culmination of 
the boom ts clearly shown by various indices of sensitive prices. 

Table II.- Quantum and Value of World Trade 1925-1929. 1 

Prices (gold) 
Quantum 

·Value 

1925 

100 
100 
100 

1926 

93.5 
103 
96 

1927 

91 
111 
101 

1928 

90.5 
115 
104 

1929 

88 
120 
105.5 

The general increase in production was reflected in an expan
sion of foreign trade. The table above shows that the increase 
in the quantum of trade was much larger than in the value. 
World-market prices of commodities traded in internationally 
fell rapidly from 1925 to 1927 and a little in the two following 
years. Here, again, the tendencies were of course different in 
different countries. Chart 20 illustrates the changes which 
took place from 1927 to 1929 in countries for which indices 
of the volume of trade are available. They require no special 
comment. 

One of the most important aspects of business conditions 
during a boom is of course the movement of profits. Unfortu
nately, the evidence available is rather unsatisfactory. The general 
impression obtained from a study of this evidence is that profits 
rose substantially from 1927-1929, but much less than the stock
exchange prices. According to figures compiled by the National 
City Bank of New York, total net profits in six hundred American 
corporations were 22 per cent higher in 1928 and 39 per cent 
higher in 1929 than in 1927. It may be added that they were 
27 per cent higher in the first half of 1929 than in the first half 
of 1928, z while they were 14 per cent higher in the third quarter 
of 1929 than in the third quarter of 1928. It is interesting to note 
that the increase in profits in the motor-car industry, despite its 

• Source: League of Nations Memorandum on Production and Trade 1925-1929. 
1 Based on figures for about 900 corporations. 
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Chart 20. 

WoRLO TRADE. - INDICES OF ExPoRTS. 
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rapid expansion, were only about two-thirds of the averages 
given above. 

In an account of business conditions during a boom period, 
it is necessary to pay special attention to the conditions on the 
capital market, as phenomena of speculation and credit are 
closely related to the general expansion. The first twelve months 
after the summer of 1927 were characterised by an easing of 
credit conditions, not only in the United States, under the 
influence of a deliberate policy by the Federal Reserve authorities, 
but in other countries as well. This easing of the money markets 
was one of the fundamental conditions of the general upward 
swing of business, which began or was stimulated during that 
period. The Federal Reserve system on this occasion led the 
way in a policy of cheaper credits, with the consequence that, 
in the thirteen months following May 1927, there was a net 
export of gold from the United States of no less than $600,000,000. 
The credit expansion which took place during this period in 
the United States went largely to the financing of speculation. 
According to available statistics, no less than 86 per cent of the 
total increase in bank credit was used for that purpose. Thus 
the foundation was laid for the stock-exchange boom which 
followed. 

In the summer of 1928, the credit situation changed both in 
the United States and in the rest of the world. The American 
boom in construction, in the motor-car and other industries and 
on the stock market, led to a stringency on the money market 
and to an effort on the part of the Federal Reserve authorities 
to counteract the speculative movement. The excesses to which 
speculation had gone is illustrated, for instance, by the low yield 
of shares. As late as in September 1929, the average yield of 
industrial shares was less than 3 per cent, according to compu
tations by· the Standard Statistics Company. To counteract 
these tendencies, discount rates were raised and large sales of 
securities by the Federal Reserve Banks took place. Further, 
commercial banks in New York were persuaded not to lend 
money to the stock market. However, private money was 
attracted to the stock market by the high call loan rates, which for 
long periods averaged 8-9 per cent. This restriction of credit 
and the consequent high rates on the money market also attracted 
foreign funds and led to a reduction of American short-term 
investments abroad, while the issue of foreign securities in New 
York had already become much reduced at an earlier stage of 
the stock-exchange boom. These capital movements naturally 
affected the balances of payments of various countries, not so 
much by changing the imports and exports as by reversing the 
gold movement. In the latter half of 1928, the gold stocks of 
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the United States remained almost constant, but from January 
to October 1929 they rose by more than $300,000,000. 

At about the same time, considerable amounts of gold were 
attracted to France, although under the influence. of an entirely 
different set of circumstances. The French pnce level was 
relatively low in terms of gold after the stabilisati?n of th~ franc. 
This tended to stimulate the exports and to restrict the Imports 
of commodities and to cause a surplus in the balance of current 
items in the international accounts. As a consequence, foreign 
balances of which large amounts had been piled up during the 
so-called' flight from the franc, grew rapidly. In the first half 
of 1929, the Bank of France exchanged a part of these foreign 
exchange reserves for gold. Later, when the Central Bank no 
longer deliberately pursued this policy, gold continued to flow 
in owing to the active balance of payments. 

The high rates on call money ruling in the United States, . 
the fear that the stock-exchange boom there would end in a 
sudden crash and to some extent the strain on gold supplies, 
induced Central Banks elsewhere to raise their rates and restrict 
credit. 

c. THE TURN. 

Just at this time, in the summer of 1929, construction 1 and 
production in manufacturing industries in many countries ceased 
to expand and in some contracted appreciably. The apex of the 
boom seemed to be have been reached and passed. The orders 
for machine tools had turned sharply downwards in the beginning 
of the year and orders for other important equipment goods 
had followed the same course in the spring. It is of course impos
sible to indicate a single month as that in which the turn actually 
took place. Certain series changed direction much earlier than 
others. It has already been mentioned that commodity prices 
started moving downwards in 1928. But the reduction was 
slight during the first half of 1929 and, in view of rapidly increasing 
pr?ductivity, it cannot be regarded as of great consequence for 
a judgm~nt of the business cycle tendency in that period. The 
prices of Important world staples moved in a very irregular fashion, 
some rising, others falling, and no marked change took place 
during ~he first nine months of the year, although the tendency 
of the mdex for the whole group of staples was slightly down
wards. It was only a_fter ~he stock-exchange crash in October 
1929 that the slump .m p:Ices gathered speed. With regard to 
movement of share pnces, It must be stressed that the experiences 

• See Chapter V - A. 
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of the. New York Sto~k Exchange were exceptional. In most 
countTJes, the quotations of shares started to decline at the 
beginning of ·1929, in Germany and Japan even earlier. The 
rel~tively pessimistic view taken by speculators outside the 
Uruted States, would seem to indicate a foreboding that a 
change in the b~si~ess situat.ion was imminent. Money rates 
were, as a.l~eady Indicated, entirely under the influence of Ameri
can conditions. Only after the October crash did they turn 
decisively downwards ; but their decline in the following months 
was exceedingly rapid. The value of world trade also declined 
in the last quarter of 1929, but it is probable that the reduction 
in values was chiefly due to the drop in the prices of the commo
dities constituting that trade and only to a smaller extent to 
a contraction of the quantum. 

The change in the output of manufacturing industries in 
certain countries can be followed from the charts given in Section 
A. It will be seen that output fell oil in Canada and in Poland 
in February 1929 and in Germany and the United States in June 
of that year. The maximum figure for Great Britain was 
reached in the last quarter of the year. In Japan, production 
seems to have remained on a fairly stable level during the 
whole of 1929 and perhaps even increased a little, in spite of 
the fact that demand had begun to fall oil some time before. 
In France and Sweden, the decisive turn only came in the 
following year. There are reasons to believe that, in a consid
erable number of the other countries which publish no indices 
of output in manufacturing industries as a whole, the slackening 
in general activity began in the summer of 1929. 

A comparison of such figures for production and share prices 
leaves the impression that the extremely violent speculation 
and credit inflation in the United States delayed the break 
on the capital market and the change in the psychological at
mosphere for a few months. It is significant that the wholesale 
price index in the United States moved upwards in the third 
quarter of the year, while commodity prices were falling 
elsewhere. 

To what extent the changes in production and in general 
business conditions in the spring and summer of 1929 were due 
to the stringency in the credit conditions referred to i~ Section B 
above, it is impossible to judge. The general evolutiOn of pro
duction and of demand had been such, however, as to render it 
probable that, even if there had been no speculation on the New 
York Stock Exchange, if international capital transactions had 
been other than they were and money conditions easier 
during 1929, some change in business conditions would have 
taken place at about the same time as it actually did. On the 

9 
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other hand, it is also probable that the reversal of business 
trends would have been much less radical and violent. The general 
increase in money rates in the third quarter of the year could 
not but contribute to the restriction of business activity. 

After the break on the New York Stock Exchange, which 
decisively influenced other stock exchanges, commodity prices 
started to fall with ~reat rapidity. Money rates were allowed 
to decline, but at th1s stage influenced but little the situation. 
Optimism gave way to a feeling of growing pessimism ; purchases 
were restricted and enterprise abandoned. 



Chapter V. 

A DESCRIPTION AND ANALYSIS OF THE 
DEPRESSION. 

A. PRODUCTION AND CONSUMPTION. 
Production. 

It is difficult to make any exact measurement of the effects 
of the depression upon the world's productive activity. Several 
methods of approach are possible. In this section three main 
sources of evidence will be discussed - indices of production, 
records of unemployment and statistics of stocks. 

The most comprehensive production index is the annual 
index of the production of foodstuffs and raw materials compiled 
by the League of Nations.1 The general index for 1929 and 1930 
is as follows : 

Table I. - General Indices of Production, 
1929 and 1930. 

1925 = 100 
Continental group 

I 1929 1930 

Europe .... . . . . 117 113 
North America . . . . . . 105 97 
Rest of World . . . . . . 108 110 

World . . . . . . . . . 111 107 

1929 = 100 

1930 

96 
93 

102 

97 

• Cf. Memorandum on Production and Trade, 1925-1929/30 (Geneva 1931), 
· Chapter II. The Indices lor 1930 are provisional. 
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In examining the above figu~e~, i~ should ~e obse~ed that 
about two-thirds of the commodities mcluded m the mdex are 
of agricultural origin. The fact ~hat the aggreg~te drop was not 
greater is. indeed due t~ th~ ma~ntenance of agricultural produc-
tion in spite of the decline m pnces. . 

The variations in the output of agriculture may be seen 
from the following table showing indices of agricultural produc
tion - foodstuffs, raw materials and totaJ.l 

Table II. - Indices of Agricultural Production, 1929 and 1930. 
(Base 1925 = 100.) 

Foodstuffs Raw materials Total 
Continental groups 

I 1929 I 1930 1929 I 1930 1929 1930 

Europe . 109 110 125 111 111 110 
North America . 94 92 100 105 99 96 
Rest of World . 104 108 112 112 107 110 

World . 104 105 111 110 105 106 

The supply of agricultural products in a given year depends 
both on the acreage under cultivation and on atmospheric condi
tions. In 1930, the changes in acreage, if any, were unimportant, 
and the weather was generally favourable. Thus the total 
agricultural production actually increased during the depression 
year. 

Bumper crops of foodstuffs were reaped in 1928. The aggre
gate crops of the following year were both below the average 
for the five preceding years and extremely unequal. The yields 
of 1930 were again abundant. The world harvest of wheat, in 
particular, exceeded that of the preceding year by 13 per cent 
and the beet sugar output was no less than 25 per cent greater. 
A considerable reduction was recorded only in the case of maize, 
cane sugar, coffee and hops. 

The relatively large output of agricultural raw materials in 
1929 was almost equalled in 1930. The total production of textile 
raw materials, which had increased less than any other group 
of industrial raw materials, rose. The output of vegetable-oil 

1 The foodst ';ltTs index compris~s food crops, colonial produce and hops, but 
not meat and dairy produce, for wluch comprehensive information is not available; 
the raw-material index includes textiles, tobacco, vegetable oil materials, and 
rubber. 
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materials would not have shown a drop, had it not been for the 
extraordinary variations in olive-oil production in the two 
years considered. This is the main reason for the low European 
index for 1~3~. Rubber pro~uction, again, was largely affected 
by the artifiCial control which eventually failed and led to a 
huge over-supply in 1929. The decline of 6 per cent in 1930 
was far from sufficient to re-establish the balance. 

The agricultural depression was considerably a~ravated 
by the inequality of crops in the last years under reVIew. The 
agricultural year 1929-30 opened with abnormally large stocks 
of cereals. In the following season, the cereal harvests reaped 
in North and Latin America and Oceania were relatively small, 
while the European crops were of record size. As the require
ments from overseas of the chief importing market consequently 
contracted, the major exporting countries found it difficult to 
market their whole supply. Accordingly, although the world 
harvests were reduced, a large surplus was carried over to the 
subsequent season. The world crops in 1930-31 were again 
large and again varied greatly in different parts of I he world. 
The United States suffered from a serious drought. Soviet 
Russia, on the other hand, increased her food crops by 
approximately 20 per cent. A further disturbing factor thus 
arose - a sudden large increase in Russia's exports. 

The inelasticity of the supply of agricultural products rendered 
the market more and more unstable. Stocks rose, while the 
restriction of international credit transactions 1 made it more 
and more difficult to finance them. Prices declined rapidly. 
(See Chart 21.) 

The disturbances consequent upon the accumulation of 
large stocks of agricultural products and a simultaneous heavy 
drop in prices were particularly severe in the Ar8entine, Aus
tralia and Canada and in some other minor producmg countries. 
The value of the Canadian crop in 1929-30 is estimated to have 
declined to 84 per cent of the 1928-29 figure, but this probably 
gives too favourable an impression of the actual situation ; a 
much greater drop must have taken place last year. In the United 
States, the value of the crop of 1929-30 has been estimated 
as 1 per cent greater than that of the preceding year, but the 
following year saw a drop of 29 per cent. 

The shift in agricultural production away from the bread 
cereals which had begun a little before the depression 1 did not 
advance much during 1930 and the first half of 1931. One factor 
which counteracted the tendencies making for adjustment was 

1 See Chapter V E, below. 
1 See Chapter II A. 



Chart 21. 

STOCKS OF CERTAIN AGRICULTURAL PRODUCTS, 1929-1931. 1 
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the increase in European food tariffs.1 Further, in many countries, 
me~sures d~signed to increase the demand for home-grown 
grams were mtroduced. As a result the price of wheat in many 
European countries has remained at least as high as before the 
depression. The wheat acreage in Europe has not been contracted 
in spite of the fact that Europe has drawn much less advantage 
from the technical progress than other continents. The figures 
for the area under wheat in Europe (U.S.S.R. excluded) are 
given below : • 

1928 
1929 
1930 
1931 

28. 9 million hectares. 
28.4 )) )) 
29.5 )) )) 
29.5 ll D 

In certain South-Eastern European exporting ;ountries, a 
reduction took place, but it was offset by an increase in other 
countries protected by rising tariffs. The area under rye has 
been considerably contracted in most countries, partly because 
of the fact that only insignificant quantities enter into interna
tional trade and that therefore maintenance of prices through 
protective measures is relatively difficult; this rendered profitable 
a shift from rye to wheat cultivation. The reduction of the rye 
area in Europe is, however, small compared with the contraction 
of the wheat acreage in other continents. 

In the United States, the contraction has been relatively 
slight or from 24.9 million hectares in 1929 to 23.3 millions in 
1931. The Federal Farm Board and other organisations which 
were set up to administer the Agricultural Marketing Act in the 
summer of 1929 have carried on a price stabilisation policy 
which in the harvest year 1930-31 kept wheat prices in Chicago 
about 15 per cent above world prices. This influenced exports 
and, in spite of increased feeding to live-stock, the visible supply 
of wheat in the United States at the end of May 1931 was more 
than 50 million quintals as compared with 33 millions in May 
1930. The former figure is more than half of one year's pro
duction in that country. 

The Argentine, Canada and Australia, the very countries 
which have probably been able to reduce costs more than others 
through the technical progress which was described in Chapter II, 
have been forced by the low prices of cereals ruling on the world 
market considerably to reduce their area under wheat, as may 
be seen from the following table : 

• See Table V. in Appendix and Th• Agricultural Siluallon in 1919-JO 
publisbed by tbe International Institute of Agriculture. 

' International Institute of Agriculture. 
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Table Ill. - Area under Wheat. 1 

Hectares (OOO,OOO's) 

Argentine 
Australia. 
Canada . 

1928 
9.1 
6.0 
9.8 

1929 
6.4 
6.0 

10.2 

1930 
8.0 
7.3 

10.1 

1931 
7.2 
5.4 
9.3 

The Russian production of wheat, which rose before the 
depression, has continued to do so in the last two years. Favour
able weather conditions made the harvest in 1930 very large and 
the export of wheat from August 1930 to May 1931 amounted 
to 2.8 million tons. Although this represented a large increase 
compared with the previous year, it was only about 70 per cent 
of the normal pre-war export. 

The tendency towards increased output of animal food
stuffs seems to have continued almost everywhere during the· 
depression. On the other hand, demand for these relatively 
expensive foods has probably been unfavourably affected. It 
is not surprising, therefore, that their prices, which were 
fairly well maintained in. the beginning have declined rapidly 
since the autumn of 1930. Even by the end of that year, 
however, their prices had not fallen from the average of 1929 
more than the price of fodder, but they dropped much more · 
rapidly in 1931. Dairy farming has thus become far less profit
able than a year ago. 

In view of these facts and the difficulty experienced by many 
farmers in raising the capital needed for an expansion of dairy 
farming, it is not surprising that in many countries the increase 
in the production of animal foodstuffs has been slight. On the 
other hand, to judge from export returns, Australia, South 
Africa, New Zealand, the Irish Free State and Denmark, in 
which cereal prices have not been maintained at artificial 
levels, have increased their dairy farming to a large extent. 

Thus, the drop in prices both of vegetable and animal food
stuffs has not led to a reduced supply, rather the contrary. 

In ~triking contrast with the movement of agricultural 
produch?n, the output of non-agricultural raw materials rose 
steeply m 1929 and fell heavily in 1930. s The world index 
o.f the output of non-agricultural products in 1930 was the lowest 
smce .1926, the year of the British coal dispute. These raw 
ma~enals, however, weigh less in the combined index than 
agncultural products. The index for the production of both 

~ International Institute of Agriculture. 
The Index comprises fuels, metals, chemicals, cement and wood pulp. 
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groups of commodities for 1930 is higher than that for 1927 
and only slightly below that for 1928. 1 

Table IV.- Indices of Raw Material Production, 1929 and 1930· 
(Base 1925 = 100.) 

Inorganic raw All raw materials 
Continental Groups materials 

1929 I 1930 1929 I 1930 

Europe . . 133 122 131 119 
North America . 119 98 114 100 
Rest of World 129 124 116 115 

World . 126 111 120 110 

The reduction in world production of coal and lignite during 
1930 by 127 million tons or about 9 per cent was very striking. 
Output in the United States alone fell by 70 million tons and 
stood at a lower figure than in any year since 1922. The decrease 
was also considerable in Germany, the United Kingdom and 
Poland. Petroleum output was reduced less - by 11 million 
tons or 5 per cent - and remained higher than in any year 
before 1929. The reduction was mainly due to the application 
of the restriction scheme in the United States. Sewral othrr 
countries -namely, the U. S. S. R., Roumania, Venezuela and 
the Netherlands Indies - increased tht>ir output. 

In the metal group the greatest drop was rrcordrd. The 
production of pig-iron was commonly accepted before the war 
as a rough index of general industrial activity. Its value for 
this purpose has decreased in recent years, but, together with 
the crude steel output, it reflects fairly well the variations in the 
heavy industries. The output of iron and steel in 1930 was 
reduced almost to the 1926 level. As compared with the record 
figures of 1929, the drop in iron output was about 18 million 
tons, or over 18 per cent, and that in steel output rather more -
26 million tons, or almost 22 per cent. The drop was again 
more pronounced in North America than in the other important 
industrial area. The contraction in pig-iron was slightly, and 
that in steel considerably, more than a quarter in America, 
but about a seventh only in Europe. 

1 Cf. Chapter 1-A. 
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The production of non-ferrous metals was affected i!l much 
the same way as that of iron and steel ; but the reductiOn was 
more moderate. Copper output fell by 18 per cent, that of tin 
py 9 per cent, that of lead by 7 per cent, and that of zinc by 6 
per cent. · . . . 

The restriction of the productiOn of metals has been fac1htated 
by the ex.isten~e of n_ational and !n~ernational combines and 
cartels in these mdustnes. The statistics show clearly that both 
the advance in 1929 and the drop in 1930 was greater in the 
countries belonging to the European Steel Entente than in other 
countries of Europe. The Tin Producers' Association was 
strengthened during 1930, and the Zinc Cartel, which was dis
solved at the end of 1929, was reconstituted in the middle of 
1931. On the other hand, the policy of control exercised by 
Copper Exporters, Incorporated, was abandoned in the begin
ning of 1930. 

Similar developments have taken place in the production 
of timber and wood pulp. It is difficult to gauge the aggregate 
effect of the depression upon the timber industry, as a consider
able drop in the output of countries of Northern Europe and 
Northern America - ranging from 13 per cent in Canada to 
26 per cent in Finland - was counterbalanced by a very large 
increase in the output of Russia. The contraction of production 
in Northern Europe was mainly due to the reappearance of Russia 
as a large timber exporter. The pulp industry, although not 
affected by Russian competition, was also obliged to cut down 
production on account of a decline in demand. In 1929, the 
syndicate of Finnish, Norwegian and Swedish producers of 
mechanical pulp had taken measures to curtail output, and in 
1930 the producers of sulphite pulp in Northern and Central 
Europe agreed to adopt a similar course. 

Drastic as the contraction of raw-material production was, 
consumption dwindled still more. Certain industries had accumu
lated stocks during the period of boom in 1928-29, but these 
stocks, although in many cases larger than in normal times, 
were generally small as compared with the total annual output. 
The changes in visible stocks during the depression will be seen 
from Chart 22. 
. Stocks he!d by the producers appear on the whole to have 
mcreased rap1dly. In the case of petroleum, however, this was 
not true. At the end of 1929, the stocks in the United States 
reached an unprecedented figure, equivalent to almost two
~hird~ of the total annual output of the country. In 1930, 
m sp1te of a rather moderate decrease in output stocks with 
prod~~:cers dim!nis~ed ; but the vol.ume of petrole~m stored by 
the ml refinenes mcreased. Thus, 1t would appear that in the 



-139-

Chart 22. 

STOCKS OF CERTAIN MINERAL PRODUCTS, 1929-1931. If 
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first half of 1931, stocks of raw materials were still increasing, 
although on the whole at a somewhat slower rate. 

The drop in the production of manufactured goods can only 
be measured by means of national statistics. The national 
indices of production available generally cover mining, building 
and manufacturingindustries; they are comparable neither with 
the indices given above nor between themselves. 1 

• July 1st, 1929, relatives; (or lead, July 1st, 1930, relatives. 
Coal in Belgium, Germany, Upper Silesia, Saar; petroleum In the U. S. A.; 
copper, world excluding Japan; lead in the U. S. A. ; tin, world. 

1 Sources : London and Cambridge Economic Service. 
Instit ut fnr Konj unkt urforscbung. 

1 Cf. Memorandum on Production and Trade, 1925-1929/30, Ch. IV, and the Sla
tlslical Year-Book of the League of Nations, 1930-31, Table 91. 



-140-

Table V.- Quarterly Indices of Industrial Production, 1929-31. 
(Base 1929 = 100.) 

United 
Kingdom 

Year and France Ger- Poland Swe-. 
Quarter (a) many (b) den Board Lon-

of don 
Trade and 

I Camb. 

1929 I 99 93 102 103 99 98 
II 101 107 101 100 100 100 
III 100 101 98 97 99 98 
IV 103 97 98 99 102 104 

1930 I 103 92 84 110 99 99 
II 104 88 80 102 92 91 
III 100 78 82 93 88 82 
IV 97 74 82 90 88 84 

1931 I 95 68 72 88 85 77 
II 92 73 72 81 82 73 

• Average for April and May. 
(a) Partly adjusted for seasonal variations. 
(b) Adjusted for seasonal variations. 

~ 
Ca-.n nada U.S.A . 

.n (b) (b) 
;:i 

93 106 99 
93 102 104 
98 97 103 

116 96 92 

121 90 88 
115 91 87 
111 82 77 
144 78 71 

- 76 72 
- *78 74 

The chart in Chapter IV A and the table above give a 
general idea of the course and incidence of the industrial depres
sion. 1 In the first half of 1929, the general movement was 
erratic ; industry began to be generally affected in the second 
half-year. The recession continued in 1930, gathering force in 
the second half of the year. In the spring of 1931, as in that of 
1930, the downward trend of production was somewhat checked. 

This is a rough summary of world conditions : conditions in 
individual countries were very different. Thus in certain coun
tries industrial production had begun to stagnate before 1929. 
This was the case in Germany where, however, a temporary 
expansion took place from December 1928 to June 1929. 
The culminating point of industrial development in Poland had 
been reached and passed by the end of 1928. In Canada, the 
downward trend began in February 1929. On the other hand, 
the general upward movement of the British indices was 
still maintained in the last quarter of 1929, and the decline 

• See Chart 15. 
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s~rted ?n~y in the early months of 1930. In France, produc
tive actiVIty advanced almost without interruption in 1929, 
a_nd the level then reached w~s II_~aintained throughout the 
ftrst half of 1930. The production m Sweden was maintained 
during 1929, except for a seasonal contraction in the third 
quarter, and reached its highest point in the first quarter of 
1930. During the greater part of 1930, the downward trend of 
productive activity showed considerable uniformity. Far less 
uniformity was noticeable in the first half of 1931. The United 
States showed some signs of revival, in some countries thrre 
was little change and in others the recession continurd. 

The physical volume of production dropped in practically 
all countries during 1930; much more in some than in others. 
The drop was greatest in the United States, Germany and Poland 
- the average volume of production in 1930 was nearly 20 \ler 
cent below that in the preceding year. In Canada, the decline 
in production began earlier than in the United States, but was 
not so pronounced- about 15 per cent between 1929 and 1930. 
Great Britain had advanced less rapidly than many other 
countries during the boom period, but withstood the strain 
better, the drop in her annual production in 1930 being only 
about 10 per cent. The total drop was very small in Sweden 
and nil in France. 

In the first half of 1931 these relative positions were altered. 
Productive activity in manufacturing industries in most countries 
concerned remained only slightly below the average level reached 
in the preceding half-year; but Great Britain and Sweden now 
suffered seriously. The net result was that in North America, 
Great Britain, Central European countries and Sweden the 
aggregate decrease of production from the average level of 
1929 was within the remarkably narrow range of 21-28 per cent. 

Indices of production, taken alone, do not fully reflect the 
violence of the crisis. This is shown more clearly by the records 
of unemployment. It had remained high in some countries, 
especially the United Kingdom, even during the period of general 
prosperity ; in others, such as Germany, it has been incre~sing 
since the beginning of 1928. But since the turn of the busmess 
cycle, unemployment has been growing rapidly in practically 
all countries. 

The aggregate number of the unem~Ioyed workers in the 
industrial countries of the world was estimated, at the end of 
1929, at some 10 millions; it reached about 20 millions in the 
beginning of 1931.1 The largest volume of unemployment at 

1 Cf.lnternational Labour Office: "Unemplogment Probltnu In 1931" (Studlea 
and Reports, C:l6), pp. 12 d •<9· 
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the latter date (January or February, 1931) was recorded in the 
following countries : 1 

Table VI. - Number of Unemployed in Certain Countries. 
United States . . 6,000,000 2 Austria . . . . 331,200 
Germany . . . . 4,972,000 Japan . . . . 322,500 
United Kingdom. 2,697,000 Czechoslovakia 239,600 
Italy . . . . . . 765,300 Belgium 180,800 
Poland . . . . . 345,300 Australia . . . 90,400 

Another index of the crisis in the labour market is provided 
by the proportion unemployed of the total of workers covered 
by the trade-union or insurance statistics. In June 1931, this 
proportion was especially high in the following countries : 

Table VI I. - Unemployment Percentages in Certain Countries. 
Germany 30 Australia. 4 26 
Norway . . . . 25 Poland 12 
United Kingdom 16 Netherlands 13 
Canada . 3 16 Sweden . . 8 13 
Denmark. . . . 12 

The employment index of the U. S. Department of Labor 
for the manufacturing industries, based on 1926, was 99 in 
September 1929, but stood at 73 in January and al 72 in June 1931. 

Similar statistics are not published for all countries ; but 
available information suggests that in many other countries 
the labour-market situation was equally depressed. 

The U.S.S.R. has reported a great expansion of industrial 
activity and a sharp decline in unemployment in 1930. 

Owing to the decline in real investment, the drop in the 
physical volume of production has been greatest in the heavy 
industries. 6 It has already been mentioned that the world 
output of iron and steel decreased by roughly a fifth in 1930 
as compared with the preceding year, and in the United States 
by more than a fourth. This heavy decline continued in the 
first half of 1931. Similarly, mechanical engineering was more 
depressed than manufacturing industries in general in 1930-31. 

' The ligures shown are not comparable :they are intended only to give a very 
rough Indication or the magnitude of unemployment in the various countries. 

• Unotllclal estimate. 
• May. 
• March. 
" For further information concerning the position of individual industries see 

Memorandum on Production and Trade, 1925-1929/30, Chapter IV. See also 
Charts In Chapter VI below and Table XI In Appendix. 
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In ~he United States, the demand for machine tools and foundry 
eqmpment was re~uced by about one-half during 1930. On the 
other hand, _the . high_ level of production reached in France in 
1929 was ma1ntamed m the subsequent year and only dropped in 
the first half of 1931. ' 

The contraction in international trade and the low freight 
.rate~ havt; severely aff~cted shipbuilding. Owing to flow of orders 
r~ce1ved m 1929, shipyards were relatively busy during the 
first part of 1930 and total tonnage launched increased in that 
year as may be seen from the following table. But the tonna~e 
under construction in the world fell from some 3,000,000 tons m 
December 1929 to 1,825,000 tons in June 1931. The United 
Kingdom and Germany have suffered most severely. The demand 
of the United States and other countries has been diverted to 
domestic shipyards. 

1911-1913 
1919..:.1921 
1925-1927 

Table VI II.- Tonnage launched annually. 1 

Vessels of 100 tons and upwards. 
(tons measurements, OOO's omitted). 

. . . . 2,962 
. . . . . 5, 788 
. . . . . 2,031 

1928 
1929 
1930 

2,674 
2,759 
2,889 

The position of the motor industry is peculiar, inasmuch as 
five-sixths of all motor vehicles are produced in North America, 
where it is the greatest single industry. The total output in the 
United States and Canada decreased in 1930 by 38 per cent ; 
the upward trend noticeable in the beginning of 1931 was of 
a seasonal character. On the other hand, the two chief European 
producers of motor vehicles, France and the United Kingdom, 
suffered comparatively little in 1930. Rubber manufacture is 
closely connected with the motor-car industry ; in fact, nearly 
85 per cent of all raw rubber is said to be used in the manufacture 
of tyres and tubes. The set-back in the rubber industry in 1930 
was, however, not so serious : the French and British industries 
actually increased their output. 

In striking contrast to the heavy industries, the production 
of electrical energy and electrical engineering appear to have 
been but little affected by the depression, although the long 
upwa·rd trend in these industries has been checked. The exports 
of electrical apparatus from most European countries actually 
increased in 1930. Those from the United States were almost 

• Since 1919 not Including Ruasla. 
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maintained ; orders, however, decreased rapidly towards the 
end of the year. Long before the general industrial crisis, 
conditions in the textile industry had been depressed. The level 
of activity i~ these ~ndustries in 1929 had ~een l~w. in comparison 
with other mdustnes, and by 1930 their activity had fallen 
near or below the level of 1925. Cotton has suffered more than 
other branches of the textile industry ; the mill consumption 
of raw cotton diminished, between the half-year ending January' 
1930 and the corresponding period in 1930-31, by 17 per cent. 
Activity in the cotton-spinnmg industry in Germany declined 
in 1929: in 1930 it fell off by 24 per cent in the United States; 
by 28 per cent in the United Kingdom ; in France, by 7 per 
cent ; it was the only important branch of the Russian industrial 
activity in which no advance was recorded. Meanwhile India 
registered an increase of 18 per cent. The woollen and worsted 
trade on the whole resisted the depression much better. A 
considerable reduction in activity - 29 per cent - was never
theless recorded in the United States. The activity of the silk 
and artificial silk industries in general declined rather little 
during 1929-30. The largest national.silk industry in the world, 
that of the United States, showed a drop of only 7 per cent, 
and an upward trend was noticeable in the winter of 1930-31. 
On the other hand, the French silk industry has declined sharply 
since 1928, the total drop in production during the two subsequent 
years being about 33 per cent. The artificial silk industry, 
again, maintained its position fairly well, world production 
decreasing by only 2 per cent between 1929 and 1930. The 
general level of activity in the textile industries was never
theless ra.ther low by the end of 1930, but showed signs of 
stabilisation during the first half of 1931. 

With the textile trades, the leather and boot and shoe indus
tries were among the first to be seriously affected by the general 
indu_st.rial. depression. Activity in. these industries had been 
dechmng m Germany and Sweden smce 1927, and in most other 
countries the busiest year was 1928. Except in France, howe:ver, 
the depression has not been as severe as in the case of textiles. 
In Great Britain and the U. S. S. R. the indices for this group 
rose in 1930. 

In the food and drink, paper and printing industries activity 
appears to have remained relatively stable throughout the 
depression. 1 

. Variations in productive activity are closely related to changes 
m stocks. After the outbreak of the crisis, manufacturers and 

' The differences in the development or industries prod~cing consumers' 
and produce"'' good• will be discussed in Chapter VI-D be!Qw. • 
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merchants restricted their purchases of raw materials which 
tended to fall in price ; thus, while stocks of raw materials held 
by the p~oducers, as shown above, have increased during the 
whole penod of depression, it is probable that stocks in the hands 
of manufactl!rers have declined. Unfortunately, practically no 
data are available to throw light on this question. The case is 
very much the same with regard to stocks of manufactured 
commodities. There is reason for brlieving that wholesalE' 
merchants have been carrying as small stocks of manufactured 
goods as possible and have bought " from hand to mouth ". 
Manufacturers, however, were unwilling to produce for stock. 
The stocks of manufactured goods held by manufacturers probably 
increased a little in the earlier stages of the depression, but there 
is no evidence that they have continued to grow. On the whole, 
visible stocks of manufactured goods seem to vary less than 
those of raw materials. This is the impression obtained from the 
following indices of stocks for the United States (monthly 
average 1923-1925 == 100): 

Table IX. - Commodity Stocks in the United States. 
June Dec. June Dec. 
1929 1929 1930 1930 

Raw materials 120 186 125 195 
Manufactured goods 121 119 125 121 

There are of course marked differences in the movement of 
stocks of different kinds of commodities. The statistics available for 
the United States as well as Germany go to show that the stocks 
of producers' goods have tended to increase during the depres
sion, while those of finished consumption goods have decreased. 

In the retail trade a reduction of inventories has also taken 
place, but it seems to have been relatively small. The figures 
for the value of stocks have declined not more than the prices 
of manufactured commodities. However, as the stocks are 
usually kept in the books at the prices at which they were bought, 
the average book-keeping price has declined much more slowly 
than the purchase price. Hence, it is probable that the volume 
has declined a little. In the table below are given certain figures 
for the United Kingdom and the United States. Whatever 
information is available concerning the purchases and sales of 
department stores points in the same direction, as it indicates 
that the former have been restricted more than the latter and 
that consequently some reduction of stoc~s has taken. place. 
Nothing suggests, however, that any considerable dechne has 
taken place, although it is possible that the reduction has been 
greater in shops of a different character. 

10 
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Table X. -Movement of Retail Stocks. • 

Percentage change 

!rom 1929 !rom 1930 
to 1930 to 1931 

United Kingdom 
Department stores . 
Department stores } 
Co-operative stores 
Multiple stores 

United States 
Department stores • • • 0 • 0 • • 

-5.7 1 

--6.82 

-3.4 -11.0 3 

The absence of reliable information concerning the variations 
in stocks of commodities is one of the greatest obstacles to a 
scientific analysis of the depression. 

The preceding review of the extent and nature of the depres
sion from the end of 1929 to the middle of 1931 shows that the 
balance of the industrial system has been seriously disturbed. 
Raw-material production decreased by about one-tenth and the 
industrial production perhaps by one-quarter. Unemployment 
was doubled ; in the leading industrial countries it affected from 
about one-sixth to one-fourth of the entire labour force, and the 
total number out of work grew to little less than the astounding 
figure of 20 millions. Yet it should not be forgotten that the 
aggregate wealth of the world was, at the outbreak of the crisis, 
higher than ever before. Thus the level of production and the 
aggregate national income in terms of goods and services in most 
countries are even now higher than only a few years ago. 

Building Activity. 
For some years after the war the scarcity of capital and the 

rent restriction enforced in many countries exercised a depressing 
influence on the activity in the building industry. But with the 
economic reconstruction of Europe and the rapid economic 
development in other countries, a strong demand for new buil
dings began to make itself felt. From 1922 onwards, construc
tional activity increased rapidly in the United States, from 

• Sources : United Kingdom, Board of Trade Journal. 
United States, Survey of Current Business. 

1 August.-Defember. 
1 February-June. 
' January-May. 
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1923 in Canada, and in the following years a similar, although 
less pronounced, movement made itself felt elsewhere. In 
Germany, the total value of new constructions in 1924 was 
smaller than the estimated depreciation of existing buildings. 
In 1927, however, the value of new constructions was 2% 
times as great as this estimated depreciation. 

By 1928, the building trade was well occupied in most coun
tries and showed a strong tendency to expand ; in many coun
tries, indeed, building activity was greater than ever previously 
recorded. The only important exception was Great Britain, 
where the number of houses finished showed a small decline in 
1928. The number of building permits, however, was slightly 
larger than in the preceding year. 

It is a well-known phenomenon of pre-war economic history 
that, during the latter part of pre-war boom periods, capital 
was diverted from building construction to other forms of 
investment. In such periods, the falling prices of mortgage 
bonds and the rising prices of shares made it difficult to secure 
adequate supplies of capital for building at a profitable rate 
of interest. In 1929 in some countries- in particular the United 
States - such a decline in the construction of residential build
ings was noticeable. In the United States, however, the 
volume of construction had been exceptionally large for no less 
than six years, and in 1928 and 1929 the level of rents declined 
considerably relative to building costs. 

') 

) 

Chart 23. 
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In most countries, on the other hand, construction kept up 
well during 1929. This was the case in Austria, Belgium, the 
Netherlands the United Kingdom, Italy and Sweden, as shown 
by the foll~wing unemployment figures. It was also true of 
France, Switzerland, Denmark and Poland, and, although less, 
of Canada and Germany. 

. Table XI. - Unemployment in the Building Trade. 

Numbers of trade 
Percentage or trade unionists unemployed unionists un-

June 
employed (OOO's) 

Belgium Canada Ger- Nether- United Sweden Austria 1 Italy • 
many lands Kingdom 

1927 1.8 8.0 5.3 8.5 6.9 4.7 12 43 
1928 . 0.4 3.9 8.0 7.0 9.7 2.4 8 62 
1929 . 0.1 7.5 10.4 2.1 8.6 1.5 17 39 
1930. 2.7 26.2 38.0 6.2 13.P 4.2 28 71 
1931 . 11.5 - 56.6 - 18.6 - - 164 

In Czechoslovakia, the number of rooms finished dropped 
by 25 per cent in 1929. This fall was, however, largely due to 
the discontinuation from the beginning of that year of tax 
exemption for new houses. Of other countries for which material 
is available only Finland recorded a serious decline in building 
activity in that year. In this country a very pronounced building 
boom came to an end in the previous year as a result of the 
tightening of the money market and the consequent sudden 
restrictio11 of cre'dit for the building trade. 

In 1930, divergent tendencies made themselves felt. In a 
number of countries, and in particular some non-European 
countries which depend on foreign investments, building appears 
to have been suddenly checked. In other borrowing countries, 
the reduction of capital imports and perhaps also the reduc
tion in domestic savings seriously affected constructional acti
vity. (See Chart 24.) 

The ra~idity of the contraction in the German building trade, 
as sho~n m Table XI, was largely due to reductions in public 
expendtture. No less than 80 per cent of the building in 1929 

• In February 1930 a change In the system or recording unemployment took 
place. 

• Compulsorily Insured. 
• Unemployed registered. 
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Chart 24. 

BUILDING ACTIVITY •• 
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permits ; Germany : buildin!PI commenced. 
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was on account of public authorities or subsidised out of public 
funds. . · d · · 

On the other hand, activity was well ma1!ltame 1!1 certam 
capital-exporting countries - France, Belgmm, Switzerland, 
Sweden, Netherlands, Czechoslovakia and the Unit~d Kingd~m. 
This was one result of the increase in the proportiOn of capital 
used by capital-exporting countries for ~nvestment at home, to 
which reference is made elsewhere in this report. In Denmark, 
where the depression was relatively little felt, building activity 
continued to expand in 1930. . 

Little information regarding the year 1931 IS at present 
available, but from figures for building permits in certain coun
tries it is clear that the decline in building activity is spreading 
(see Chapter VIII). 

Consumption. 
Statistics and other sources of material which throw light 

on the changes in demand and consumption are exceedingly 
scarce. Figures for world production probably provide the 
best basis for an opinion regarding the variations in world 
consumption. It is true, however, that in many cases stocks 
have varied considerably from one year to another, and the 
magnitude of such stocks is never completely known. The 
analysis made in the preceding section of the restriction 
of output and the increase in stocks since the beginning of the 
depression nevertheless serves well to indicate the recent 
changes in world consumption. The present section will be 
concerned more especially with changes in certain individual 
countries which can be observed from figures of domestic and 
international trade, receipts from indirect taxation, etc. 

Consumption has naturally been affected very differently 
from one country to another, just as within individual countries 
the various groups have suffered in different degrees. As might 
be expected, the industrial countries record a far smaller con
traction than those whose economy is largely dependent on the 
expo~ ~f ce~eals or other crude products which have fallen 
heavily m pnce. The extent of the contraction has again in part 
depended on th~ social and economic organisation of the countries 
concerned, and m part on the length of time during which con
ditions have been depressed. 

Returns of the production and stocks of foodstuffs have 
sh~wn ~hat .the world's food consumption has been well main
tamed m spite of t~e impoverishment caused by the depression. 
Other sourc.es of evidence - e.g., from the retail trade - amply 
show that, m European countries at all events, food consumption 
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has been but little affected. The depression has in many countries 
led to less serious physical want than might have been anti
cipated, although in the last few months conditions appear to 
have been aggravated in many countries. Wage indices have 
almost everywhere fallen less rapidly than the cost-of-living 
indices, and State relief or insurance benefits have done much 
to maintain the consumption of the unemployed. 

Even where incomes have fallen, however, consumption 
of all but the very poorest classes has on the whole been well 
maintained, owing to the rigidity of personal habits. It would 
seem that the habit of eating meat and wheat bread acquired 
in the past ten years in many parts of Central and Eastern Europe 
is resisting the recent changes. Thus, although the fall in the 
retail price of meat, eggs and fats has been relatively small 
during 1930, the consumption of these commodities was main
tained in Germany, Hungary and other European countries 
which have been not the least affected by the depression. Indeed, 
so far as foodstuffs are concerned, it would appear that the 
upward trend of demand for animal foods, vegetables, fruit, etc., 
noticeable before the depression, continued to assert itself, 
although less strongly than before. This phenomenon has of 
course been partly due to the fall in prices. 

The maintenance of con~umption is of course in part the 
result of the inability of the peasant to sell his produce 
except at prices greatly lower than he had anticipated. Its 
value to him as a consumer came to exceed its exchange value. 

In Germany, the consumption of fish, eggs, groceries, sugar, 
coffee, tea and exotic fruits was greater in 1930 than in 1929, 
but for certain of these articles the figures for the first quarter 
of 1931 showed signs of decline. In Belgium, the rapid expansion 
in imports of exotic fruits was arrested, but the figures were 
higher than for any year except 1929. The yield of the various 
taxes on consumption in France was 6 per cent below the 1929 
figure ,1 but the latest monthly figures show no pronounced 
downward trend. In Austria, more exotic fruits, more wine, 
more sugar were being consumed per capita in 1930 than in the 
previous year. 

The consumption of beer, wines, spirits and tobacco has, 
in 1931, been very considerably reduced. In Germany, the 
consumption of cigarettes was lower in the first quarter of 
1931 by 46 per cent and that of cigars 49 per cent than 
in the corresponding period of 1930. The reduction in 
the United States was 9 per cent for cigars for the period 

• Indices du mouoemenl du aflairu, lnstltut de Statlstlque de l"l:nlvenltt! de 
Paris. 
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January-May in these years. Consumption of tobacco in_ Italy 
in the first five months of 1931 was 11 per cent less than m the 
corresponding period of 1930. It is uncertain, however, to what 
extent this has been due to reduced purchasing power. Taxes 
on such goods have been increased in many countries, and the 
consequent increase in the price paid by the consumer has natu
rally reduced demand. In Sweden and the Netherlands the 
consumption of tobacco actually increased by 7-8 per cent 
between 1929 and 1930. 

The countries mentioned above are chiefly those with a large 
manufacturing industry, which have suffered less than many 
others from the depression. The situation has been somewhat 
different for countries largely dependent on the production and 
export of primary products, although, even in their case, the 
decline in consumption has been mainly confined to goods other 
than foodstuffs. Some countries, however, whose economy is 
dependent upon a single raw material or upon a small number 
of them, have been so much affected by the depression that even 
their consumption of food has been radically cut down. The 
Gold Coast may be selected as an example. 

Table XI I.---lPercentage Reduction of Imports into the Gold Coast. 
(From the first quarter of 1930 to the first quarter of 1931). 

Canned fish . 66 Milk . . 28 
Rice . . . . 58 Gin 98 
Flour 64 Sugar. . . 60 
Salt beef . . 42 Tobacco 69 
Canned beef. 94 Cigarettes 7 4 

One obvious reason why the demand for foodstuffs has kept 
up so well lies in the constitution of the human body. We are 
able to postpone for a longer or shorter time our demand for 
almost everything except food. Further, foodstuffs are con
sumed once and for all when they are eaten. Textiles, clothing, 
shoes and similar commodities are naturally more durable, but 
less so than, for instance, furniture, household utensils, motor
car~, radios ~n~ gramophones. The first group of commodities 
satisfies less ms1stent needs than foodstuffs, but needs which are 
usually regarded as ranking higher in the scale of needs than 
the latter group. Hence, for two reasons demand for the latter 
class of durable goods might be expected to decline more during 
periods of bad business than that for the former. 

A study of the scanty material available for retail trade 
suggests that this has actually happened. The chief conclusion 
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to be drawn from ~his ma~erial is, however, that total sales have 
kept up_ very we!l.m re~aii trade as a whole. Some information 
concern_mg condttu~ns m Germany, the United Kingdom and 
the Umted States IS given in the table below. 

Table XI II. - Percentage Change in Value of Retail Sales. I 

Germany: 
Co-operative stores. 
Department stores . 

United Kindom: 
Department stores . . 
Co-operative stores 1 
Multiple stores and J . 
Department stores 

United Stales : 
Department stores . 
Mail order houses . . 
Ten cent chain stores. 

+ 2.9 
+ 6.3 

-3.7 1 

- 7.3 

Front 
1930 to 1931 

3. 3 (Jan.-March) 
13.0 (Jan.-April) 

- 4.2 (Feb.-June) 

5. 5 8 (Jan.-May) 
12.2 a (Jan.-May) 
0. 6 8 (Jan.-May) 

The reduction is remarkably small in view of the fact that 
retail prices have of course also dropped. Indeed it is doubtful 
whether the volume of retail trade has declined at all in the 
United Kingdom. For clothing the drop in prices would 
seem to have been substantially greater than that in the value 
of sales ; the volume sold would therefore have actually increased. 
Even in Germany the reduction has probably been small. In 
the first half of 1931, the value of total retail sales was 
16.7 per cent lower than in the same period of 1929. For 
foodstuffs the decline was 13.4 per cent, but this was 2 per cent 
less than the drop in the prices. The retail prices of textile 
goods were 17.4 per cent lower, whereas the value of sales of 
such goods had declined 20.5 per cent. Thus the volume sold 
seems to have dropped about 3 per cent. A study of price 

1 Sources : Germany, Vierltljahruhtfle zur Konjunktunfartthung. 
United Kingdom, Board of Trade Journal. 
United States, Survey of Curren/ Buliness. 

'August-December. 
• Drop from corresponding period in 1929: 9, 12.3 and 3 per cent res ectlvely. 
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figures for individual commodities in the United States leads 
up to very much the same conclusion for that country. 

In the boot-and-shoe trade there has been a definite reduction 
in sales, and it is probable that for this the decline in prices has 
been only partly responsible. Owing to the unsatisfactory 
character of the price material it is, however, impossible to 
indicate the exact magnitude of the decline in the volume of 
sales. Furniture sales have also dropped more than sales of 
most commodities. For instance, in the United States in the 
second half of 1930 the value of sales was nearly 30 per cent lower 
than in the same period of 1929. In Belgium in the first five 
months of 1931, sales of furniture were as much as 31 per cent 
less than in the same period of 1930. Even in this branch, 
however, sales in the United Kingdom declined very little. 
From the period February to June 1930 to the same period 
in 1931, the reported reduction in the value of sales was only 
1 per cent, which indicates an actual increase in the quantity 
sold. Sales of hardware and fancy goods have also declined 
but little in that country. It is worth observing, however, 
that the local differences are enormous, the northern part of 
the country showing much less favourable figures than southern 
England. 

In the United States, jewellery sales declined a great deal. 
In the first half of 1930 they were 20 per cent lower than in 
the same period of 1929. The corresponding figure for the 
second half of the year w.as 24 per cent. Here again considerable 
price reductions make it uncertain how the volume of sales 
has varied. On the other hand, the sales of electrical appliances, 
which had shown a rising trend before the depression, slightly 
increased even afterwards. 

The general impression obtained from these and other figures 
is that the volume of retail trade has changed very little except 
for a few durable commodities such as furniture and possibly 
sho~s. Cert~inly in such a country as Sweden there has been 
an mcrease m almost all classes of sales in 1930. But in the 
first quarter of 1931 there was a substantial decline. But .the 
position of that country was relatively favourable and not 
typical of conditions elsewhere. 

When cons!dering the decline in consumers' purchases of 
durable goods, It should be remembered that a drop in the demand 
for less durable goods such as foodstuffs, textiles, boots and 
shoes, etc., represents a real contraction in consumption. 
On the other hand, even a substantial fall in the number of 
cars, wireless sets or gramophones purchased represents mainly 
a decline in the number of new consumers of these goods and 
may mean a very slight contraction in consumption. 
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. It is natural that, with a contraction of income, economy 
1s no~ally first eftect~d by not purchasing articles which are 
expensrve and not stnctly necessary, and by postponing the 
replacement of such articles as can most easily be made to last 
a little longer. Thus the drop in the demand for luxury articles 
and for durable goods such as furniture, motor-cars, gramophones, 
household utensils and appliances has been rdativdy great. 
It ~ould appear t~at. the purchases of durable goods have 
declined more heaVIly m the United States than elsewhere -
e.g., the sales of motor-cars declined by 29 per cent in 1930. 
The corresponding reductions in the United Kil1gdom and 
Italy were 12 per cent and 13 per cent respectively. In France 
an increase of 9 per cent took place. For this at least two 
main reasons may be adduced. The instalment system and 
the practice of using profits from speculation for purposes of 
consumption, which had inflated demand in the yrars preceding 
the depression, have since had the effect of aggravating the 
contraction in demand. 

Statistics of the production of wireless sets are not availablt•, 
but it is known that the industry was quickly and severely 
depressed in the United States. 

Among countries producing large quantities of foodstuffs 
and raw materials whose demand for manufactured durable 
goods has declined considerably, Poland may be mrntioned as 
an example. Imports of clocks and watches were, in 1930, 
37 per cent lower than in the preceding year. Imports of 
musical instruments fell by nearly 17 per cent, books, periodicals, 
etc., by over 15 per cent, and ready-made clothing by 25 per 
cent. In Hungary, sales of housrhold utensils, which in 1929 
were only 63 per cent of the 1927 figurr, fell by a further 25 pt•r 
cent in 1930 and were still drclining in the early months of 
1931. The value of imports of musical instruments into 
Australia which amounted to £218,000 in the second half of 
1929 had dropped to £48,000 one year later, and for such 
articles as jewellery, watchrs and clocks, stationery, houst•hold 
furnishings, etc., there was a huge decline.. This c~ only 
partly be explained by reference to the mcreased Impedi
ments to importation. Cinematograph films are one of the 
very few products for which an increase in imports was 
recorded. 

The changes in consumption discussed above are of course 
not equivalent to changes in demand. A drop in price may 
bring about increased consumption even if demand is no more 
intensive than before. Similarly, the consumption of cert~n 
commodities may be maintained at the expense of s~~ere pnce 
reductions, while the consumption of other cornrnodJbes whose 
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prices are kept relative~y s.table may decli.ne to a much grt;ater 
extent. This consideration IS of the utmost Importance, especially 
in the case of commodities for which demand is relatively elastic. 
It is not so important in the case of foodstuffs for which demand 
is usually relatively inelastic. Even here, however, in cases 
where finer and more expensive qualities may be substituted 
for a cheaper and lower grade or vice versa, demand may be 
rather sensitive to price changes. For instance, the increase 
in the consumption of butter must be largely due to the fact 
that the drop in its price has made some people reduce their 
consumption of margarine. It may also be due to the fact 
that people are used to spending a certain part of their income 
on food. Hence, a reduction of the food prices in general will 
tend to make people whose incomes have remained relatively 
stable turn to higher and more expensive qualities. 

House rent represents an important part of the consumer's 
budget. There is little evidence that the amount spent on 
this account has been reduced. There has nowhere been any 
considerable increase in the number of empty flats and houses, 
and the decline in rents has only been appreciable in a few 
countries. 

B. PRICES, wAGES AND PROFITS. 

The rapid fall in prices is one of the most important mani
festations of the economic crisis and at the same time one of its 
most significant causes. A sudden decline in commodity prices, 
unrelated to changes in methods or costs of production, involves 
a ~eduction or the entire elimination of profits : business enter
pnses are closed down or work only on part time ; new investment 
is discouraged ; men are thrown out of employment ; the demand 
for commodities is reduced and prices fall still further. A fall 
in the price of commodities begets a belief in further falls ; 
prospective buyers withhold their purchases and thus add to the 
forces tending to depress prices. 
. A fall in the general level of prices has, in addition, a profound 
mfluence on the distribution of income and thus an indirect as 
well ~s direct effect on production. There are, in every country, 
certam classes w~ose money income is fixed by statute or 
contract ; when pnces fall, these classes receive a larger share of 
the national dividend -that is, with the same amount of money 
th~y are abl.e. to purchase more goods and services at the lower 
pnces prevrulmg. A smaller share is left for those whose income 
IS not fixed and, where wages and salaries are rigid, profits have 
to bear the brunt of the reduction. For these and other reasons 
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investment is discouraged. The effects of falling prices differ of 
course, _from in~ustry ~o industry and from country to country. 
Countn~s and mdustnes where fixed charges, such as interest 
o.n public debt and overhead expenses, constitute a large propor
tion of to~l expend~ture .find themselves at a disadvantage 
cm:r~pared With those m which a larger proportion of costs are 
vanable. Where a large share of a country's national debt is 
h~ld abroad, a fall in prices operates even more strongly to its 
disadvantage. Countries and industries with inflexible wage 
systems find difficulty in competing with those in which wages 
are more flexible ; in those in which productivity is increasing, 
part of the effects of a general fall in the price level is offset by 
automatic reductions in cost per unit of output. 

It has been shown in Chapter II D. above that, even before the 
rapid decline in prices began, there were certain elements of 
instability in the price situation of different groups of commo
dities. In particular, stress was laid on the fact that, in many 
parts of the world, the prices of manufactured goods had risen 
more since 1913 than those of raw materials ; it can now be seen 
that the consequent weakness in the financial position of certain 
classes of primary producers and the excessive 'productive capacity 
in manufacturing industry are among the factors which have 
intensified the severity of the present depression. In spite of the 
relatively low prices of many agricultural products, total pro
duction of this group of commodities (as shown in Chapter II A. 
above) was also greatly extended. The production of the period 
1922-1929 in the case of several vegetable foodstuffs tended to 
outrun demand,.. As a result, the general trend of the prices of 
these commodities was downwards, in spite of several official 
and non-official attempts to restrict sales. 

With the crash of the New York stock market in 1929, a 
gradual price recession gave place to a large scale liquidation. 
The demand for new investment in all parts of the world was 
diminished. Consumers' demand was also to some extent 
restricted. Enterprises which had just succeeded in keeping 
going during the upward swing were now liquidatl•d. Stocks 
could no longer be financed ; consequently, large quantities were 
thrown on the market at a time when the demand for these 
goods was restricted - the inevitable result was a rapid decline 
in prices. Countries producing commodities such as coffee, 
sugar and certain cereals for which there was a tendency towards 
over-production suffered first and m?st severely. But the 
decline in prices soon spread to practically all world staples 
not under effective control - this meant that the general level 
of prices in all countries moved" downwards. . 

The following diagram (Chart 25) shows the percentage declme 
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Chart 26. 

PERCENTAGE FALL IN WHOLESALE PRICES BETWEEN 1928• 
AND JUNE 1931. I 
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1 Average of the year 1928. 
'Average of June 1931. 
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that has taken place in the general level of wholesale prices in 
certain countries between 1928 and the middle of 1931. The 
unshaded part of the bar for each country represents the decline 
up to June 1930 and the complete bar the total decline up to June 
1931. The indices for the various countries are constructed on 
different principles ; no general conclusions can therefore be 
drawn with regard to the relative severity of the fall in prices, 
even in countries with similar economic structures. For example, 
the index for Germany includes some fully manufactured pro
ducts, which tend to fall less in price during a depression, while 
that for the United Kingdom includes only crude foodstuffs 
and industrial raw materials and semi-manufactured goods which 
tend to fall more. 

The price indices that are heavily weighted with raw materials 
and crude foodstuffs have fallen more than those which include 
a large proportion of finished products. Within each country, 
as will be shown in some detail later, the prices of different 
groups of commodities have moved in different ways ; in Canada, 
for instance, where the general price decline was 25 per cent 
between 1928 and June 1931, raw and partly manufactured 
goods fell by almost 40 per cent (Canadian farm products by 
over 40 per cent) and fully and ch1efly manufactured goods by 
slightly more than 20 per cent. In most agricultural countries, 
the general level of wholesale prices at the middle of 1931 was 
below the pre-war level ; in the majority of the highly industria
lised States, it was still some 10 per cent above that figure. 

To appreciate the true significance of the price decline, it is 
necessary to examine, not only the general level of wholesale 
prices but also the prices of particular commodities and grou{'s 
of commodities on various markets ; marked inequalities m 
price movements indicate changes in the economic relationships 
between various groups of producers and various countries which 
are of primary importance in an analysis of the depression. 

It may be convenient to set out first the changes which have 
taken place in the world market prices of certain important 
commodities. In the graph which follows (Chart 26), the perce';'
tage decline in the prices of a score of such commodities 111 
shown. The unshaded part of the bar for each commodity 
represents the percentage decline in the first period of the 
depression (1928 to June 1930), while this and the shaded part 
together represent the decline from 1928 to June 1931. 

In cases where some recovery had taken place by June 1931 
the bar is extended to show the lowest point reached. The month 
in which the price touched bottom is also indicated. 

On world markets, the greatest decline has taken place in 
the price of organic materials, the supply of which can least 
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Chart 26. 

PERCENTAGE DECLINE IN PRICES OF CERTAIN FOODSTUFFS AND RAW 

MATERIALS ON WORLD MARKETS BETWEEN 1928 1 AND JUNE 1931, I 
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easily be regulated. Practically all these goods are non-European 
staples - crude vegetable foodstuffs on the one hand and 
textile raw materials on the other. Both rye and wheat stood 
about 60 per cent below their 1928 level in the middle of 1931 
and certain important colonial products fell to the same extent. 
Of these colonial products, coffee dropped most in price in the 
first few months of the recession ; when the speculation boom 
came to an end in the United States in the autumn of 1929 
the Brazilian producers were no longer able to secure fund~ 
with which to finance their stocks and had to throw tht•m on 
the world market - in three months the price of cofft•e fell 
by 33 per cent. Of the important cereals, only maize fell quickly 
in price ; that of wheat had declined by only 8 per cent by the 
end of 1929. In spite of the favourable harvest in the importing 
countries in 1929, the world crop of wheat in that yt•ar was 
poor and the Federal Farm Board and Canadian whrat pool 
succeeded for a time in maintaining prices. During 1930, 
however, the decline continued steadily and was vrry marked 
during the first half of 1931. 

Had it not been for other factors, it might prrhaps havt• 
been expected that, on account of the inelastic demand for 
crude foodstuffs, the prices of this group would not be greatly 
affected by an industrial depression. When in the past severe 
depression coincided with short crops, as in 1908, the price of 
the latter rose in spite of the general decline. Wht•n the present 
industrial depression came, however, the stocks of wheat and 
coffee were already growing excessive, and the inability to financt> 
them, combined with the inelasticity of supply, was sufficient 
to cause great fluctuations in price in spite of a relatively small 
change in consumers' demand. 

Animal foodstuffs have fallen considerably less in price than 
vegetable foodstuffs, although in the second year of the dt>pression 
price declines in meats have been more frequent and mort• serious. 
For the greater fall in 1930-31 the mild winter of 1929-30 may 
be held partly responsible ; further, the very low prices of fodder 
required for stock-raising and the low prices of cereals stimulated 
meat production in certain parts of the world. The amount 
of animal foodstuffs coming on the market was thus increased 
while at the same time there was no increase in the demand 
for these relatively expensive foodstuffs. In some cases the 
fall in the price of cheaper substitutes has been considerably 
less than that for animal foodstuffs; for example, margarine 
has dropped much less than butter. It is a noteworthy fact, 
however, that for many commodities, such as cotton_. cof!ee 
and cocoa, the better-quality grades have fallen less 111 pnce 
than inferior grades. This is probably partly due to the fact 

11 
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that the better grades are largely .c?nsumed by those classes 
whose expenditure on such commodities has been least affected. 

In the case of organic industrial raw mater~als, the supply 
cannot readily be adapt~d. to the deman.d, wh.IIe at the. ~arne 
time demand is very sensitive to changes m busmess conditions. 
·For some articles in this group, such as rubber, the supply 
over short periods is practically fi~ed. Rubbe_r has fallen mo~e 
in price than any other commodity shown m the chart ; m 
the middle of 1931, its price stood 72 per cent below the 1928 
level, the lowest point ever recorded up to th~t time. In 1910 
rubber sold in London for Bs. 9d. a pound; m June 1931 for 
3d. a pound. 

In general, the decline in the price of minerals and metals 
has been much Jess than that in vegetable foodstuffs and vegetable 
and animal industrial raw materials. The output of the former 
group can be more readily adapted to the changed conditions 
of demand and . for many products producers by agreements 
have succeeded in restricting output and maintaining prices. 
Demand for the articles in this group, chiefly producers' goods 
are affected not so much by price as by changes in general 
business conditions. Non-ferrous metals have fallen more than 
iron and steel products or coal, and several of them - such 
as copper, zinc and tin - are now lower in price than before 
the war. The production of copper and tin was greater in 1929 
than in any previous year. The price of copper continued to 
rise throughout 1929, but, with the breakdown of the producers' 
association in the early months of 1930, copper prices fell very 
rapidly ; prices in the middle of 1931 were about 40 per cent 
below the average for 1929. The fall in the price of silver, which 
has reached the lowest point recorded, forms a separate chapter 
in the history of the depression and is considered in detail in 
another section. 

No world-market price for coal is shown on the chart because 
this commodity, though traded in to a considerable extent is 
very heavy in proportion to its value and its price is largely 
dcten~ined. regionally. On certain export markets coal has 
fallen m pnce by some 15 per cent, but in most markets it has 
r~mained remarkably steady and in some has even increased 
su~ce 1928. In considering the relatively slight drop in coal 
priCes, as compared both with other commodities and with 
heavy ~rice ?eclincs recorded during previous periods of economic 
depresswn, It should be borne in mind that prices had fallen 
steadily since 1922. 

In the case of iron and steel, centralised control and producers' 
agrcem~nts hav.e re~ulted !n production being greatly restricted 
and pnces mamtamed ; m addition, many long-term orders 
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~iven during the upward swing of the business cycle and extending 
mto 193~ _have_ helped to keep up prices in this industry. These 
commod1hes, like coal, are expens1ve to transport · thc1r prices, 
too, are largely regional. ' 

Thus prices of staple commodities on world markets fell 
between 1928 and the middle of 1931 50-60 per cent for vegetable 
foodstuffs, some 25-30 per cent for animal foodstuffs, 50-70 per 
cent for textiles and 25-50 per cent for minerals and ml'tals. 
On many domestic markets the decline was much lrss sewre, 
particularly in the case of vegetable foodstuffs and mint'rals. 
In the following table are set out the percentage drdincs in the 
price of commodities in these groups on some intrrnal markrts 

. between the middle of 1929 and the middle of 1931. 

Table XIV. - Percentage Decline (-) or Rise ( +) in Prices 
of Various Groups of Commodities on Domestic Markels, 

June 1929-June 1931. 

Vegetable foodstufts. 

Czechoslovakia . 
France ... 
Switzerland . . 

-9 
+4 
-7 

Metals and Mloerab. 

Belgium (fuels) . . . . 
Great Britain (iron and 

steel. . . . . . . . 
Germany (iron and steel) 

-9 

-10 
-9 

It is obvious that the severity of the present declinr in pric~s 
has been much greater on world markets than on domrsllc 
markets. Commodities entering into international trade arc 
generally the most sensitive in price - to mention only onr 
reason for this, they are traded in large quantities on organist•d 
exchanges by buyers and sellers who are specialists and fully 
cognisant of conditions of supply and demand. Regional prices 
are more directly influenced by Customs duties, prier-fixing 
agreements, etc. They include certain elements of cost, such 
as taxes, wages, distribution, etc., which are not subject to 
international competition and do not vary in the same way as 
raw material prices. It has already bern observed that the 
prices of certain commodities, such as coal and iron, which 
enter to a considerable extent into international trade, arr, on 
account of relatively high transport costs, mainly determined 
locally. 

Iron, for instance, fell in price on world markets at the end 
of 1928, in Germany a year later and in Great Britain six months 
after that. 

In order to illustrate further the marked differences in the 
price movements of international and domestic goods during 
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the depression, relevant indices for France and Germany are set 
out in the following table : 

Table XV.- Price Indices of International and Domestic Goods. 
(1913 = 100.) 

France Germany 

Inter- Dom- Inter- I Dom-
national estlc national estlc 

January 1930 . 521 606 April 1929 . 130 135 
December 1930 . 377 565 January 1931 . 83 122 
June 1931 . 366 539 April 1931 . 79 118 
Percentage de- Percentage de-

cline from Jan. cline from 
1930 to June April 1929 to 
1931. 30 11 April 1931 39 13 

In these countries the decline in the prices of world market 
goods has been two to three times as great as the fall in the 
prices of domestic commodities. It will be observed, however, 
that, during the first six months of this year, the prices of 
domestic products have kept pace more evenly with those of inter
national goods in both countries ; in France, indeed, the former 
have declined more rapidly. The indices do not of course give 
an exact measure of the difference between domestic and inter
national prices for the same commodities ; the discrepancy 
between the movements of the two indices is none the less striking 
and is common to other countries such as Czechoslovakia, Denmark 
and Italy, for which such data are available. In Denmark, for 
example, exports fell much more rapidly in price than goods 
produced for the home market. Between the beginning of 
1930 and April 1931, the decline in the former was over 20 per 
cent as compared with 10 per cent for the latter. The same is 
true of Italy. Between May 1929 and May 1931, according 
to the Bachi index, goods produced and consumed in the 
country fell by 27 per cent in price while goods exported fell by 
34 per cent. 

These differences cannot be explained by a failure of transport 
costs to keep pace with the declining level of international commo
d~ty price.s. The most importl;lnt influences contributing to the 
d1vergenc1es have been three m number - first, the influence 
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o_f tari_ffs ; s~con~ •. the success of cartels and producers' associa
tions m mamtam1~g the domestic prices of certain classes of 
products ; and th1rd, the fact that regional products consist 
partl_y of manufactured goods the prices of which have been 
relatively well m~intained during the depression. 

When the _pnces ?f c~de foodstuffs, in particular, cereals, 
began to dech_ne rapidly m 1929, certain States, wishing to 
protect domestic. agriculture, raised their tariffs on foreign grains 
and pa~sed spec1~l legislation requiring millers to mix a fixed 
proportiOn of native cereals with those of foreign growth. The 
measure~ taken ~y various ~ta~es have been touched upon in 
the p~evwus. sectiOn - here 1t 1s sufficient to note that, by ex
cludmg_ fore1gn and compulsorily increasing the demand for 
domestic wheat, they succeeded in their object of raising tlw 
price of domestic wheat. The following graph (Chart 27) shows 
the relationship between the world-market price of wheat (Hard
winters in Rotterdam) and the domestic price in four of the 
countries where this policy has been most conspicuously 
successful. 

Protective tariffs were also imposed (or raised) in some coun
tries on other cereals, such as rye and maize, and on certain 
industrial materials. Some States have sought to raise revenue 
by putting higher tariffs on colonial products, such as coffee and 
tea, with the result again that domestic prices have diverged 
widely from world prices. 

A second important influence in causing home-market prices 
to move differently from world prices is the fact that in many 
countries a large proportion of the former are controlled, in part 
at. any rate, by cartels or producers' associations. According to 
a recent estimate, the prices of half the industrial raw materials 
or semi-manufactured goods (measured by the numbers employed 
in producing them) used in Germany are thus controlled. For 
other countries the proportion is not known, but there is no 
doubt that it is considerable. 

In the following table are set out the price movements of 
" cartellised " and " non-cartellised " industrial raw materials 
in Germany 1 and recently compiled indices of " sensitive " 
and " stabilised " prices in Belgium. 1 The two groups are not 
comparable because the ~lgian i~dex for " sta~ilised " prices 
includes those of certain goods wh1ch are not subject to marked 
price fluctuation, but are none the less not controlled by 
cartels. 

1 Indices:ot Institut fur Konjun!durforschung, Berli~. . 
I Indices published by Institut des Sciences economtques, Louvam. 
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THE RELATION BETWEEN THE PRICE OF WHEATON CERTAIN NATIONAL. 
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Table XVI. - Price Indices of Cartellistd and Non-rarltllised 
Goods, tic. 

German,· 
(1926 = 100) 

Belgium 
(IV. 19U ,~ 100) 

Cartellised Non- Stabilised Sensitive 
cartellls•d 

December 1928 . 104 103 811 898 
July 1930 . 103 79 871 680 
December 1930 . 95 - 823 583 
April 1931 . . . 94 - - -

.The " free " prices in both countries were declining in 1928, 
'Yhlie the " con~rolled prices " rose in that year and showed 
httle change untli the first half of 1930. During the second year 
of the depression, the monopolistic control of prices as reflected 
in the above indices lost some of its effect : in the second half 
of 1930, cartellised prices in Germany fell by 8 per cent, while 
stabilised prices in Belgium fell by 6 per cent. Certain cartels 
succumbed to foreign competition, while others broke down 
on account of their inability to finance stocks. 

A particularly striking aspect of price movements during the 
depression has been the much greater fall in the prices of raw 
materials in general than in those of manufactured goods. This 
is not the place to examine in detail the reasons for this pheno
menon, which appears to be characteristic of all periods of econo
mic depression. The reactions of manufacturers and primary 
producers, in particular agriculturists, to falling prices are of an 
essentially different character ; the former restrict output, while 
the latter often attempt to expand production. The existence 
of stocks of raw materials in the hands of manufacturers and 
merchants cause a more rapid falling off in the demand for these 
goods than in the demand for finished products at the beginning 
of a depression. For these and other reasons, raw material 
prices drop more than prices of manufactured goods. 

In the following table is set out the percentage fall in the 
wholesale price indices of raw material and manufactured goods 
in six countries for which such indices are available ; in each 
case, the fall is measured from June 1929 to June 1931, 
or the last two-year period for which indices havt! been 
published: 
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Table XV I I. - Percentage Fall in Wholesale Price Indices of Raw 
Materials and M anufaclured ·Goods in Certain Countries, 

June 1929-June 1931. 

Raw Manufactured 
Materials Goods 

Canada . 33 19 
Denmark 27 22 
Germany 22 13 
Italy 1• 34 12 
Sweden . 20 23 
U.S. A. 2 30 20 

The peculiar position in Sweden is accounted for by the 
fact that the index for raw materials is heavily weighted by 
iron-ore, for which long-term orders at fixed prices were given 
before the turn of the business cycle ; wheat, the domestic price 
of which has been maintained by special regulations giving the 
millers' organisation the sole right to import foreign wheat and 
requiring them to purchase that of domestic growth at fixed 
minimum prices, and such regional producers' goods as bricks 
and cement, which are also in large measure subject to monopo
listic control. In most other countries the raw-material price 
indices have fallen about half as much again as those for manufac
tured goods. But, in the first six months of 1931, the rate of 
decline of manufactured goods increased in sqme countries and 
in certain cases indeed exceeded that of raw materials. . In 
Canada, for instance, fully and chiefly manufactured goods 
fell by some 10 per cent in the first half of this year, as compared 
with an 8 per cent decline in the prices of raw materials and a 
5 per cent decline in those of manufactured goods in the corres
ponding period of 1930. In Germany, the fall in the price of 
finished goods in the first half of 1931 was about 5 per cent, 
as compared with 3 per cent in the first half of 1930. 

Evidence of a similar character is found in special indices of 
raw and manufactured goods divided according to origin and 
use which have recently been made available by certain national 
statistical offices. These indices have been published in the 
League of Nations Memorandum on Production and Trade 1925-
1930/31. An examination of the recent price movem~nts of 

' Bacnl Index. 
' National Bureau of Economic Research Index, April 1929-April 1931. 



169-

particular raw materials and articles manufactured from thl'm 
shows that in all cases raw materials have been the more 
seriously affected and that, with very few exceptions. the hight•r 
a commodity stands in the stage of manufacture the Jess has 
it fallen in price. 

A_ comp~rison between the price movements of agricultural 
and mdustnal products shows still more striking results. 

In the following table is set out the percentage fall in the 
agricultural price indices of certain countries between 1929 and 
June 1931. The construction of the indices differs greatly, of 
course, from country to country ; in most cases, however, the 
importance of any commodity in the index is proportionate to 
its importance in the total value of agricultural production of 
the country concerned. It will be seen that the fall has been 
greatest in the overseas cereal and textile-producing countries, 
which are dependent on their export trade, and least in. meat 
and dairy-producing countries, such as England, and countries 
which have taken special measures to protect domestic farmers, 
such as Germany. 

Table XV II I. - Percentage Fall in Agricultural Price Indices 
of Certain Countries, 
June 1929-June 1931. 

Canada . . . 44 Italy . 32 
Argentine . . 39 Finland 29 
New Zealand 38 Germany 21 
U.S.A. . 33 England 15 

In all countries, industrial products have fallen much less 
in price in the period covered by the table. In Cana~a. _for 
instance, manufactured goods dropped by 20 per cent ; m New 
Zealand the general price-index dropped by some 10 per cent. 
In the United States, the 33 per cent fall i!l agricul~ural prices 
may be compared w~t~ a 25 per cent fall m the pnce of no~
agricultural commodities and a drop of less than 20 per cent m 
the prices of articles purchased by far!"ers. . 

The relationship between the pnces of r~w matenals and 
industrial goods is obviou~ly ?f the greatest Importance, both 
for international trade, wh1ch 1s largely based on th~ exchange 
of these two commodity groups, and for th_e dom~stlc trade of 
countries with a mixed agricultural and mdustnal. economy, 
such as the United States of America. In th~ ta_ble whi_ch_follows, 
the import and export price indices of certam mdustnahsed and 
raw-material-producing countries in the years 1929 and 1930 
are shown. 
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Table XIX. - Import and Export Gold Price Indices of Certain 
Countries, 1929 and 1930. 

(1913 = 100). 

1929 1930 Ratio of 
Imports to 

Im- I Ex- Im- I Ex- Exports 
ports ports ports ports (1930=100) 

France 103 98 88 I 97 110 
Germany ..... 126 132 109 124 114 
United Kingdom . . 134 159 117 152 130 
Netherlands Indies . 155 123 146 88 60 
Italy . . . 122 111 105 93 89 
New Zealand 136 148 135 116 86 

In 1930, the prices of the imports of the industrialised coun
tries fell much more than those of their exports ; and conversely 
with the raw-material-producing countries. The changes in the 
barter terms of trade are strikingly illustrated in the last column 
of the table : countries producing raw materials were able to 
buy a much smaller number of units of manufactured goods 
for each 100 units of their exports, while those exporting manu
factured goods received a considerably larger number of units 
of raw materials in return. The effects of these changes in price 
relationships on the character and extent of foreign trade during 
the depression are analysed in some detail in the following section. 

Wholesale and Retail Prices. 

Perhaps no price relationships have given rise to so much 
discussion during the present depression as those between whole
sale and retail prices. It is frequently maintained that the fact 
that retail prices have fallen much less than wholesale prices is 
a factor of primary importance in obstructing the flow of goods 
from producers to consumers and that, if retail prices were 
reduced to something like their former position in relation to 
wholesale prices, consumers, whose incomes have been consi
derably reduced on account of the fall in wholesale prices (through 
losses on investments, unemployment, etc,) would be able to 
purchase more goods and thus to some extent counteract the 
depressing tendencies. 

In such discussions, a comparison is generally made between 
the wholesale-price and cost-of-living indices of the country 
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conc~rn~. . The discrepancy between the movements of these 
two Indices m most countries is indeed striking. In Switzerland 
and Swed':n, for example, the cost-of-living index fell by only 
7~;~er ?ent m the two years ending June 1931, while the wholesale
pnce mdex fell by about 20 per cent. In the United Kingdom, 
Denmark and Italy, the cost-of-living index fell by about 10 per 
c~nt, while wholesale prices dropped some 25 per cent. The 
discrepancy between the movements of the two indices is smaller 
in the Eur?pea~ State;; exporting agricult~ral products, though 
~ven there It eXIsts - m Hungary, for instance, the cost-of-living 
mdex dropped by 17 per cent as compared with 25 per cent for 
wholesale prices, and in Latvia 21 per cent as compared with 
27 per cent. 

These comparisons, however, are made between indices the 
composition of which differs so greatly that they are in fact 
incomparable. The ordinary wholesale price indices are in most 
cases composed of crude foodstuffs and raw materials, while the 
cost-of-living indices include only products ready for consump
tion. It has already been seen that the price movements of these 
two groups during the depression have been widely different. 
Moreover, the cost-of-living indices generally include rent. 

If the comparison is made between wholesale and retail prices 
of the same or a similar group of commodities, then the margin 
between the two indices becomes much narrower. In the United 
States, for instance, wholesale prices of foodstuffs fell by 26 per 
cent between the middle of 1929 and the middle of 1931, while 
retail prices fell by 24 per cent ; in Sweden, wholesale prices of 
vegetable and animal foodstuffs fell by 17 and 23 per cent respec
tively, while retail prices of foodstuffs fell by 16 per cent. In the 
agricultural States of South-Eastern Europe, which have a net 
export surplus of raw foodstuffs, retail foodstuff prices followed 
wholesale prices even more closely. The difference in the rate of 
decline of wholesale and retail prices is much greater in the case 
of clothing. Retail clothing prices fell but little during the first 
year of the depression, and exce~;~t in a few c_ountries - for 
instance, Italy and Germany, which took special measures to 
reduce retail prices - they rarely fell by more than 10 per cent 
in the second year (June 1930-31). 

The relatively small increase i~ retailers' margins on foo~stuffs 
is explained by the fact that the mventory turn?ver of this cia~ 
of products is rapid ; only small stocks are camed and a fall. m 
wholesale prices is usually closely fo~lowed ~y a corresponding 
drop in retail prices. Stocks of. clothm~ camed. by reta!l~rs are 
larger and margins are accordmgly wider. durmg a penod of 
falling prices. The regional character of retml trade oft~n enab!es 
the retailer to fix his prices with reference to those paid by him 
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some time previously and thus escape part at least of the inven
tory loss. The costs of retailing (rent, services, etc.) do not 
fluctuate nearly so widely as the costs of the goods handled and 
it is obvious that, when sales fall off, prices- if they are to cover 
costs - must include a wider margin per unit sold ; large margins 
in such a case do not necessarily imply large profits. 

The reductions in the rates of wages paid to industrial workers 
have in general not been great ; in most countries and in ~he 
majority of occupational groups, they have no~ kept pace w1th 
the decline in the cost of living. In the followmg table are set 
out the movements of real industrial wage rates in the years 1928, 
1929 and 1930 in certain countries for which information is 
available. 

Table XX. Indices of Real Wage Rates in Industry 1928-1930. 
Pre-War = 100. 

1928 1929 1930 

Czechoslovakia. 116 1HI 125 
Germany .. 107 110 116 
Great Britain 103-106 106-109 110-113 
Sweden 1 132 138 146 
U. S. A. 2 • 135 142 135 

These indices are not comparable from country to country, 
but their general trend, except in the United States, was similar: 
in all cases wages, with this one exception, either rose in 1930 or 
remained stationary while the cost of living was falling. Wage 
rates per hour or per week are of course not a completely satis
factory measure of labour cost. In the first place, the wage-rates 
used for most countries are minimum rates ; in many cases, actual 
wage rates paid in 1928-29 were considerably higher than these 
minima, and hence the real reductions since those years have been 
in some countries and for some industries different from those 
indicated. Further, under the fear of unemployment, the 
efficiency of workers may have increased so that real cost per 
unit of output may not have increased so rapidly as money rates 
paid. It will be noticed that in Sweden even the real daily 
earnings of industrial workers rose in 1930 ; as these include some 
short-time daily rates must have risen even more. The real 
weekly .earnings of those engaged in manufacturing industry in 
the Umted States fell throughout 1930; hourly earnings rose 

1 Dally enrnlngs. 
1 Weekly enrnings. 
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somewhat. None of the indices shown above make any allowanc,• 
for unef!lployment and therefore yield no evidence regarding the 
purc~asmg power of the industrial wagt.--earners as a whole. 
The mdex of factory pay-rolls published by the Uni!t•d States 
dropped by 19 per cent in 1930 in comparison with 1929. 

The movement of wages has of course varied from industrv to 
industry. In the United States, the greatest reductions since 
1929 have taken place in the lumber and millwork boot-and-shoe 
and bituminous coal industries. Of the manufacturers reporting 
to the Bureau of Labor Statistics, 5 per cent made wage cuts in 
the first ten months of 1930, as compared with 82 per cent in the 
first te~ months of 1921. In Germany, average hourly rates of 
both skilled and unskilled workers rose steadily in 1929 and 1930. 
~age ~ates in the building_ indust~y reached their hight,st point 
m Apnl 1930. In several mdustnes a 6 per cent reduction in 
tariff rates took place in the early months of this year ; reductions 
were greater in the textile industries and less in municipal servict·s. 
such as gas, water and electricity. The salaries of State officials 
were also reduced. Similar action was taken in Italy, when' the 
average hourly earnings of all groups reached its highest point in 
September. Between November 1929 and the beginning of this 
year, the average hourly money eamings of those engaged in 
public industries declined by 17 per cent ; in the same period the 
cost of living fell by slightly more than 10 per cent. In Great 
Britain, reductions in money rates of pay in 1930 affcctl'll 
mainly builders, bakers, furniture-makers and road transport 
workers. In Sweden and the Netherlands, the wages of workers 
engaged in the home-market industries have remained steady or 
increased somewhat throughout the depression, while those of 
workers engaged in export trades have tended downwards. For 
other countries there is not sufficient evidence to allow a general 
statement with regard to differences in the wage movements of 
these two groups to be made, but such indications as are available 
suggest that wage cuts have been somewhat greater in export 
than in home-market industries, in the building industry. in 
particular, and in industries producing foodstuffs and bevera~:es, 
wages would appear to have been maintained at a relatively high 
level in most countries. 

In Canada and the United States, agricultural wages fell by 
some 10 per cent in 1930 and continued to fall in 1931 ; in the 
second quarter of the latter year, daily wag~s for this group_ in 
the United States were 23 per cent lower than m the correspondmg 
quarter of 1929. In certain other countries, the money ra~c~ paid 
to agricultural workers did not fall, but the standard of hvmg of 
these workers was affected by a deterioration in the quality of 
board provided, etc. 
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Profits. 
The wide percentage margin between raw ~aterial and 

finished product prices during a period of depressiOn does not 
result in high profits - heavy losses are sustained thro~~:gh. d.epre
ciation of inventories and when the volume of output dimmishes, 
much the same overhead charges must be spread over a smaller 
number of units, so that cost per unit rises. . 

Profit statistics are available for relatively few busmess 
concerns and for only a few countries. In the United States of 
America, the profits of 1,900 corporations reporting to the National 
City Bank were 40 per cent Jess in 1930 than in the boom year 
1929, and 28 per cent less than in 1928. The net return on the 
capital invested in these concerns dropped from 11.4 per cent in 
the second quarter of 1930 to 4.1 per cent in the fourth quarter. 
Profits varied greatly from group to group. They were best 
maintained for purely home industries such as public utilities and 
amusements and recreations ; the tobacco industry also increased 
its profits slightly. The greatest decline took place in the rubber 
industry, where profits in 1930 were 90-100 per cent lower than 
in 1929, in the metal and pig-iron industries (70 per cent lower), 
petroleum, railways and automobiles (50-60 per cent) and banks 
and insurance companies (40-50 per cent). Dividend payments 
reached their highest level in the first half of 1930 ; since then 
they have been fewer and smaller. In the first quarter of 1931, 
profits amounted to 5.3 per cent of capital invested ; the increase 
over the last quarter of 1930 is evidently due to the writing-off 
of large amounts of capital through business failures. For certain 
industries, such as the petroleum, textile and non-ferrous metals, 
profits in the first quarter of 1931 were nil, while those of the 
Iron-and-steel industry were reduced by 85 per cent and 
automobile by 50 per cent since the corresponding quarter of 1930. 

In Germany, average profits by enterprise were 25 per cent 
lower in 1929-30 than in 1928-29. 
. The. profit statistics available for Great Britain are very 
!ncomplete and cannot be regarded as representative of industry 
111 general. According to such data as are available, profits drop
ped only slightly in 1930; they were, however, not high in 1929. 
In the first half of 1931, profits were 15 per cent lower than in the 
corresponding period of 1930. As in the United States the 
greatest losses have been suffered by the rubber industry -
their profits in the period June 1930-31 were over 80 per cent 
!ower than. in. J unc 1 ~29-30. The decline was particularly heavy 
111 the. textile mdustnes (57 per cent) and also in tea and financial 
land. mvestment (28 per cent), motors and cycles (13 per cent) 
and Iron, steel and coal (18 per cent). As in the United States 
purely regional businesses such as public utilities and tramway~ 
increased their profits slightly. 
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C. FINANCIAL CONDITIONS. 

Although the European mark~ts did not shan• in the Amt•riran 
Stock EJ_<.change boom in 1929 and, ind~cd, except for a ft•w 
m?nths 111 the early summer sufftc'red from a decline in 1 h~ 
pnces of shares, all participated in the autumn slump and 
their further development corresponded to that of New York. 
Everyw~er~ stock prices declined throughout 1930 and in 1931. 
In a ~aJonty of markets a temporary improwment - in sonw 
cases, 1~de~d, a substantial improvement - was experit•nced in 
the begmnmg of the present year, as in 1930. In the dt•clint' 
which followed, however, new low records were n·achcd. 

The violence of the drop from the highest quotations in 
recent years to the average quotations in June 1931 is shown 
in the following table : 

Table XXI. - Percentage Reduction in Prices 
of Industrial Shares. 

Per rent 
Germany .. From April 1927 to June 1931 61.7 
Netherlands . l) .March 1929 )) n )) 60.0 
U.S. A .. )) September 1929 » n » 59.7 
France )) February 1929 n )) " 55.7 
United Kingdom . )) January 1929 » )) " cl5 .0 
Sweden. . . )) July 1929 » )) » 30.6 
Switzerland . . )) September 1928 )) )) )) 29.3 

The market value of all stocks quoted on tht• ]\:ew York 
Stock Exchange, which had risen fronl $38,376 million in January 
1927 to $67,478 million in January 1929 and $89,668 million 
in September 1929, fell to $63,589 million in Dectc'mber 1929 
and to $48,470 million in May 1931. 

According to statistics of the NE'W York Stock Exchangt•, 
the velocity of turnover of shares (ratio of monthly sa Irs of 
stocks to· monthly average number of listed shares) fell from 
about 10 in summer 1929 (it rose as high as 13 during th~ 
panic in October 1929) to 4 in April 1931. Similarly, the volume 
of credit engaged in market operations diminished and brokers' 
loans reported by the New York Stock Exchange were reduced 
from $8,549 million at the beginning of October 1929 to $1,651 
million at the beginning of May 1931. At the first date brokers' 
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loans had amounted to nearly 10 per cent of the market value 
of all listed shares · by the latter date they had fallen to less 
than 3 % per cent. New issues also declined heavily as the 
following table shows : 

Table XXII. - Issues of Shares of Joint Stock Companies.* 
$(000,000's omitted). 

France 1 Germany 1 United U.S.A.' Kingdom• 

1928 255 321 759 4,961 
1929 333 235 714 8,035 
1930 148 132 194 1,880 

For the decline in new shares, the depression of stock markets 
and lhe generally unfavourable conditions of business are 
responsible. Issues of companies not directly engaged in pro
duction or trade, such as banks, insurance companies, etc., 
which had profited greatly while the boom had lasted, were 
aiTccled particularly heavily. Thus, for examplr, in the United 
States the " non-productive issues " of shares, 6 which include 
banks, investment trusts and certain holding companies, dropped 
89 per CC'nt in the course of 1930 while the total of new shares 
oiTcred declined only 77 per cent. 

As might be expected, with the rapid contraction of trade 
in shares in the months following the break, transactions in 
bonds increased and the prices of fixed-interest-bearing securities 
rose•, c•specially on the leading markets. But trading in bonds 
soon grew less active, and in New York the volume of sales of 
bonds has actually remained considerably below that of 1929 
since the spring of 1930. Similarly, the rise in bond prices 
was most pronounced at the end of 1929 and in the first few 
months of 1930; in the spring of the latter year the upward 
tendency in pricC's was to a large extent arrested. Switzerland 

• Source& : 
1 SlalisUque g~nfrale de la France. 
1 ln'ititut fur 1\.onjunkt urforschung. 
1 Economist, 1\lclrc/1 28th, 1931. 
• Slcmdard Statistics. 

I Clussi!lcntion or the Standard Statistics. 
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y;as an exc~ption to the rule; in this country the biggest incn·ase 
111 bond pnces took place after June 1930. 

Table XXIII. - Prices of Bonds. • 

France Germany Italy N•·ther- Switzer· U.K. U.S. A. lando. land 
12 Swl~s Fixed 

35bonds 8%Gold Govt. Fix.d bonds security 40bonds 
Average com- mortgage bonds securlt y (Con!M<'· values com· 

bined bonds Bachl ,·alues. ration &: index blned 
C. F. F.) numl~r 

1913 = per cent 1913 ~ 1906-25: 1921 ~ per rent 
100 of par 100 100 \00 of par 

1928 . 81 97.24 69.2 - 93.48 112.33 &4.06 
1929 85 94.44 66.9 - 94.80 110.15 79.21 
1930 . 95.8 97.30 69.3 98.07 107.76 111.75 81.25 
1931 I 95.7 99.03 71.07 98.98 117.24 112.8 81.98 

II 97.1 99.41 72.38 98.52 116.93 109.7 82.06 
III 97.9 99.82 72.1 98.41 115.40 111.6 82.29 
IV 99.0 100.17 72.6 97.76 116.93 111.3 80.86 
v 98.4 99.84 71.2 98.13 116.62 110.8 80.48 
VI 98.8 - 71.9 98.60 115.40 111.1 -

The bond markets were very sensitive and the various classes 
of securities fared very differently. On the American markets 
railroad debentures were little in demand because of the low 
earnings of railroad companies. The discrepancy between the 
price of gilt-edged and other bonds was more pronounced than 
in previous years. While securities of the highest grade increased 
considerably in price, second-grade bonds, to which a greater 
degree of risk was attached found few purchasers in spite of the 
high yield which they offered. Also, political uncertainties and 
bank failures in some countries had a disquieting effect. 

The value of new bond issues on the three principal markets 
is shown in the followings table : 

1 Sources: 

12 

Stalistique generale de Ia Fran<e. 
Institut filr Konjunkturforschung. 
Prof. Bacbi. 
Rotterdamsche Bankvereiniging. 
Banque Nation~e Suisse. 
Bankers• JUagazmt. 
Dow Jones and Co. 



1928 
1929 
1930 
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Table XXIV.- Bond Issues. 1 

S (OOO,OOO's). 

U.S. A. 

6,888 
3,375 
4,680 

U.K. 

1,037 
672 

1,110 

France a 

157 
266 
686 

In the United States and the United Kingdom the new issues 
of bonds in 1930 did not reach the level of 1928 and preceding 
years, although some increase on the figures for 1929, in which 
bond issues had been exceptionally low, was recorded. As the 
depression advanced, the market became more and more loath 
to accept new issues, and in the first quarter of 1931 the issues 
recorded in England and the United States were substantially 
lower than in the corresponding period of 1930. 

A large proportion of the new bond issues in 1930 were on 
Government account, and the issue of the Young Loan for more 
than $300 million was one of the most important events of the 
year on the world money markets. The Government borrowing 
was largely due to the fact that public expenditure has proved to be 
highly inelastic and not easy to reduce in the face of a contracting 
revenue - resulting, for example, from diminished returns of 
taxes, Customs duties, diminished earnings of State railroads, 
domains and public-utility services. In some countries, indeed, 
public expenditure has increased on account of unemployment relief, 
etc. To increase taxation presented obvious and serious difficulties, 
and in many countries deficits were covered by loans. 

A striking feature of the long-term capital market in the period 
under consideration was that long-term rates failed to decline 
to any substantial extent (compare the table on Bond Yields 
in Chapter V B). In Chapter I C have been indicated the 
main reasons for this phenomenon, such as the fears of 
capitalists regarding economic and political conditions ; the 
unwillingness. of capitalists to accept substantial reductions in 
the rates of mterest they had been accustomed to receive in 
pos~-war .years and . their anxiety .to have liquid resources 
avallable m case busmess should reviVe. A certain downward 

. trend in the long-term rates was, indeed, apparent, but it was 

1 Sources : Standard Statistics. 
The Economist. 
Statistique gtntralt de Ia Franct. 

1 Excluding issues of large railway companies (1928 · $146 million · 1929 • 
166; 1930: 201. . ' • 
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neither strong nor general. The trend in the main creditor 
countr!es was very different from that in certain important debtor 
countries. Although the following figures are not at all strictly 
comparable, they afford some idea of the extent of this discrepancy. 
At the end of 1930, the average yield of Government and high
grade bonds in eight creditor countries was 5 per cent or less and 
showed a tendency to fall, while in seven debtor countries the 
yield of similar bonds was between 8 and 13 per cent and showed 
a tendency to rise. 1 

The decline in short-term rates, on the other hand, was almost 
universal and in many cases substantial. A considerable discre
pancy between the price of long- and short- term capital accord
ingly resulted. Thi!; may be illustrated by the following data 
showing averages of bond yields and of market discount rates 
in three markets during the first half of 1928 and the second half 
of 1930. The discount rates represent a somewhat lower interest 
rate than that actually paid by the borrower (the discount being 
deducted by the lender from the face value of the bill) ; they 
have therefore been increased to correspond with the latter rate. 

Table XXV. - Comparison of Long- and Short-Term 
Interest Rates. 

I .su I 1930 Jan.-June July-Dec. 
per cent per cent 

United Kingdom 
Yield of 2%% consols 0 0 4.47 4.42 
Minimum market discount rate (ad jus-

ted) . 0 0 0 0 0 0 4.06 2.12 
Discrepancy 0 0 0 0 0 0.41 2.30 

United States : 
Yield of railway bonds 0 0 0 0 4.18 4.30 
Minimum rate of bankers' acceptances 

3.63 1.91 (adjusted) 0 0 0 0 0 0 

Discrepancy 0 0 0 0 0 0 0 0 0.55 2.39 

Switzerland : 
Yield of 3 Yz% raily;ay bonds . . . . . . 4.46 3.93 
Minimum market discount rate (adJUsted) 3.23 1.40 
Discrepancy 0 0 0 0 0 1.23 2.52 

•See table published in the "Memorandum on Jnlernalional Trade and 
Balances of Payments, 1927-1929 ",Vol. II. 
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The fact that long-term rates fell relatively little explains 
why no considerable conversion of short-term into long-term 
debts has taken place. Individuals and governments wis~ing 
to borrow on either foreign or domestic markets were obliged 
to cover a large proportion of their capital requirements by 
short-term loans. 

Events in the short-term capital market may be studied 
in the light of movements of market rates of discount shown 
in Table XXVI and in the graph given in Chapter IV C 
representing rates of private discount and average rates for 
New York call loans. 

Table XXV I. -Market Rates of Discount and Call Money. 1 

(Monthly averages.) 

New York 

Comm. Call ' London Paris Berlin Zurich 

paper money 

1929 October. 6.25 6.43 6.13 3.53 7.28 3.38 
December. 5.03 4.83 4.75 3.48 6.98 3.15 

1930 June . 3.55 2.62 2.31 2.06 3.58 2.06 
September. 3.0 2.19 2.06 2.0 3.30 1.50 
December. 2.88 2.23 2.31 2.06 4.83 1.18 

1931 March 2.52 1.57 2.59 1.69 4.76 0.99 
June . 2.0 1.45 3 2.09 1.06 6.09 1.13 

Although the rates quoted are not entirely representative, 
they show the tendency of the markets. Rates declined most 
rap~dly immediately after the break in the stock markets, and 
du~m& the first half of 1930. Call loans were especially cheap ; 
while 111 July 1929 the rate for such loans in New York averaged 
~ore than 9 per cent (ren~wal rates) and occasionally rose as 
high as 15 or 20 per cent, It had fallen to less than 5 per cent 

' Source: League of Nul ions Monl/lly Bulletin of Statistics and Federal Reserve 
Bulletin. 

• Renewals. 
' May ligures. 
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in December 1929, and since January 1931 has fluctuated around 
1 y2 per cent. 

The difference in the conditions of the various markds must 
again be emphasised. The intrnsity of the decline in markrt 
rates varied greatly from country to country. In ont• group 
of countries cheap-money conditions prrvailed ; in anotht•r, 
although rates were lower than during t hl' boom years, tht•y 
were still comparatively high. The agricultural countrirs of 
Eastern Europe belonged to this latter group, together with 
some non-European countries producing raw materials, to the 
unfavourable financial position of which refen•nce has aln·ady 
been made. Conditions in Germany after Septembt•r 1930 
brought about a considerable increase in the ratt·s in this 
country. 

The fall of the open market rates went hand in hand with 
a progressive reduction of discount rates and did not stop bl'fore 
June 1931. (See Chart 28.) 

In London, a more normal relation between th(' bank ratr 
and the market rate was re-established and the margin, which 
was very narrow in 1927, 1928 and 1929, was again substantial 
in 1930 and the first quarter of 1931. ;\!ewrtheless the money 
rates in London were higher than in Paris and New York, as 
the Bank of England from considerations of t•xternal banking 
policy maintained the discount rate at a level appreciably higher 
than in those centres. 

A general contraction in the volume of bank credit might 
have been expected in view of the fall in the price level and the 
decline in business activity. The actual reduction in bank 
credit has, however, varied widely. Central bank credit declined, 
except in France and a few other countries. In the lirld of 
commercial banking, certain kinds of credit have been restricted 
more than others and different countries have been variously 
affected. (See Chart 29.) 

In the United States, there was an increase in the figures 
for advances on securities and security holdings immediately 
after the market break, when the New York banks had to step 
in and themselves replace the loans to brokers called in by 
private banks, individuals, corporations and foreign bankers. 
They were subsequently able to withdraw this temporary help; 
security loans, nevertheless, tended to rise until the summer 
of 1930, since when they have declined steadily. The figure 
for loans outstanding diminished considerably (the drop was 
over 12 per cent between October 1929 and March 1931 with 
all member-banks in the United States), while holdings of securi
ties rose about 14 per cent, largely on account of the lack of 
other uses for funds. 
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Chart 28. 

RATES OF DISCOUNT OF CENTRAL BANKS. 
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Chart 29. 

DJscousTs oF Co:\IMERCIAL BASKS, Hl29-19:ll. 
(January 1929 = 100.) 

12Sr--t--t-t-+-1--+--l+t-f-+--1 

1201---+-1-+~-+--+.J.-.J.--1+-t--l 

France : Loans and advances (four commercial banks). 
German : miscellaneous loans and commercial bills (six Berlin banks). 
Japan : total loans (Tokio banks). 
Sweden : loans and discounts (joint-stock banks). 
United Kingdom: loans, overdrafts and commercial bills discounted (London 

clearing banks). 
United States : Iota\ loans or reporting member banks. 
Source : Federal Reserve Bulletin. 

BilanzObersichten Deutscher Kreditbanken. 
Committee on Finance and Industry, Report, June 1931. 
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In the United Kingdom, bank credit on the whole also tended 
to decline ; the contraction in 1929 began even earlier than in 
the United States, but was, on the whole, not nearly so severe. 
Loans and overdrafts were on an average considerably smaller 
in 1930 than in 1929 but discounts of commercial bills increased . . 
up to may 1930 when they were greater than at any prevwus 
date since the beginning of 1921. Subsequently, however, 
commercial discounts fell off more rapidly than loans and 
advances. On the other hand the banks' holdings of Treasury · 
biiJs rose 100 per cent between December 1929 and December 
1930. Investments increased 20 per cent in the course of 1930 
and continued to rise in the spring of 1931. The fact that 
production in the United Kingdom dropped Jess than in most 
other countries after the outbreak of the depression may 
partly account for this increase in hili transactions. Bank 
clearing also fell off Jess than might have been expected in view 
of the magnitude of the decline in prices and in the stock market 
activity. 

In Germany, discounts of commercial paper decreased, but 
advances on current account rose. Withdrawals of foreign 
credits from Germany brought about a development very different 
from that experienced during previous depressions. Nevertheless, 
bank credit rapidly declined and the total volume of new credit 
extended to private enterprise (including shares, bonds, mort
gages and short-term bank credit) was much smaller than in 
the preceding years. According to the Institut fi.ir Konjunktur
forschung, this new credit amounted in the years ending 

March 31st, 1929, to 7,700 million RM. 
March 31st, 1930, to 4,700 million RM. 
March 31st, 1931, to 2,600 million RM. 

In the months immediately following the break in the stock 
market in the autumn of 1929, considerable funds were tied up 
in frozen loans on securities, but gradually loans on collateral as 
well as advances to industry were substantially reduced by the 
non-renewal of credits and by writing off old debts. 
Th~ volum~ of deposits in most countries did not change sub

stantl~lly, but there was evidence of a shift from sight to time 
depos1.ts, probably due to the slackening in business activity. The 
followmg table shows how the ratio of sight deposits to the total 
volume of commercial bank deposits has declined in certain 
countries. 
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Table XXV II.- Commercial Bank Deposits in Certain Countril's. 

Current accounts 
Countries End of: Total deposits and sight deJX)!'.its 

D!'. percentage of 
total deposits 

U.S. A. June 1929 31,761 \ I 58.3 
Member Banks Dec. 1929 32.170 

I 
59.-l 

$(000,000's) June 1930 ' 32.505 57.9 
Dec. 1930 

I 
32.314 

I 
57.7 

May 1931 32,168 57.3 

Germany June 1929 11,414 2 ' ' 41.0 
All reporting Nov. 1929 12,113 I 37.1 
Kreditbanken June 1930 12,751 41.4 
RM (OOO,OOO's) NoY. 1930 11,207 40.7 

June 1931 9,521 15.4 

Canada June 1929 I 2,137 I 3}..1 
Chartered banks Dec. 1929 2,163 33.7 
$(000,000's) June 1930 2,034 30.7 

Dec. 1930 2,068 31.0 

Sweden June 1929 I 3,462 19.1 
All banks Dec. 1929 3,481 18.9 
Kronor (OOO,OOO's) June 1930 3,648 18.9 

Dec. 1930 3,631 18.8 
June 1931 3,631 18.0 

Czechoslovakia June 1929 28,433 I 6ti.l 
Joint Stock Banks Dec. 1919 29,486 66.0 
and " Landes- June 1930 29,389 tH.6 
banken " Dec. 1930 30,407 fici.O 

Crowns (OOO,OOO's) 

The velocity of circulation of deposits declined rapidly. 
Accordingly to the New York Federal Reserve Bank, the velocity 
of circulation of bank deposits in New York City in the first six 
months of 1931 was considerably less than one-half what it was 
in the corresponding period in 1929 and about one-third of the 
velocity attained in the autumn of that year. 

Notes in circulation tended to decline in most countries, 
while deposits with Central Banks tended to increase. In France, 

1 Excluding Government deposits. 
• Including sums due to banks. 
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on the other hand, where the internal price level was relatively 
low when the depression started, the ~urrency ~ircul~tion i'!-creased 
during 1930. Only in France, Belgmm, ~pm~, L1t~uama, ~ru
guay and Russia was the volume of notes m circulatwn consid~r
ahly higher at the end of 1930 than at the end of 1929. In Russia, 
the increase was especially pronounced; between 1928 and 1930 
the volume of bank and State notes in circulation in Soviet Russia 
was more than doubled and in 1930 alone rose by 60 per cent. 

The unfavourable business conditions seriously affected the 
earnings of banks and many banks lost heavily through the 
insolvency of debtors. 

The following table shows the growth in the number of failures 
in France, Germany, Italy and the United States, according to 
the available statistics. The returns on which these percentages 
arc based do not cover the same classes of failures in each country, 
and are therefore not comparable. They do serve, however, as 
a rough indication of the change in business conditions in the 
countries considered. 

Table XXV I 11. - Percentage Increase, between 1928 and 1930, 
rn Number of Bankruptcies. 1 2 

(Monthly average.) 

I 
France Germany Italy 

I 
United 
States 

----
1928 100 100 100 100 
1929 106 123 104 99 
1930 Ill 142 117 119 

Many banking institutions could not stand the strain and, 
having ii_1c~rred losses either through the insolvency of debtors 
or on their mvestments, had to suspend payments. Actual failures 
of bankers and brokers at the time of the break in the stock 
markets in the autumn of 1929 and immediately after were 
remarkably few. Most of the important bankruptcies occurred 
~fter a yt•ar or more had elapsed ; they were especially numerous 
Ill the summer of 1931. 

The number of bank failures varied largely with ·the conditions 

1 Sourc.e: Ltague of Nations JUonthly Bulletin of Statistics. 
' (A<'~o~~lng to the terminology in use In each country.) The figures for France 

and _ltnl) ute-r to lrudl•rs, and those for Germany to firms inscribed on the Trade 
~"\el(tst.t'rs. Those fo~ the ll. S. cover individuais, firms or corporations engaged 
11_1 ordmary commerctal operations ; suspensions of banks and other strictly finan~ 
cut\ lnst it ut ions are Included, but failures of professional men as well as of stock
brokers and renl-estute dealers are excluded. 
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of banking in the different countries. Figures available for the 
United States show that bank suspensions, which amounted to 
Jess than 500 in 1928, rose to 650 in 1929 and 1,350 in 1930. In 
the early part of the latter year, an epidemic of failures, largely 
confmed to small banks in rural districts, broke out in the Middle 
West and South ; some banks in the large commercial centres 
also went into liquidation. Although numerous, these suspensions 
involved in most cases relatively small sums. In the first half 
of 1931 the number of bank· failures was 778 as against 
542 in the same period of last year. Special difficulties had to be 
dealt with by banks in countries where large sums were tied up by 
the financing of stocks of commodities which depreciated in value, 
or by large credits to industries which became illiquid during the 
depression. In countries where there exists a close connection 
between banking and industry - especially Central European 
countries - industrial credits became frozen to a serious extent. 
Owing to this factor, combined in some cases with the withdrawals 
of foreign credits, certain banks of importance in Central and 
Eastern Europe were forced temporarily or permanently to cease 
operations. 

The strain on the reserves of some Central Banks which 
was felt in 1929, was greatly increased in 1930 and 1931. Foreign 
exchange rates became seriously disturbed and reacted readily 
to risk factors, both political and economic. The value of the 
Spanish peseta, certain Latin-American currencies and the 
Australian pound fell considerably and events in the summer of 
1931 seriously affected a number of European exchanges. The 
decline in the price of silver involved a substantial drop in the 
Chinese exchange. 

Table XXIX. - Percentage Depreciation of Certain Currencies.1 

Average Avera~ Average 
lllay 1929 May 19 0 May 1931 
per cent per cent per cent 

Discount against Dollar. I Spain . . . . 
I 

-26 -37 -48 
Argentine . . - 1 - 10 -27 
Brazil . . - 1 - 1 -44 
Uruguay - 6 - 11 -41 
Venezuela . . - - 1 - 15 

Discount against Pound Sterling. 
Australia - 1 - 6 -23 
New Zealand . - 1 - 4 - 8 

1 Source : League of Natwns Monthly Bulletin of Stai!Strcs. 
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Attempts to build up confidence w~re made in variou? w~ys. 
Of these may be mentioned the establishment of several ms~Jtu
tions for long-term credit. In the Held of short-term credit, a 
new factor was introduced by the establishment of the Bank of 
International Settlements in connection with the Young Plan. 
An International Agricultural Mortgage Credit Company is 
in the course of formation under the auspices of the League of 
Nations. 

Table XXX. - Savings Bank Deposits.1 

$ (OOO,OOO's). 2 

United United France: Germany: Italy : States : I<lngdom: 
N. York Post Office Caisse 

Savings 
State and Trustee nationnlc Savin~s Banks 

Savings Saving-; d'epargne 
Banks Postals 

Banks Banks. and Others 

1!121\ Dec. 4,106 1,953 345· 1,668 1,251 
192\l Dee. 1,392 1,956 444 2,158 1,334 
1930 Dec. 4,792 2,030 575 2,479 1,431 
1931 A pri I. 5,059 2,086 657 2,658 1,493 

Although the figures of such visible savings as those given by 
way of sample illustration above rose in almost all countries, the 
iJ.ICrcase was much smaller than in the years preceding the depres
swn. In many countries, indeed, accruing interest was largely 
respo.nsi~le for the increase. The following figures for Germany 
arc s1gm fie ant : 

Table XXXI. - Changes in Savings Banks Deposits in Germany. 3 

R.M. (OOO,OOO's omitted). 

Monthly average increase 

Total Due to Due to cash 
Increase interest and deposits 

valorisation 

1929 
.Jan.-May 202 55 147 
.Junc-Dl'C .. 145 47 98 

1930 and 1931 
.J an.-.J uly 142 49 93 
Aug.-March 129 68 61 

' ~ourrc . L~agtU of Nnlwns Jlontllly Bullrlin of Stutistics. 
1 Lonvt.•rted tn dollars at par. 
1 

Suurcl': \\'u(·htnbuiclll drs lnsliluts fOr I\.onjunkturforsclumg,Aprill5th, 1931. 
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This table shows that the rate of savings in Gennany has 
fallen steadily since the first half of 1929, and it is probable 
that similar tendencies were experienced in other countries. 

Events in Europe in the spring and summer of 1931 weakened 
the confidence of depositors in certain countries ; as a result the 
amount of new savings brought to commercial banks fell oil 
considerably, deposits were withdrawn on a large scale and 
hoarding in various fonns occurred. For the same reason, capital 
was sent from certain countries in Central Europe with a high 
interest level to others which were considered more safe - in 
particular - Switzerland. 

D. FOREIGN TRADE AND SHIPPING. 

The violent disturbances in the field of product ion and 
prices were reflected in the movt>mt>nts of international tradl'. 
It is noticeable, however, that, during the depressions experienced 
towards the close of the 19th and the early part of the 20th 
centuries, changes in the value of international trade Wl'rr 
chiefly due to price movements and rdatively littk to changrs 
in the quantities exchanged. As far as can be judged from 
not very satisfactory figures for the quantum of trade in thl• 
pre-war periods of depression, the figures of the volumt• of trade 
deviated little from the rising long-period trend. According 
to estimates by Professor Wagemann 1, the volume of world 
trade dropped during the depression in the early 'ninetirs, as 
well as after 1907, by 7 per ct>nt bl'low the long-period trend, 
while there was hardly any such reduction after the crisis in 
the year 1900. Estimates on a similar basis for world trade 
in the first quarter of 1931 show a reduction of no less than 
20 per cent. 

Such figures indicate that an exceptionally violent disturbance 
of world economic relations has occurred. International trade 
has not, as on many earlier occasions, been able to servt· as a 
safety valve for the extraordinary pri'ssure existing within 
certain main economic organisms ; the reason is probably that 
the latter half of the present depression has been more uniformly 
worldwide in character than those in the decades before the war. 
It is also possible that the reduction in international capital 
transactions after the summer of 1930 has been relativl'ly greater 
than during pre-war depressions, and that this has served to 
restrict international trade. Another fact of some importance 
is the increase in tari"ITs which has taken place during the last 

• "Slruktur und Rhytmus der Wellwirlschafl." Berlin 1931, page 157. 
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two years. No~ only has. the real weigh~ of the specific d~ties 
been increased 1n proportwn to the dechne of wholesale pnces, 
hut actual increases of duties and other impediments to the 
tr11de in foodstuffs have been numerous and considerable. 
Consequently, the free world market for such commodities has 
been greatly restricted. World-market prices of foodstuffs 
have been adversely affected, and the purchasing power of 
certain important foodstuffs-producing countries has declined ; 
these countries have therefore been forced to restrict the volume 
of their imports of manufactured goods, of which prices have 
declined relatively little. 

The value of world trade continued on a high level during 
the first three quarters of 1929, and has since then declined 
continuously (compare Chart 14 in Chapter IV). The rate of 
this decline seems to have been surprisingly constant throughout 
the depression period. In the second half of 1930, the value 
of imports in forty-five countries - representing 88 per cent 
of total world trade - fell short of the figure for the corres
ponding period of 1929 by more than 24 per cent. In the first 
quarter of 1931, the reduction, compared with the corresponding 
period in 1929, was no less than 36 per cent. The reduction 
for export values was even somewhat greater (38 per cent), as 
may he seen from the following table. 

Table XXXII. - Changes in the Value for Foreign Trade 
in Certain Large Regions. 

In per cent of corresponding First quarter 
hall-year in 1929 of 1931 in per 

cent of frrst 
First hal! 1930 Second half 1930 quarter of 1929 

Imports JExports Imports Exports 
• 

Imports Exports 

Europe 1 • • • - 90 93 82 80 71 72 
North Aml'rica 82 79 65 69 52 50 
Rest of world 82 76 66 67 55 53 

Total 87 85 76 75 64 62 

The reduction was much smaller in the case of Europe than 
for the rest of the world. The value of both imports and exports 

' 'l"wenty- nvc countries representing 99 per cent of European trade. 
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declined by less than three-tl'nths for Europe and by almost 
one-half for othl'r continl.'nts. 

Table XXXI Il. - The Change in the Direction of Exports 
of Certain Countries in 1930. 

(1929 = 100.) 

U.S. A. . 
Canada ..... 
Australia (years ending June 30th) 
Japan . . . . . . . . . . . . 
United Kingdom: 

(a) General Exports 
(b) Special Exports. 

Germany ....... . 

I Europe I North I Rest orJ Total 
America World 

79 70 69 73 
76 70 66 71 
95 90 66 86 
87 56 77 68 

87 72 73 78 
89 72 75 78 
95 70 78 89 

This table shows that Europe has been a better customer in 
1930 compared with the preceding year than the rest of the world. 
The sales to Africa have also been fairly well maintained. One 
reason why European trade seems to have suffered less than 
that of other continents is that a comparatively large part of 
its population is employed in manufacturing industries, which 
were less severely hit by the decline in prices than industries 
producing foodstuffs and raw materials. The following table 
shows that the export value of ten countries exporting mainly 
manufactured goods had declined 37 per cent in the first quarter 
of 1931, compared with the same penod two years earlier, while 
it had dropped, in six non-European countries exporting vegetable 
foodstuffs and raw materials, as much as 52 per cent. The 
European exports of these cruder products maintained their 
export values much better, but the high figure in the table is 
partly due to the increase in the exports of Russia. If that 
country were excluded, it would be true that manufacturing 
countnes would be found to have reduced their export values 
by a little more than one-third, and countries exporting primary 
products by almost one-half. Fundamentally different has been 
the position of countries exporting animal foodstuffs, as is seen 
from the fact that the exports of Denmark and the Irish Free 
State only declined by 6 Yz per cent in value. 
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Table XXX J V. _ Percentage Changes in the Value of Foreign 
Trade in Certain Groups of Countries. 

In per cent or correspond First quarter 
lng hall year in 1929 of 1931 

in per cent of 
First hall Second hall first quarter 

1930 1930 of 1929 

Imp.\Exp. Imp.\ Exp. Imp.\Exp. 

1. Ten countries exportiilg main-
77 76 66 63 ly manufactured goods . 88 87 

2. Countries exporting mainly 
vegetable food and raw rna-
lt~rials : 

94 (a) Five European countries 97 114 87 86 82 
(b) Six countries in other con-

tincnts 81 72 66 63 61 48 
(c) Total of (a) and (b) 84 79 71 68 65 55 

3. Two European countries ex-
porting mainly animal food . 99 100 87 89 97 91 

The movemrnl of imports in these various groups of countries 
is shown on the table and nerd not be commented upon here. 
It is striking, howewr, that extra-European countries producing 
primary products n•duced their imports much less than their 
t•xports, whilt• tlw oppositt• was true of European countries of 
the same type. Importation of foreign commodities plays a 
mon• important rolr in the economic life of the formrr countries, 
in which a n·strirl ion of imports is therefore much more difficult 
to bring about. Further, these countries had a largl' supply of 
fon•ign exchangr and gold which they were able to utilise to 
pay for a temporary excess of imports, while the European 
primary producers had to adjust their import values to the 
changt•d export conditions. 

Further analysis of the changes in trade as between different 
countries during 1930, compared with 1929, reveals the important 
fact th.at trade between European manufacturing countries was 
very httle affected by the depression. The reduction in the 
foreign trade of European countries was thus almost exclusively 
due to the. falli~g-off in trade with other parts of the world. In 
1931 the situatiOn, however, changed in this respect. 
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. F?r a fe": countries, indices ?f the pri~es of goods entering 
mto mternatlonal trade are available, which makes it possible 
to compute roughly the quantum of their international trade. 
A study of this material shows that the quantum of imports in 
five manufacturing countries, taken as a whole - the United 
States, the United Kingdom, France, Germany and Czechoslo
vakia - declined by only about 6 per cent from 1929 to 1930; 
whereas the volume of their exports fell off by 13 per cent. 
This indicates that the terms on which international trade was 
carried on by these countries were changed considerably to their 
advantage. It must be kept in mind, however, that the magnitude 
of the variation in the terms of trade cannot be judged from 
such figures, owing to the fact that the net export of capital 
from this group of manufacturing countries was much reduced 
in 1930. Similar figures for cereal- and raw-material-producing 
countries are not available, but price data support the conclusion 
that the terms of trade of these countries moved in the opposite 
direction (see Chapter VB). Furthermore, the fact that manu
facturing countries seem to have suffered much less than others 
during 1930 has been partly due to the large and practically 
fixed interest payments which they received ; the decline of 
the price level naturally increased the real value of these payments. 

Table VII in the Appendix shows that in all countries for 
which quantum figures are available, with a few exceptions 
a reduction of the volume of imports and exports has taken 
place. Value figures have of course declined still more. The 
most notable exception is Russia, which will be discussed below. 
France increased the quantum of her imports ; New Zealand, 
Algeria, Latvia, and the Netherlands Indies their exports, 
while Denmark increased both exports and imports. 

Countries which sell a large part of their commodities to 
Europe have fared better than those which export largely to 
other continents. For instance, the export value of the United 
States fell off by as much as 27 per cent; in the United Kingdom, 
the value of exports declined by almost 22 per cent and its 
quantum by over 17 per cent, whereas the value of German 
exports fell only 10 per cent and the quantum only 4 per cent. 
This would appear to have been partly due to the fact that 
Great Britain normally sends only about a third of her exports 
to Europe, while Germany sells three-quarters of hers to European 
countries. The fact that Germany maintained her exports at 
a high level was also the outcome of other circumstances - in 
particular, the necessity for making reparation payments and 
meeting other fixe~ obliga~ions abroad during a period when 
the influx of foreign capital was reduced. This of course 
also affected imports into Germany, the quantum of which 

13 
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declined 11 per cent or almost three times as much as that of 
the exports. As a result of these changes, Germany recorded an 
export surplus of about 8224 million in 1930, as against an import 
surplus of $187 million in 1929 and 8569 million in 1928. 

Not only Germany, but also certain other important borrow
ing countries have maintained their exports better than their 
imports. The Argentine, which has exported gold and reduced 
her foreign liquid assets instead of curtailing imports, affords 
a striking exception. 

For certain important manufacturing countries- the United 
States, the United Kingdom, France and Germany - changes 
in the value and volume of trade in certain groups of commo
dities are shown in Tables VIII.-IX. in the Appendix and in 
Table XXXV. below. 

In all these countries, the value of the imports of raw materials 
declined much more than the value of imports of finished pro
ducts. In France, there was even a considerable increase in the 
value of imports of the latter group. Similarly, exports of manu
factur~d goods were better maintained than exports of raw 
matenals, except in the case of Great Britain. 

Table XXXV.- Percentage Changes in the Value and Quantum 
of Trade in 1930. 

(1929 = 100.) 

Imports Exports 

Value /Quantum Value /Quantum 

United States : 
Crude materials . 64 - 73 -
Semi-manufactures 69 - 70 -
Finished manufactu1:cs 76 - 75 -

United Kingdom : 
Raw materials . 74 90 81 84 
Articles, who II y or partly 

manufactured . 93 100 77 81 
France: 

Industrial materials . 83 103 79 93 
Manufactured articks : . 113 1 :. ;) 86 86 

Germany: 
Raw and semi-manufactures 76 91 84 93 
Manufactured articles 79 84 92 96 . . . . 
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The quantum figures for the three European countries 
confirm the impression that their trade was relatively well 
maintained during 1930. That the exports of manufactured 
products from manufacturing countries kept up well is also seen 
from Table XXXVI. This table reveals the great difference 
between the ability of Europe and other parts of the world to 
purchase such commodities. Exports of Germany to Europe in 
1930 were nearly as large as in 1929 and larger than in 1928, 
while exports to other continents were about 25 per cent lower. 

Table XXXVI. - Index Number of the Value 
of Exports of Manufactured Products in 1929 and 1930, 

as Percentage of 1928. 

11929 11930 1 11929 11930 

Germany*: United States 2 : 

To Europe 112 111 Semi-manufact. 102 72 
To Non-Europe 116 86 Finished 112 84 

Total 113 104 France 3 98 85 
United Kingdom 1: Belgium 4 106 90 

Domestic Exp .. 99 76 Netherlands s 108 92 
Re-exports 111 93 Czechoslovakia 6 100 88 

Among the manufactured commodities, exports of producers' 
equipment seem to have kept up at least as well as those of 
consumers' goods. It should be observed, however, that before 
the war, there was a clear tendency towards increased trade in 
the former kind of commodities, a tendency which seems to 
have continued later. To judge the influence of the depression, 
it is therefore necessary to eliminate this trend. According 
to Professor Wagemann, the exports of these two classes 
of commodities from Germany, the United Kingdom and the 

• Brussels classification ; including \Var Reparations in kind. 
1 National classification, viz : " Articles wholly or mainly manufactured ". 
a National classification. 
• National group " Objets !abriques ". 
• Brussels classification. 
' National group " Fabrikaten ", which is practically that of Brussels. 
• Brussels classification. 
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United States moved in the manner indicated by the following 
table : 

Table XXXV II. - Changes in Exports of Producers' 
and Consumers' Goods (in per cent). 1 

1910 1913 1925 1930 
as com- as com- as com- as com-

pared with pared with pared with pared with 
1900 1910 1913 1925 

Producers' Goods : 
Germany .... +102 + 46 -35 + 47 
United Kingdom + 57 + 28 - 2 - 9 
United States + 56 + 66 + 49 + 9 

Total + 72 + 44 - 3 + 14 

Consumers' Goods : 
Germany .... + 38 + 26 -32 + 19 
United Kingdom + 55 + 18 + 2 -39 
United States + 74 + 35 + 33 -21 

Total +51 + 22 - 5 -22 

From 1925 to 1930, the value of exports of producers' goods 
increased by 14 per cent, while the value of exports of consumers' 
goods declined by 22 per cent. The boom period brought a relative 
increase in the importance of producers' goods in international 

· trade. From 1929 to 1930, the reduction in the German exports 
of finished commodities belonging to these two classes seems, 
however, to have been almost the .same. The high German 
exports of producers' equipment goods were partly due to large 
sales to France. Since the new tariff agreement between those 
two countries, German exports to France of electro-technical 
machinery have risen to twelve times the figure in 1927 and the 
exports of machines in general to eight times the figure for that 
year. 

The readjustment of the net trade balances - that is the 
ditlere?ce bet.ween imports and exports - of certain groups of 
countfles, wh1ch has resulted from the changes in the conditions 

' Source: Wagemann: "Slruklur und Rhylhmus~der Wellwirlscha[lj" Berlin 
1931, page 145. ' 
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of international trade and in international capital and gold 
movements, are seen in Tables X-XI in the Appendix. In manu
facturing countries, practically no change took place from the 
second half of 1929 to the second half of 1930, or from the first 
quarter of 1929 to the first quarter of 1931. European countries 
exporting vegetable foodstuffs and raw materials appear to have 
adjusted their trade balance in the course of 1929 and to have 
continued to do so in 1930. Such countries in other continents, 
on the other hand, have in many cases changed their trade 
balance in a negative direction, in spite of the fact that 
long-term borrowing has been much restricted. (See next 
section.) 

It is impossible to enter here upon a description of the trade 
in individual commodities. It may, however, be mentionrd 
that trade in coal seems to have bren very little affected by the 
depression ; in the second half of 1930, it exceeded that in the 
corresponding period of 1928. World exports of motor-cars 
fell in 1930 by over 50 per cent, while production fell by less 
than 40 per cent. · 

Russia is a notable exception to the general movement towards 
a reduction of both the quantity and value of international 
trade. The value of Russia's foreign trade increased by 16 per 
cent from 1929 to 1930 and, if quantum figures were availablr, 
they would of course show a still greater rise. Export values 
increased by 13 per cent and import values by 21 per cent. A 
comparison of the trade of Russia to-day and before the war is 
exceedingly difficult on account of territorial changes. It would 
seem that the foreign trade of the U. S. S. R. in 1930, although 
considerably larger than in preceding years, was still less than 
that of those parts of the Russian Empire comprised within 
the present Soviet Union before the war. In spite of a bumper 
crop in 1930, the exports of cereals would appear to have been 
smaller than before 1914. The timber exports, on the other hand, 

. seem to have been somewhat larger. As the considerable and 
unexpected increase in the supply of certain important Russian 
commodities in 1930 occurred during a period of depression, 
it naturally exercised a considerable influence on the movement 
of prices. On the other hand, the even greater increase in imports 
of semi-manufactured and finished commodities must have 
exercised a stimulating influence on the industries which were 
able to sell to Russia. For example, the U. S. S. R. imported 
agricultural and other machinery to a value of 361 million 
roubles ($186 million at par of exchange) or more than 
twice the figure for 1929. The imports of motor-cars, ships, 
finished iron and steel goods other than machinery, semi
manufactured products of iron and steel and metals, also show 
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a considerable increase. It should be observed, however, that 
Russian imports of r~w m~terials have ~een d~clin!ng, a fact 
which has tended to mtens1fy the slump m their pnces on the 
world markets. 

During 1931, the tendencies in international trade which 
have beep described above were considerably modified. The 
value of world trade continued to contract and in the first quarter 
of the year was 30 per cent less than in the corresponding period 
of last year. (See Tables XXXII and. XXXIV above.) This 
was an even greater reduction than in the previous year. The 
chid diiTerence, however, between 1931 and 1930 was a change 
in the relative position of the different countries. Manufac
turing countries reduced their exports at least as much as -· in 
many cases more than - other countries. This was largely due 
to the fact that, while their trade with non-manufacturing 
counlrirs continued to fall, there was a still greater drop in 
thr I rade bet ween the different manufacturing countries, which 
had been well maintained during,1930. Further, it was the 
volume of trade in finished goods which declined most. How 
severe the reduction in the exports of manufactured products 
has heen is shown in the following table for certain 
countries : 

Table XXXVIII. - Index Number of the Value of Exports of 
Manufactured products in the First Quarter ofl931, in Per
centages of the First Quarter of 1929. 

Germany: United States : 
To Europe 93 Semi-manufactured. 48 
To Non-Europe 61 Finished 49 

Total . 83 France . 72 
United Kingdom : Belgium. 85. 

Domestic Exports 54 Netherlands . 74 
Re-exports. . . . 69 Czechoslovakia . 79 

. This reduc~i?n o~ world trade could not but considerably 
ll:'fluen~e cond1hons m the shipping industry. It has been men
honed m Chapter II above that shipping rates ever since the 
war had tende.d to decline and were relatively low. The fact 
that, even durmg the ~umm~r of 1929, more than five per cent 
of .total tonnage was laid up mdicates that a considerable surplus 
eXIsted. Under such conditions the reduced demand for cargo 
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space, which accompanied the decline in world trade, naturally 
depressed rates, as is shown in the following table : 

Table XXXIX. - Index Numbers of Ocean Freight Rates. 
(1913 = 100.) 

Economist Statist Stalislisc/11!• 
Rtlchsaml 

1927 110 119 106 
1928 99 110 102 
1929 97 106 109 
1930 . 79 82 92 
1931 1 • 81 85 88 2 

The fall from the 1928 level was, however, rather smaller 
than that for most commodity prices. Computations of a general 
index vary considerably and show a reduction of from 10 to 16 
per cent. The further reduction in 1931 has been insignificant. 

The downward tendency of shipping rates has of course been 
strengthened by the fact that shipbuilding continued on a large 
scale throughout 1930; it has, however, fallen ofT considerably 
during 1931. The total world gross tonnage exceeded 70,000,000 
tons in June 1931, or 3,000,000 more than in the same month of 
1929, while it was about 47,000,000 tons in 1913. 

That shipping rates declined so relatively little in spite of 
this increase in supply in a period of falling demand would appear 
to be chiefly due to the fact that the rates were already not much 
above the variable costs of many old ships. Hence, even a small 
reduction has made it unprofitable to keep them in commission. 
The tonnage not in use in the spring of 1931 was about 18 per cent 
of the total. 

It should be added that certain rates have not participated 
in the general decline. On important routes the companies 
which control the liner traffic agreed to maintain almost the 
same rates as before the depression, both for passengers and for 
many classes of goods, and very little changes were made before 
the summer of 1931. This fact, however, although it has tended 
to restrict the trade in some commodities on these routes, has 
been of relatively little importance compared with the reduction 
in the rates ruling in the tramp traffic. 

1 First half of the year. 
• January to April. 
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E. INTERNATIONAL CAPITAL MovEMENTS. 

Outline of Recent Changes. 
In a previous section, a summary was made of the movement.s 

of international capital which took place after the w~r until 
the middle of 1928. Attention was drawn to the gradual mcrease 
in the volume of capital transfers - particularly to the. ~ro~h 
in European borrowing at the time of the monetary stabilisatiOn 
- and to the return to more normal political conditions in 
certain countries in 1924-25. 

Temporary disturbances in the latter part of 1925 and in 
1926 checked capital transfers to a certain extent. From 1927, 
French capital exports began to fall ?II and chang\ ill: a w_ay 
which, it would appear, affected most directly th.e credit s1tuatwn 
in Germany. Nevertheless, capital movements m 1927 and 1928 
were very considerable. In each of these years the aggregate 
net capital export from the three largest capital-exporting 
countries -the United States, the United Kindgom and France 
- amountl'd to between $1,500 million and $2,000 million 
and the capital imports of Germany are believed to have exceeded 
S1,000 million. 

By the middle of 1928 there were signs of a general contrac
tion in international capital operations. The foreign issues 
floated in the United States fell from the exceptionally high 
figure of S842 million in the first half of that year to $409 million 
in the second. This reduction was, however, partly offset by 
exports of short-term capital ; for, during the second half of 
the year, the foreign borrowers were able to draw upon their 
deposits in American banks, consisting largely of the proceeds 
of loans previously floated. The turn in the net capital exports 
of the United States on long- and short-term account only carne 
in the beginning of 1929. During that year they fell to 
$233 million or to less than one-fourth of those in 1928. 

For the United Kingdom no direct estimate of the capital 
!llovernent is available, but the surplus on account of current 
Items and Government capital transactions in the official balance 
of payments estimate amounted to S667 million in 1928 and 
$672 million in 1929 1• If this estimate be correct, private capital 
exports were as great or even slightly greater than in 1928. 
Thl' amount ~f new capital issues for foreign account fell, however, 
by over a third and the outflow of capital in other forms than 
new long-t~rm loans would thus appear to have increased. 
French ca~1tal ex~orts, which were still considerable in 1928, 
Wl're practically Wiped out in 1929. 

1 Preliminary figure. 
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The restriction of capital movements is of course equally 
noticeable in the figures for borrowing countries. German 
net borrowings are estimated to have fallen off in 1929 by $450 
million or nearly 44 per cent ; similar reductions took place in 
the case of a number of other countries. 

The following table summarises the available information 
concerning the net capital movement in the years 1928 and 1929 
for a number of countries, lenders as well as borrowers. Capital 
exports are indicated with a ( +) sign and imports with a (-) 
sign. For certain of the countries, these figures, which comprise 
both long- and short-term capital, are not based on direct 
evidence of the capital transactions but are calculated from 
the balance of current commercial transactions. 

Table XL- International Capital Movements, 1928 and 1929. 
$ (OOO,OOO's) 

1928 1929 
Lending countries : 

Canada 1 • . + 164 87 
Czechoslovakia + 53 + 31 
France 1 3 + 235 29 
United Kingdom 1 2 • • • + 667 + 672 
United States of America + 1,036 _)_ 233 

' 
Sweden 1 + 19 + 71 

Borrowing countries : 
Argentine 4 131 38 
Australia 1 5 193 166 
Denmark + 9 
Dutch East Indies + 8 32 
Finland 1 40 12 
Germany 1 1,017 -567 
Hungary 88 37 
India 1 6 . 67 36 
Japan . . . . 54 + 25 
New Zealand 1 6 + 5 54 
Norway . 34 8 
Poland. 140 58 
Yugoslavia . 26 + 8 

• Indirect estimates, calculated on the basis of figures relating to merchandise, 
gold and services. 

• The figures exclude Govemment capital transactions. 
• The figures exclude amortisation or Inter-Allied debts. 
• Economic years ending September 30th. 
• Economic years ending June 30th. 
• Economic years beginning April 1st. 
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In a number of cases the capital balances were reversed in 
1929. Thus, three of the borrowing countries shown in the ab?ve 
table (Yugoslavia, Denmark and J~pm.l) recorded a net cap1tal 
export in that year. Regular amortJsatwn payments and repay
ments of short-term credits tend, it should he remembered, to 
create a capital export from debtor countries if new borrowings 
arc curtailed. 

Canada, which had been exporting capital du_ring the period 
1923-1928, imported capital in 1929. The c~1ef reasons .for 
this change were the drop of over 46 per cent m the Canadmn 
wlwat crop in 1929 as a result of which the export surplus of 
Canada was reduced, and the exceptional demand for capital 
in thl' country, created partly by the industrial boom, partly 
by till' storing up of a portion of the rich crop of 1928 by the 
Wl!l'al Pool. The capital balance of the Dutch East Indies 
was also n·vt•rsed in 1929, when there was a capital import into 
tlw country of some $30 million, due in part to the adverse 
riTrct upon the trade balance of the falling prices of the main 
products of thr country. 

Nt·w Zealand normally borrows, but, in the economic years 
brginning April 1st, 1927 and 1928, there appears to have been 
a small capital t•xport from that country. The resumption of 
capital imports in the following year (April 1st, 1929-March 31st, 
1930) was connected with the fall in the prices of wool and 
oll!l'r exports. The inflow of capital was exclusively in the form 
of salt•s of domrslic holdings of outstanding foreigp securities 
and short-tt•rm funds ; no long-term loans are recorded. 

Unlikr most lt•nding countries, Sweden records an unusually 
high capital export in 1929 - higher, indeed, than in 1927, 
whrn tlw previous post-war record was reached. In 1928, the 
capital outflow was curtailed, probably largely under the influence 
of labour disputrs in the main exporting industries. 

Till' countrirs shown in lhe table, other than those mentioned 
abow, n•cord a drop in 1929. Czechoslovak capital exports 
fell by .42 per. cen~, Argentine capital imports by 71 per cent, 
Aust rahan cap1talJmports by 14 per cent, Indian capital imports 
by :16 J~cr et•nt and Polish, Hungarian, Norwegian and Finnish 
cap1lal Imports by 59, 58, 76 and 70 per cent respectively. For 
a numhrr of ~ountries, no figures concerning the capital move
llll'lll arc :tva!lable ; but the conclusions which may be drawn 
from tlw movement of the visible trade balance and other factors 
confirm the view that the restriction in international credit 
was almost universal. 

:\s nwn!ioned above, the change in the capital market was 
nol!l'l'ahll' m certain countries by the middle of 1928 or more 
than a yt•ar hdorc the turn of the business cycle. A further 
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contraction would appear to have taken place in the summer 
of 1929 and to have beeri one of the factors which led to the 
spread .of the crisis in the autumn of the same year. 

Capital movements after the turn of the business cycle in 
1929 are only incompletely known. The net export of capital 
from the United Kingdom, which in 1929 had remained at 
practically the same level as in preceding years, was considerably 
reduced in 1930. The surplus on account of current items and 
Government transactions, according to an official estimate, fell 
from $672 million in 1929 to $190 million. The United States 
capital exports, which in 1929 had fallen to less than one-fourth 
of those of the preceding year, or $233 million, is estimated 
to have risen to $547 million 1• Other countries repurchased 
a large quantity of their securities. Hence, the net export 
of long-term capital was only $213 million, the rest being an 
outflow of liquid funds. 

France appears to have withdrawn large amounts of her short
term investments abroad in 1930 and, judging from the visible 
trade figures, it may be assumed that there was an inward capital 
balance. From being one of the most important capital-exp01·ting 
countries of the world, France, in the course of two or three yPars 
seems to have become an importer of capital. The change was 
accompanied by a steady increase in French gold imports. 
Switzerland, according to an authoritative statement 2, received 
more capital from abroad in 1930 than she invested there. The . 
change in the Swiss balance would seem to be connected with 
the inflow of short-term funds from Germany and other countries 
and was due - in spite of the exceptional decline in money 
rates in Switzerland - to a desire to avoid high taxation or 
risks elsewhere. Belgian and Swedish capital exports appear to 
have contracted in 1930. 

The German inward capital balance, which in 1929 had 
fallen off considerably, was further heavily reduced in 1930. 
In the first half of the year, the inflow seems to have been consi
derable - about $150 million - but late in the summer the 
confidence of foreign capitalists was shaken and a large outflow 
of liquid funds began. This led to a reduction of the foreign 

1 The official estimate made by the Department ol Commerce is $733 million. 
but from this figure has been subtracted a sum on account of amortisation of 
war debts, the net change in merchandise credits and some other minor items 
which are not considered l\S cap;tal items in the official babnce of paymt·nts 
estimate. It does not seem improbable that the figure $547 million is too high, 
as the credit items on the balance of payments fall short of the debit items by as 
much as $374 million. II it is assumed that the net export o! capital was really 
lower than the official figure, the debits and credits would more nearly balance. 

~ Report of Professor G. Bachmann, President of the Board of Directors of 
the Swiss National Bank, to the Assembly o! the Bank on :.\larch 7th, 1931. 
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exchange reserves, while long-ter~ borrowing continued; 
the net movement of capital in the second half of the 
year seems to have fallen to an in~igni_ficant. sum. For the 
whole year the net foreign borrowmg ~s estimated at $170 
million or not much more than a third of the German 
reparation payments. These payments . were rendered po_ss~ble 
by a surplus of commodity exports ov~r Imports ?f $370 mllh~n. 

The information available concernmg trade m merchandise 
and gold suggests a similar fall in the capital imports of Poland 
and Hungary. Canada, which began to borrow in 1929, seems to 
have increased its capital imports considerably in 1930. Japan's 
balance of payments changed in the opposite direction : after 
having imported capital steadilY. up to 1928, it recorded a small 
net rxport in 1929, which pronably increased greatly in 1930. 

The tendencies towards a contraction in the international 
capital movements other than reparation payments and in some 
cases towards a reversal in the direction of the net movement 
of capital, which had become evident during the boom of 1928-29, 
were thus on the whole intensified in 1930. Some observations 
on the short-term capital movements will be made in Chapter VIII. 
Towards the end of 1930, Germany had a net indebtedness on 
short-term account of about $1,400 million. Fluctuations in this 
sum exercised a dominating influence on the German economic 
position in the summer of 1931. 

The above statements refrr to the total capital balances 
and are, to a certain extent, contradicted by the information 
available concerning the movement of new capital issues floated 
for foreign account in the main lending countries. There was a 
growth in such issues in the last months of 1929 and the first 
half of 1930, and during this period the flow of capital from 
!ending to borrowing _countries in certain other forms probably 
mcreased also. Later 111 the latter year, however, capital move
ments again contracted as a result of certain economic and 
political factors and it appears that the tendencies of the last 
half-year outweighed those of the first. 

. In 1931, the long-term capital movements seem to have 
continued to decline, but detailed figures are not available. 
France granted considerable loans to agricultural countries 
in South-Eastern Europe. 

Analysis of New Capital Issues. 

In studying the movement of new capital issues, it should 
be remembere_d ~hat, although over a longer period they may 
be of .more sig!uficance for the future capital balance of the 
countnes concerned than, for example, purchases and sales of 
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outstanding securities or !endings and borrowings on short term, 
which normally offset each other to a large extent, this may 
not be true of a shorter period. Impressions from a study of 
such issues must therefore be corroborated or completed by 
other data showing the changes in the capital market, particularly 
the movement of effective bond yields and money rates in 
different countries. 

The United States capital issues for foreign account cul
minated in 1927. In this year they amounted, according to the 
Department of Commerce, to $1,337 million, or about double the 
corresponding figure for issues in the United Kingdom, but they 
fell to $1,251 million in 1928 and $671 million in 1929. This con
traction in United States lending abroad in 1928 and 1929 
coincided with the New York Stock Exchange boom. 

In the second quarter of 1928, as the boom gathered strength, 
bond yields began to rise and continued to do so until the autumn 
of 1929. The consequence was an increase in the actual interest 
rate necessary to induce lenders to take up issues of fixed-interest 
securities, and this increase, though small, was sutlicient to 
discourage such issues in the United States. Foreign Governments 
to a large extent turned to other capital markets where conditions, 
although affected by those prevailing in the United States or 
by local booms, were generally less unfavourable. In other 
cases, these Governments were able to meet their requirements 
for current expenditure or for refunding of matured loans by 
short-term banking advances, thus avoiding the flotation of 
new bonded loans or at least postponing it in anticipation of 
more favourable conditions on the market. 

Table XLI. - United States, Capital issues 
for Foreign Account.1 

$ (OOO,OOO's) 

Bonds and notes : 1927 1928 1929 1930 

(a) Government and munici-
pal loans. . 827 586 121 548 

(b) Industrial bonds and notes 699 625 473 419 

Shares: 
(a) Preference shares . 17 40 114 13 
(b) Ordinary shares 18 69 51 29 

Total 0 0 0 0 0 0 • 1,561 1,320 759 1,009 

• Series of the Commercial and Financial Chronicle. The ligures shaw nominal 
values and exclude refunding operations. 
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The Stock Exchange speculation favoured the issues of 
foreign shares in the United States, ~ut, althou~h the V?lume 
of such issues was five limes as great m 1929 as m 1927, It was 
still rl'latively unimportant - representing only 22. per cent 
of the total issues for foreign account. f.. more substantial growth 
in foreign issues in the United States was prevented " by the 
rl'!uctancc of foreign managements to see corporate control 
pass to another country and by the traditi?nal unwilli_ngn~;s 
of Anwrican investors to purchase stocks of foreign ~orporahons . 
The 'kmand for a relatively high degree of secunty when subs
("fihing for foreign securities may account for the fact that the 
vohtme of foreign prefl>rcncc shares rose more rapidly than 
that of ordinary shares, while the reverse is true of the share 
issues for donl\'stic account. 

Whl·n share speculation came to an end in the last quarter 
of 1 !l29, capital was again released for bond issues and the total 
issul's for foreign account rose rapidly up to the middle of 1930. 
During llw last half of that year, they again fell to a low point. 

Thl' cause of this n('W decline was no doubt partly the aggra
vah•d economic conditions in a number of borrowing countries 
suiTl•rinf.l from lhe low prices of their export products and other 
rqll'rcussions of the crisis and partly political complications in 
diiTPn·nt parts of the world which themselves resulted from or 
W!'l"l' intrnsilkd by the economic depression. 

The distribution of the United Statrs capital issues for 
forl'if.!n account revrals crrtain facts of particular interest. 
Availabk funds were largely attracted, not by countries which 
normally require foreign credits, but by those with a rich domestic 
capital supply. Similarly, loans to a number of the most im
portant borrowing countries in other continents were reduced. 
·_nw course of events may best be illustrated by the fact that, while 
tssuPs for the account of Canada and Sweden, which are as a 
rulL• <·apital-exporting countries, rose from $194 million in 1928 
to S3~4 mil_lion in 1929 or from 16 to 53 per cent of the total of 
Anwncan tssucs, those for the account of six Iaroe borrowers 

b 

-- m~ml'iy,. Germany, Japan, Australia, the Argentine, Brazil 
and Co\ombm - fell from $570 million to $52 million or from 
·W l o 8 per cent of the total. ' 

Tlw movement of capital from the United States to Germany 
h~~s all thro~t~h th_e J)l'l:iod undrr review been closely connected 
w_tlh tlw pohllca\ ~Iluatwn of the latter country. The contraction 
ol Allll'f!C~n cap1ta\ expmts in 1928 coincided with a strong 
1110\"l'nwnt m Germany for a definite settlement of the reparation 

1 Americun Uuderll'riliny of Foreign Securities in 1929 
l:lulll'lin, Z'\o. 688). png(! 6. ' (Trade lnformalion 
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problem ; in September 1928, an agreement was reached by 
which the creditor Powers recognised the necessity for such a 
settlement. Negotiations started at the beginning of 1929 and 
continued t~roughout the year. The final agreement was not 
reached until January 1930, or a few months after the definite 
turn of the business cycle bad taken place. The uncertainty 
with regard to the result of the negotiations during this consi
derable period tended to check loans to Germanv as wr II as to 
certain other European countries. • 

With the expansion of foreign financing in the United States 
during the first half of 1930, a number of countries which during 
the boom period had been largely shut out of the New York 
capital market were again able to borrow there. Considerablr 
amounts were raised during the second quarter by Germany, 
Argentine, Brazil and Japan. When the volume of issues for 
foreign account again fell off in the middle of the year, these 
countries were once more virtually excluded and the only country 
which continued borrowing freely in New York was Canada, 
in spite of the relatively low yield offered by Canadian bonds. 
In the last quarter of the year, Canada was practically the only 
foreign borrower. 

It is not necessary to analyse in detail the capital issues in 
international capital markets in Europe. The major charges 
are summarised in the following taple, showing the changes 
in the volume of issues for domestic and foreign account and the 
foreign issues as percentage of total issues in the United Kingdom, 
the Netherlands and Switzerland, together with corresponding 
figures for the United States. (See Table XLII.) 

British lending in the form of new capital issues for foreign 
account has recently been less affected than that of the United 
States by temporary political complications or business fluc
tuations. This is shown by Chart 30. A number of coun
tries which could not borrow in the United States during 
the boom period of 1928-29 were able to satisfy their most urgent 
requirements in the United Kingdom. Thus Germany increased 
her borrowings in London from £2 million in the first half of 
1928 to £5.9 million in the second half. Since the middle of 
1929, she has not, however, borrowed in this market. Similarly, 
in the last quarter of 1930, when the United States loans were 
confined to Canada, the United Kingdom lent large amounts 
to such countries as India and the Argentine. 

For Italy detailed figures are available 1 which show a large 
reduction of the issues of Italian loans abroad in 1929-30 compared 
with the preceding years. The amounts were, excluding issues 

1 Danca Commerciale Italiana: 1\fovimento Economico Italiano. Milano, 1931. 
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Chart 30. 
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for refunding purposes: 1927 $162 million, 1928 $50 million, 
1929 $10 million, 1930 $11 million. The issues of foreign loans 
in Italy, on the other hand, increased from $3 million in 1928 
to $11 million in 1929 and $15 million in 1930. These figures 
refer only to loans. As a number of Italian shares were introduced 
on foreign stock exchanges in 1928 and 1929, it seems certain 
that Italy had a net import of long-term capital in 1929 and 1930 
also. A_s it seems probable that Italy invested on short t~r~ 
abroad lll 1927 and has later reduced. her deposits abroad, 1t IS 
doubtful to what extent the net import of capital was reduced. 
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Table XLII. -Domestic and Foreign Issues in Certain Countries 
1928-1930. 

$ (OOO,OOO's) 

1928 1929 1930 

United States : 
Domestic issues. 6,i95 9,425 6,029 
Foreign issues 1,320 i59 1,009 
Foreign as percentage of total 16.3 7.4 14.3 

United Kingdom: 
Domestic issues. 1,066 ii6 620 
Foreign issues 0 698 459 534 
Foreign as percentage of total 39.6 37.2 46.1 

Netherlands : 
Domestic and colonial issues 131 96 123 
Foreign issues 0 10i 45 103 
Foreign as percentage of total 45.0 32.1 46.5 

Switzerland : 
Domestic issues 5i 131 61 
Foreign issues 0 18 21 60 
Foreign as percentage of total 24.0 13.91 49.6 

The Price of Capital. 

Reference has been made above in Chapter I to the narrowing 
of the margin between the price of capital in borrowing and lending 
countries which took place during the period of extensive capital 
movements. This movement came to an end in most countries 
in the middle of 1928 and in Germany and Austria about one 
year earlier. 

The changes in bond yields in a few countries from the begin
ning of 1928 onwards is shown in Chart 31. As the yield 
figures for different countries employed for the diagram are not 
comparable, the diagram does not illustrate the relative credit of 
the different countries, but only the changes in the price of long
term capital and the growing spread between yields. 

14 
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Chart 31. 
AcTUAL PERCENTAGE V IELD oF CERTAIN BoNDS oR GROUP OF BoNDS 

1928-1931. 

13\ POLAND ( 
• • • • 

• \ 
' . ..... 

!----------------+--------tr~·~~~~·~·~---------fr~J~t---------J 12, : -.. __ .. \ ,' . ' . 
I ' ' : ...... ," .................. ' 

I 

11\l.-----------------+--------f:--------+-----------------r---------J ! ROVMANI~ 

~~.~----~--~·---+~----~~·~~~~ .. _______ }A r 
~05N~ ,----............. .. .... , 

n.~~-~--~-~------+---~~~~~---------t------l 

1\MAN/l~ I 

6\- BIUSIL 

·-·-· ...../ ......... , 
,.RANCZ \.,.., ·-·... +••+•••++++ 

~RMANY 

/TALY .................................. . ___ ......... ·"" ........ 
5' TA e ••••• • ·-·-., "'t+++_.. 

R~,.'iNtt•:.:, .. . .. ·········· ·· · ·····-~,. .. .., ... ;....~ .s 
":;' -· .. ······ .. - ·.. , ......... ~··~·D"· •• ~I/.6.:""".}: ';;.>-<::_"" ''i(;~·-A. ,, ···~ .31/~~ '\ V _, 11£.· ~Vn..,--·· ~ "-. 

4'~~~~------------~_;~-----------l~~:;:?~~~;s~~~~'r.2z~~~tZ.~ .• \. ... - .... ·-·-!"', ..,..... ...... 
-· FRANCE ··-. 

IIINY~Q~~-~01 II~Y~W-~X~DIIIWV~ftWgJ~DIIIHV~W 

1928 1929 19,~0 1931 

Bra:il: 5 per cent funding, 1914. 
France : Mis('ellaneous bonds. 
Germany : Miscellaneous bonds, 8 per cent and less. 
llalu : Renles 3% per cent. 
Poland : Government Bonds. 
Roumania : Government Bonds. 
Srvilurland : Railway Bonds 3 y2 per cent. 
Unittd J( ingdom : Consols, 2 Yz per cent. 
V. S. A. : 60 miscellaneous high-grade bonds. 

I.,Airi(~J!/2 



-211-

From the middle of 1928 to the end of 1929 yields were rising, 
but less rapidly in lending than in borrowing countries (see Chapter 
V-C). French yields indeed fell slightly. The discrepancy 
between the yield of bonds of borrowing and lending countries 
thus increased. 

The increase in the supply of capital available for investment 
in bonds after the slump late in 1929 did not entirely reverse 
the situation. It is true that bond yields in certain borrowing 
countries fell and approached the slowly declining yields in lending 
countries, but in a number of cases (for example Poland and 
Roumania) they remained far above the level ruling one year 
earlier. Moreover, during the latter half of 1930 there was an 
almost universal increase in the yield of the bonds of borrowing 
countries, while that of the bonds of most lending countries was 
stable or declined slightly. In the first half of 1931, the margin 
between the yields first declined and then rose considerably under 
the influence of waning confidence in the position of important 
borrowing countries. 

The Equilibrium of the Balances of Payment. 

In view of the considerable and rapid changes in the volum
and value of commodity imports and exports from many coun 
tries, as well as in international capital transactions, the question 
arises how the equilibrium of the balances of payments was 
maintained. When imports of capital fell otT, countries exporting 
primary products were compelled to adjust their trade balance 
to the new situation, using their reserves of foreign exchange 
and gold as a cushion to take the first shock. This readjustment 
of trade encountered great difficulties, as the greater decline 
in the export prices of these countries and the relatively inelastic 
demand for their goods abroad reduced export values and turned 
an export into art import surplus. 

The effect of the disturbances in the capital markets during 
the boom period of 1928-29 in causing important changes in the 
trade balance of several countries is very evident. The capital
exporting countries used a larger proportion of their capital 
for investment at home. This tended to increase imports and 
reduce exports - e.g., of machinery. Imports of machinery 
rose in 1929 in the United Kingdom by 14 per cent, in France 
by 59 per cent and in Belgium by 38 per cent. In most of the 
borrowing countries of Europe, on the other hand, the effect 
on trade was the reverse. With the tightening of credit in the 
middle of 1929 the trade balance of Germany and a number 
of other borrowing countries in Europe changed simultaneously 
from passive to active. 
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Table XLIII.- Net Trade Balance 1928-1930. 1 

$ (OOO,OOO's) 

1928 1929 1930 

Jan.-June I July-Dec. Jan.-June July-Dec. Jan.-June July-Dec. 

Germany 1 -324 -81 -69 + 81 + 120 + 191 
Lithuania - 2 - 1 - + 3 - - 1 
Poland. . - 63 -33 -48 + 15 + 9 + 1 
Hungary - 35 -29 -25 + 21 + 8 + 6 
Yugoslavia . - 20 - 5 -13 + 18 - 2 - 1 
Roumania - 23 - 9 -24 + 18 + 6 + 33 

Certain of these countries are large exporter~ of agricultural 
products ; their exports in the second half of each year naturally 
exceed those in the first. The rich crops in 1928 and 1929, and 
particularly the bumper maize crops in Yugoslavia and Roumania 
in the latter year, contributed to the active trade balance. In 
Germany, Poland and Hungary, a reduction of imports and an 
increase in the exports of industrial raw materials and manu
factures was, however, essential for the change. 

The rich harvests, so valuable to these countries at the mo
ment when the credit crisis became acute, were only one of the 
factors involved in the adjustment of their balance of accounts. 
In most of them there was a contraction in the domestic demand 
for consumption goods in 1929. In Germany, Poland and Hungary 
there was also a reduction in the .imports of machinery. As the 
table shows, most of the above countries maintained an active 
trade balance in 1930. The increase of the excess of exports 
over imports in Germany in 1930 was partly due to the fact that 
German export prices fell much less than import prices. 

The trade of the most important borrowing countries in con
tinents other than Europe did not react in the same way to the cre
dit stringency. Their trade balance became more passive or less 
active in 1929. Thus the Argentine excess of exports fell from 
$210 million in 1928 to $64 million in 1929, that of India from 
$395 million to $263 million and that of the Netherlands Indies 
from $232 million to $138 million; in Australia, the excess of 

• Merchandise only. 
' Excluding reparation deliveries in kind. 
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imports rose from $10 million in 1928 to $106 million in 1929 
and in Egypt, where there had been an excess of exports of 
$27 million in 1928, there was an excess of imports of $14 mil
lion in 1929. 

Variations in crops and prices are to some extent res
ponsible for these changes. In 1928, the value of the exports 
of the countries in question was larger than usual, owing to 
rich crops and fairly high prices, particularly of raw textiles. 
In 1929, crops were lower and prices and the value of exports 
falling. 1 

At the same time, however, imports of industrial products 
rose. It appears surprising at first sight that these countries 
could find means to increase their purchases from abroad in 
spite of the credit stringency. In certain cases the balance was 
settled in gold ; thus the Argentine, which had imported gold 
on a large scale in the two preceding years, and Australia exported 
considerable amounts of gold. Certain countries - amongst 
them Australia - drew upon their balances in London or New 
York and others were able to raise short-term credits. Neverthe
less, the difficulties experienced in meeting the foreign obliga
tions became more serious in the course of the year. Some 
countries, among them, as has already been stated, the Argentine 
and Australia, departed from the gold standard. It was only 
in 1930 that the trade balance of the non-European countries 
exporting primary products was adjusted through a reduction 
in imports. Nevertheless a few of them had to follow the example 
of the countries mentioned above and depart from the gold 
standard. 

Summary. 

The history of international capital movements during the 
last few years, as illustrated in the preceding pages, may be 
divided into four distinct periods. 

The prosperity prevailing in the United States and a number 
of other countries during the first of these periods, comprising 
the year 1927 and the first few months of 1928, was favourable 
to international credit transactions. The volume of long-term 
international loans reached a record level and a diminution of 
the discrepancy between money rates and bond yields as between 
different markets took place. A number of borrowing countries 
- particularly those which had recently stabilised their curren
cies - employed part of the funds raised abroad for the reconsti
tution of their gold reserves and were thus able to extend their 
domestic credit supply. On the whole, a marked movement 
in the direction of greater economic stability took place. There 
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were, however, certain exceptions to this ru~e. .The ca)?ital 
market in Germany, in spite of the heavy cap1~al Imports 11_1to 
that country, was tightening when elsewhere credit was becommg 
easier. 

The second period coincides with the United States bo?m 
proper, beginning during the second quar.ter of 1928 ~n? e_ndmg 
with the third quarter of 1929. Its mam char~ctenshc IS the 
rapid decrease in United States long-term lendmg abroad and 
the movement of short-term funds to New York, where high 
money rates prevailed. Capital exports from most other lend!ng 
countries were adversely affected by local booms and as a portion 
of their reduced capital exports was attracted b¥ New ~~rk, 
loans to most of the borrowing countries were curtmled. Political 
factors further prevented capital from flowing to certai~ of 
these countries. As a consequence, the spread between the yields 
of bonds of different origin increased. In settling annual interest 
and amortisation obligations contracted during the preceding 
period of easy credit, a number of borrowing countries were obliged 
to reduce their demand for consumption and capital goods and 
to adjust their trade balance or to export gold. The resulting 
disturbance in price relations and trade movements was one of 
the main factors which led to the worldwide crisis in the last 
quarter of 1929. 

The third period is relatively short- it comprises the last 
quarter of 1929 and the first half of 1930. The short-term capital 
attracted by the United States boom was withdrawn (the with
drawals had indeed begun even before the Stock Exchange 
collapse and may have had some influence in bringing it about), 
money rates fell and the discrepancy between rates in different 
countries were reduced. The reparation question was settled, 
a certain optimism was spreading and international capital 
markets were again opened to the main borrowing countries. 
There were thus certain signs of a return to the relative stability 
of the period preceding the boom. 

But the fall in the prices of primary products continued 
unchecked and soon the credit of a number of borrowing countries, 
whose exports _co_nsist mainly of these products, was shaken. 
Moreover, pessimism deepened when the seasonal increase of 
production had come to an end in the early summer of 1930. 
A new contrac~ioi_l of capital movements thus took place. This 
m3!~ the begmmng of the fourth period which, at the time of 
wntmg, one year !a~er, has not yet come to an end. Creditors 
have b~c?me unwilling to grant further loans. The weight of 
the ~x1stmg debt charges of debtor countries has increased 
considerably through the decline in price levels The export 
values of countries which are largely dependent ·on the sale of 
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primary products have dropped to a low level. Thus, a heavy 
strain has been imposed on the balance of payments and on the 
gold reserves of these countries, and gold has been accumulating 
in the United States and France. The price of short-term and 
long-term capital has fallen in the lending, and increased in the 
borrowing countries. 

The aggravation of the depression and the growth in unem
ployment has tended at the same time to increase public expen
diture and to reduce public income and has thus created great 
financial difficulties and shaken the credit of those Governments 
and countries which are most in need of foreign capital. Social 
and political complications in 1931, to a large extent the natural 
outcome of the depression, have had a similar effect, and have 
even led to a flight of capital from countries which needed it 
to those which did not. Thus the increase in the spread between 
money rates seems to a large extent to be due to a growing 
sense of political insecurity. A general feeling of insecurity and 
instability has been prevalent and has formed the main obstacle 
in the way of a resumption of international credit transactions 
on a large scale. 



Chapter VI. 

FURTHER ANALYSIS OF THE DEPRESSION. 

A. THE CHARACTER OF THE DEPRESSION. 

The essential characteristic of the present world economic 
depression is that a business-cycle recession occurred at a moment 
when structural changes and maladjustments had made the 
economic situation very unstable. The different aspects of this 
instability have been dealt with in Chapters I C and II above 
and need not all be touched upon again. It is, however, important 
to emphasise that certain tendencies which had ·contributed 
to this instability persisted after the" beginning of the depression. 
The adaptations for which these tendencies called were not carried 
out, partly because the depression checked the incentive to 
invest new capital even for the purpose of adapting production 
to changing needs ; partly because tariffs were generally increased. 
Thus, for example, an extraordinary increase in import duties 
on cereals, and other measures designed to protect domestic 
prices, tended to maintain the existing forms of agricultural 
production. In the United States, Canada and many other 
countries, tariffs on manufactured goods were also raised. 

In such a situation, where maladjustments and instability were 
tending rather to grow than to diminish, a business-cycle recession 
set in. This recession was especially violent in the United States, 
where the preceding boom had been very pronounced. In other 
countries, where no real boom conditions had prevailed, it looked 
at first as if the recession would be relatively mild. However, 
the unstable world economic position which had in some ways 
already been s~riously shaken by the boom, was further disturbed 
by the recesswn. Hence the depressing tendencies increased 
in strength and number and gradually affected one country 
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after another. These tendencies were the combined result of 
the business-cycle recession in certain countries, the instability 
existing in 1928 and 1929 and the tendencies towards growing 
structural maladjustments noticeable in the same period. 

The actions and reactions of the various factors mentioned 
above need to be analysed a little further. The business recession 
in 1929, like all previous movements of a similar character, 
involved a reduction in the demand for raw materials and a 
decline in their prices. This decline was more rapid than it 
would otherwise have been, owing to the tendencies towards 
over-production, the weakness of many of the existing mono
polistic agreements and other circumstances which have been 
described in Chapter II B. For countries which concentrate 
on the production and export of raw materials, this price move
ment was of course a serious matter. The situation was aggrava
ted by the fact that the price of crude foodstuffs also fell as a 
result of an over-production of certain products such as wheat 
which was to some extent of a purely accidental character. 
Owing to the inelastic demand for foodstuffs, a very small excess 
production is likely to bring about a considerable drop in prices. 
The important factor in the movement of the prices of staple 
'foodstuffs in the short run was, however, not the inelasticity 
of consumers' demand, but the rapid contraction of the demand 
from merchants, whose stocks were falling in value. Owing 
to the slow decline of retail food prices and the relatively inelastic 
demand from consumers, the consumption did not to any 
considerable extent counteract the drop in prices caused by 
the contraction of the demand from dealers. On the contrary, 
the reduction in incomes would appear to have brought 
about a reduction in the demand for some of the more expensive 
foodstuffs. The drop in food prices was aggravated by the absence 
of any restriction of output. The individual farmer is una~le, 
by a reduction of his output, to influence the prices at which 
he sells. Hence, contrary to the policy pursued by manufacturers, 
he naturally tries to meet falling prices by producing more 
rather than by producing less. The frequent increase of import 
duties on foodstuffs in most food-importing countries strengthene~ 
this tendency to maintain and increase supply, and thus contn
buted to the drop in price on the world market. Further, for 
special reasons, the world supply of wheat increased irrespective 
of the movement of prices. 

It is quite possible that the prices of foodstuffs as a whole 
might have declined very little or only for a brief period had 
there been no general business depression. It is true that demand 
for most vegetable foodstuffs is relatively inelastic and that 
therefore a tendency towards over-production would in any case 
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have brought about a considerable tempor~ry slump in prices. 
As a decline in cereal prices, however, leads directly to a cheapen
ing of animal foodstuffs, the demand for the latter would ha~e 
grown. Moreover, people who are accustomed to spend a certam 
amount on food will buy more animal foodstuffs, when they get 
their usual supplies of bread and other :vegetable foods at lo~er 
cost. Hence a comparatively small shift from cereals to dmry 
farming might have been sufficien~ alm.ost to resto~e cer~al 
prices to the old relation to other pnces without rendermg dairy 
farming unprofitable. It may be, however, that pr~fita~le food 
prices could have b.een obtained only by a. reduction m total 
agricultural productiOn, brought about, possibly, by the trans
ference of part of the farming population to manufacturing 
industries. As the economic depression made such transfers 
and shifts almost impossible, and as it further restricted the 
demand for certain foodstuffs, a severe drop in food prices 
was inevitable. 

This simultaneous decline in the prices of raw materials and 
important crude foodstuffs could not but make the situation of 
countries largely dependent on the production and the export 
of such commodities very difficult. The value of their exports, 
which had been fairly well maintained up to the autumn of 
1929, was subject to a sudden and heavy reduction, as explained 
in Chapter V D. 

Such a sudden disturbance of international economic relations 
inevitably exercised a profound influence on conditions else
where. Unfortunately, a disturbance of another kind tended 
to have very much the same effect, and the combined influence 
of the two proved disastrous. This second disturbing factor was 
the sudden change in international capital movements. The 
world had adjusted itself to a continuous and, on the whole, 
a fairly steady movement of capital from certain wealthy coun
tries t? others, in Europe and elsewhere. Both these groups of 
countnes had developed their production in accordance with the 
conditions of demand which resulted from this flow of capital. 
In some of the borrowing countries, the inflow of foreign capital 
had been particularly large in 1927 and 1928 and had led to 
a boom in construction and other branches of economic activity. 
By the end of 1928 and in the first nine months of 1929 this 
situation was radically changed as a result of the Am~rican 
~oom. ~ranee als.o restricted her net exports of capital, and total 
u!-ternabonal capital movements declined substantially. For a 
time, however, debtor countries were able to make use of 
the considerable. floating assets which they had accumulated 
a~road, and their. tra~e balances were at first relatively little 
disturbed. The SituatiOn changed in the autumn of 1929 and 
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still more in the beginning of 1930, when the American export 
of capital, after a temporary increase, again fell off. There seems 
to have been no increase in French lending, and the state of 
the balance of payments of the United Kingdom compelled a 
reduction in British lending abroad ; thus, the net total inter
national movement of capital dropped to only a fraction of 
its normal proportions from the spring of 1930 onwards. 

About the same time the full effects of the drop in the prices 
of primary products on the trade balance of several important 
borrowing countries which were large producers of raw materials 
and crude-food products made themselves felt. The pressure 
on the balance of payments of these countries consequently 
became intense. A severe credit reduction became necessary 
and the value of imports declined. Further, the investment 
activity in these countries, so largely dependent on an inflow 
of foreign capital, fell to very small proportions. Largely as a 
result of these conditions, considerable quantities of staple 
commodities were thrown upon the market, thus intensifying 
the drop in their prices. 

But it was only after the summer of 1930 that the full effects 
of these changes in international capital movements on the 
economic life of countries dependent on primary industries 
made themselves felt. This fact confirms the experience that 
a brief interruption of long-term lending is not necessarily dan
gerous, as debtor countries can draw for a time upon reserves 
of foreign exchange and may be able to borrow on short term. 
A prolonged reduction of long-term lending, on the other hand, 
involves very serious consequences. History gives numerous 
examples of cases in which such changes in capital movements 
accompanied by a decline of export values have made it impos
sible for borrowing nations to keep their foreign exchange 
rates stable. Countries in which this happened recently were 
in most cases particularly sensitive owing to the existence of 
large foreign debts, involving a fixed charge in gold. Further, 
a lax financial policy during the boom period had in many 
cases seriously affected the State finances of these countries, 
as of many others. 

Largely as a result of economic and financial difficulties, 
conditions became unstable in a number of countries. The 
credit of such countries, in many cases already impaired by the 
decline in their export prices, further deteriorated. Confidence 
in their general stability was shaken ; long-term borrowing was 
rendered almost impossible and short-term borrowing extremely 
difficult. 

The effect of these developments on the lending nations 
and other manufacturing countries was also serious. Their 
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exports of manufactures to the impoverished countries depen
dent on primary products declined heavily and emplo_yment 
in their export industries fell off. To some extent this fall 
in their export trade was due to the increased duties and other 
impediments to the import of foodstuffs which they had them
selves imposed. This policy, which restricted the world market 
for these commodities, tended to depress their prices and thus 
to reduce the purchasing power of food-producing countries. 
The exports of manufacturing countries were naturally affected 
thereby and, owing to the losses involved, the volume of savings 
and both the ability and the willingness to lend abroad were 
reduced. Under these conditions, the chances of profit from 
new investment became small and the volume of new investment 
tended to decline. A striking characteristic of this interaction 
of international economic relations is that it tended to reduce 
the value of investment in lending and borrowing countries 
alike. As will be further explained in the next section, this 
has been one of the most important factors in driving down 
prices in the last two years. 

It was of course not only the trade between these groups 
of countries that was disturbed. The change in the relative 
prices of primary products and manufactured commodities 
also involved a dislocation of the domestic trade between different 
groups of producers. This was an important aspect of the second 
year of depression practically everywhere. As shown above, 
the decline in the purchasing power of the farming population 
was relatively small in 1929; in 1930, however, the situation 
was fundamentally changed and in most countries monetary 
purchasing power was reduced to about two-thirds of what 
it had been in 1928. According to an estimate by the United 
States Department of Agriculture, this happened also in the 
United States. The total value of the crops, on the basis of 
prices ruling on December 1st, was $8,600 million in 1928 and 
$8,700 million in 1929, and fell to $6,300 million in 1930. 
Although such figures do not give an exact measure of the 
changes in the purchasing power of farmers, they serve to show 
that their ability to buy commodities from other industries had 
been severely curtailed. 

Such a disturbance in the exchange of commodities between 
dif!erent groups of producers is, however, probably rather less 
s~nous ~hen these. producers live in the same country; the 
d~stress IS less localised and the credit mechanism less violently 
disturbed. However, as the domestic exchange of commodities 
~etween fa~ers and other classes of society has been of great 
Importance m almost all countries the consequences of this 
disturbance have been tremendous. ' 
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T~e effects of reduced borrowings made themselves felt 
also m E~ropean borrowing countries, such as Germany, that 
export chiefly manufactured commodities. But the strain on 
the balance of payments in such cases has been less severe, 
up to 1931 at any rate, as the value of their exports has been 
much better maintained. Borrowing on short term, ultimately 
for the purpose of meeting the service of foreign debts, combined 
in many cases with unemployment and social and political 
unrest, led to a further loss of confidence abroad. Short-term 
borrowing became increasingly difficult, and at critical times 
sudden withdrawals of foreign and domestic liquid funds took 
place. The drop in prices, although it has affected export values 
less than import values, has nevertheless aggravated the situation 
in these countries. 

The lack of confidence both within and between the various 
countries is, to a very large extent, both an effect and a cause 
of the unfavourable economic conditions. That the primary 
explanation of the depression cannot be psychological may be 
seen, for instance, from the fact that in the United States and 
elsewhere both business conditions and international credit 
transactions were stimulated by the optimism prevailing in the 
first months of 1930. Pessimism returned only when funda
mental economic tendencies towards a deepening of the depres
sion made themselves felt. Pessimism has of course also been 
due to political and social difficulties, but even these are partly 
the result of the economic and financial disturbances. 

The existence of surplus capacity and instability in manufac
turing industries and in shipping has exercised an influence on 
the world economic situation similar to that exercised by the 
instability in primary industries and in international financial 
relations. These factors have been partly responsible for the 
sudden curtailment of new investments, after the beginning of 
the depression, and the low level at which investment has since 
remained : they have thus tended to aggravate the depression. 
It is not improbable, however, that the extraordinary severity 
of the present depression is to a larger extent due to the factors 
mentioned above than to the maladjustments in manufacturing 
industries which were described in Chapter II. 

Another factor which has also tended to keep down invest
ment activity is the general feeling of uncertainty created by 
the rise of import duties. In Europe, contrary to a common 
impression, duties on manufactures have ~een kept on. t_he wh?le 
relatively stable, although the real weight of specific duties 
has grown as prices have declined ; but in important non-Euro
pean countries increases in tariffs on such goods have been both 
large and numerous. The lack of balance in international price 
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relations has also created difficulties in certain countries - for 
instance, Great Britain. In the United States, the wide use of 
instalment selling during the boom has probably had some 
depressing effect on sales of expensive and durable goods in the 
last two years. Conditions in India and China have also in general 
reacted unfavourably on the world economic position. It is not 
necessary, however, to mention once again these various factors, 
which have been examined in Chapters II and V. The way in 
which they have affected the present depression is clear enough. 
Like the other factors discussed in this chapter, they have served 
to intensify a business-cycle recession which would have occurred 
in any case, although it would otherwise have been less 
worldwide in character and might have been chiefly confined 
to the United States and some other countries in which the 
ground had been prepared by a boom. 

B. MONETARY FACTORS AND THE DECLINE OF THE WHOLESALE 

PRICE LEVEL, 1929-1931. 

State of the Capital Markets. 

In the analysis of the character of the depression in the 
preceding section, one aspect of the problem has been left out 
of account. A change in the distribution of purchasing power 
as between borrowing and lending nations or countries producing 
primary goods and manufacturing countries does not necessarily 
lead to a fall in the general wholesale price levels of commodities ; 
nor does partial over-production, as a rule, lead to a general 
decline of price levels. If the purchasing power of one country 
is reduced, and its demand falls off, other countries will have 
more purchasing power and their demand may rise. If too 
much of one commodity is produced, its price will of course 
drop but, as less money is then used to buy this commodity, 
more money is available for the purchase of other commodities 
and t~eir prices will tend to rise. That this happens in many 
cases 1s amply proved by experience. For instance, in the 
last two de~des before the war, rapid technical progress and 
severe mala_d]ustments occurred in many fields, with the result 
that the pnce~ of a large number of commodities were falling ; 
the general pnce level was nevertheless rising. Indeed, if the 
total of used purchasing power 1 in terms of money remains 

1 .~his term is ~ed as synonymous with" total amount of purchases of com~ 
modlhes and services ". 
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~onstant,. the price Ievell can drop only in proportion to an 
mcrease m the total supply of all commodities and services. 
~ fall in price ~eyond this point is dependent on a reduction 
m total purchasmg power used. Such a reduction often accom
panies severe maladjustments of a structural or business cycle 
character. It must therefore be ascertained under what condi
tions this reduction occurs and under what conditions purchasing 
power is maintained and used - in other words, what is the 
relation between the maladjustments in industry and trade 
and the lack of balance in the monetary system which takes 
the form of a decline in the total of used purchasing power and 
a drop in commodity prices. 

The turn of the business cycle, for whatever reasons it was 
caused, brought a reduction in the volume of investment in 
manufacturing countries. In borrowing countries, the fall 
in the influx of capital had already led to a restriction of invest
ments. Further, when the stock exchanges had broken, share
holders lost money and many of them were forced to use a part 
of their incomes to cover these losses. The reduced value of 
shares for use as collateral served to restrict the volume of new 
loans ; loans in the United States on securities by persons or 
institutions other than banks fell off substantially. Thus the 
contraction of the volume of credit, although it did not at first 
take the form of reduced bank credit, involved a contraction of 
purchasing power and the wholesale price level tended to fall. 

When the conditions of the capital market are balanced, 
the circulating capital which is made available in the process 
of pi;_oduction (for instance, amounts written off for depreciation 
of fixed assets) is again invested in production. In addition, 
that part of net income which is saved - i.e., which is not 
used to purchase consumers' goods - goes to buy producers' 
goods : in other words, is used for real investment. Whenever 
total investment is too small - whenever the whole of available 
circulating capital a)ld new savings are not used for actual 
investment- the total demand for commodities must necessarily 
fall short of the total value of output at previous prices and the 
wholesale price level tends to drop. 

Once the sharp decline of prices set in, such tendencies 
were aggravated by a " buyers' strike ". Business-men decided 
to postpone purchases until a later date, ~ith the result th!lt 
available money was not used but temporanly kept on deposit. 
The balance between savings and investment in the capital 
market was also disturbed by the fact that falling prices and a 

' The price level is here assumed to be measured by an index. number where 
the weights correspond to the quantities produced. 
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realisation of the existence of profound maladjustments made 
the prospects for new fixed investments in many cases un
promising. Thus the demand for capital was still further 
reduced. As the depression proceeded, the existence of surplus 
capacity, which had been concealed by the previous boom, 
became evident in many industries, and the demand for further 
investments fell off rapidly. 

Thus a lack of balance between available circulating capital 
plus new savings on the one hand and investments on the other 
caused the wholesale price level to move downwards. The 
reduction in purchasing power was reflected not so much in a 
reduction in note-circulation, or volume of bank credit which 
underwent only small changes, as in a reduced velocity of 
circulation. The exact manner in which the monetary mechanism 
worked is indeed of little consequence in the present connection. 
What matters is that the total purchasing power and its use 
was heavily reduced by the factors mentioned above. Great 
caution should be used in judging the significance of the small 
changes in the total volume of loans and investment by banks. 
At certain times credit transactions outside the banks play a 
large role. Further, bank credit may be used for other purposes 
than the purchase of commodities and services - e. g., securities. 
It is only the purchasing power used for the former purpose 
which has a direct influence on the price level 1• Thirdly, as 
already indicated, the velocity of circulation may vary. It 
is also important that, · once the depression had started, a 
considerable part of the outstanding bank advances became 
frozen, and in many cases banks financed new losses sustained 
by their clients in order to prevent them from becoming bankrupt. 
It is quite possible that credits used for this purpose may have 
had no influence on the demand for commodities and thus have 
exercised no check on the fall in prices. 

As demand for capital declined, interest rates naturally 
fell considerably (see Chapter V C above). Reductions in discount 
rates were accompanied by reductions in the open market rates. 
However, this cheapening of credit failed to stimulate demand 
to any considerable extent. 

It ~ll be observed that the decline in long-term money 
rates which are of fundamental importance for fixed investment 
was comparatively slow and insignificant in extent. From the 
third quarter of ~929 to the last quarter of 1930, they only 
fell by about a th1rd of 1 per cent in the United States and the 
United Kingdom, by less _than half of 1 per cent in Switzerland, 
but by almost 1 per cent m France. One reason why the decline 

• Compare footnote on page 223. 
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was so small is probably that investors had for many years 
been used to considerably higher returns on their capital than 
before the war and had come to regard this high level as natural 
and normal. Hence they were averse from accepting a lower 
yield and preferred to keep their money on short term in expec
tation of some more promising future opening. In the second 
place, the depression itself and the uncertain political conditions 
in a number of countries created a widespread feeling of pessimism. 
Money which would ordinarily have been invested directly in 
industry - e.g., through the purchases of shares or bonds -
was left on deposit. It is true that the total volume of deposits 
was in most countries changed very little, but there was a relative 
increase in time deposits in commercial banks in most countries. 
Thus, demand deposits which serve as circulating media were 
reduced as the volume of trading and the price level declined. 

The unwillingness of many capitalists to lend their money 
for investments at existing interest rates was of course also 
due to their feeling that conditions were insecure and risks 
great. A similar attitude on the part of entrepreneurs made 
them unwilling to borrow at existing rates for new investments. 
Thus investment declined. 

Conditions of course varied widely from country to country. 
In some there had been a very great over-expansion during the 
boom period and the surplus capacity in certain industries was 
considerable. In others boom conditions had scarcely been 
experienced and an effective large investment demand - e.g., 
for electrification and building -.still existed when the depression 
had started. In such countries, demand for capital for new 
investment was naturally better maintained than in those in 
which considerable surplus capacity existed, purchasing power 
contracted far less and the depression was less severe. 

The demand for capital for real investment is of course 
always subject to a considerable reduction when a business 
recession has started. But certain forms of investment have 
in some cases continued - e.g., road building, construction and 
electrification. Unfortunately, during the preceding years, the 
developments on these lines had been so great in a number of 
countries such, for instance, as the United States, that the 
potential demand, once the depression had started, was relatively 
small. In other countries, the reduction of long-term borrowing 
abroad brought about a sudden contracti?n of new. investment 
in these branches. The consequent rapid reduction of total 
investment is one factor which seems to be partly responsible 
for the disequilibrium on the capital. market and the heavy 
decline in prices as well as for the failure of any tendency to 
increased investment to appear in 1931. 

15 
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In order to check the decline in the volume of credit and 
bring down the long-term interest rates, Central Banks did not 
confine themselves to reducing discount rates. Certain of them 
and many commercial banks, invested directly in bonds, thus 
putting money at the disposal of business and easing the money 
markets. From October 1929 to March 1930, the Federal Reserve 
Banks increased their holdings of United States securities by 
$386 million. After the latter date, the increase was, however, 
relatively unimportant. 

The demand of borrowing countries for foreign capital was 
to a greater or lesser extent prevented from making itself felt 
on the capital markets of lending countries. Thus, to the 
reduction of the domestic demand for capital in the latter was 
added a reduction in the use of capital abroad. The result was 
that the disequilibrium of the capital markets was further accen
tuated and the decline in prices was aggravated. 

One other aspect of international finance should be mentioned 
in this connection. Just as within individual countries the 
preference for keeping money in a liquid form - e.g., bank 
deposits - instead of investing it has had a deflationary effect, 
so the growing tendency to keep large liquid claims on the 
leading money markets has strengthened the tendencies to a 
drop in prices. This remains true, even though a policy aimed 
at increasing gold reserves instead might have had similar or 
even worse effects. 

The fundamental causes, then, which have brought about the 
decline of the wholesale price level are obviously those which 
made for general instability and for sudden and considerable 
changes in the volume of investment, international capital 
movement, the exchange between manufacturing countries and 
other countries, etc. It was their effects which upset the equili
brium on the capital market 1• The monetary system has proved 
unable to adjust itself to these changes and to maintain balance 
through sufficient reductions in interest rates, the purchases of 
bonds by central banks, etc. This is no new development. A 
business recession always brings some disturbance of the balance 
but it has been extremely severe on this occasion owing to severity 
of t~e underlying fluctuations. In so far as these phenomena lay 
outside the monetary system, the causes of the price decline 
may be said to be due to non-monetary factors. On the other 
hand, it is conceivable that a greater flexibility in the mone
tary system could have kept the disequilibrium on the capital 

' In the ~lemorandum prepared for the French National Economic Council by 
Professor R1st (Journal Offictel, June 30th, 1931) a different interpretation of 
these event., 1s g1ven. 
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market within narrow proportions and thus mitigated the 
decline of the price level. This, however, is a question on 
which competent authorities disagree. 

The issue round which discussion has centred is to a large 
extent not whether the drop in prices is due to monetary and 
credit factors or production and trade factors, but to what 
extent the former could have been adjusted to the changes in 
the latter. 

Gold Movements and Their Influence on Credit Policy. 

There has been much discussion whether, and to what extent, 
the failure of the banking system to stimulate investment 
through more liberal credit policy was due to an insufficient gold 
supply or to a maldistribution of gold as between the different 
countries. 

In Chapter II E it was pointed out that, in 1928, the surplus 
of gold over and above legal requirements was considerable, but 
that the larger part of that gold was to be found in the United 
States. In 1929, both France and the United States, under 
the negative influence of reduced net export of capital, continued 
to import large sums of gold, as seen from the following table. 
In the United States, the tendency was interrupted in Octo
ber and November, but early in 1930 a new period of gold 
imports began. 

Table I. - Net Movements of Gold in Certain Cpunlries. 1 

Gold net imports ( +) or net exports (-) balance 
$ (OOO,OOO's) 

Year I U.S.A., U.K. France Ger- I Ar_gen-1 Brazil I Au~- Japan 
and quarter many hne t ralta 

1929 I + 98 f-- 7+ 2+ 3-21 + 2 - 6 -. 
II + 77 + 17 +132 -212 -58 - - 1 -

III +71 r--143 + 92 + 84 -29 + 1 -12 -. 
IV -70 + 59 +111 + 20 -60 r--1 -37 -. 

1930 I +120 + 56 + 38 + 57 - 1r-- 24 -71 r-- 88 
II +103 + 5 + 42 + 32 - r-- 37 -14 r-- 23 

III -37 r--11 +156 - 5 - 1 r-- 25 -30 f-- 12 
IV + 94 r-- 27 +224 - 84 -23 r-- 50 - 2r-- 26 

1 Source : Memorandum on International Trade and Balances of Payments, 
1927-1929, Vol. II. ' 



-228-

The French import of gold continued with only a brief inter
ruption in the spring of 1930. From the United Kingdom, on 
the other hand, where capital exports were maintained at a 
high figure, large quantities of gold left in the middle of 1929. 
Between October 1929 and April 1930 there was, however, a 
net inflow of gold. 

The large German borrowings during the years 1926-1928 
were accompanied by gold imports culminating in the second 
half of 1928 with the withdrawal of funds raised in the first 
half-year. A temporary weakness of the Reichsmark accom
panied by heavy gold exports occurred in April 1929, when the 
success of the reparation negotiations was endangered, arid again 
in the autumn of 1930 as a result of internal political complications 
Except in these months, the Reichsmark exchange was steady 
and gold entered the country. 

Other borrowing countries in Europe have not recorded large 
gold movements. A number of such countries in other continents, 
on the other hand, were compelled to export gold, in some cases 
to such an extent that their gold reserves were greatly depleted. 
Several have, as already mentioned, gone off the gold standard. 

The Argentine gold imports, after the restoration of the gold 
standard in the autumn of 1927, came to an end in the middle 
of 1928, when the gold peso went to a discount. The discount 
rose in 1929 and heavy gold exports took place. With the 
closing of the Conversion Office in December, gold exports 
were discontinued and the currency depreciated. The fluc
tuations of the milreis exchange have roughly corresponded 
with those of the peso ; but there was no considerable outward 
movement of gold from Brazil until1930. The Brazilian currency, 
it should be remembered, has not been on a true gold basis 
during any part of the period under review. Australia went 
off the effective gold standard early in 1930. In Japan, the 
embargo on gold exports was lifted in January 1930. Heavy 
gold exports immediately too~ place and continued during the 
greater part of the year, while the yen recovered steadily in 
yalue. The increase in the gold stock of the Bank of England 
m 1930 came largely from these countries, which had to give 
up the gold standard or a policy of stable foreign exchange. 

As a result of these movements, the gold in excess of legal 
requirements was still more concentrated to the United States 
and France. The position in the summer of 1931 is seen in the 
following table : 
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Table II. - Surplus 1 Gold in Certain Countries. 
(In millions of dollars.) 

June 1930 June 1931 
Argentine. 65 
Australia 71 
France . 520 831 
Germany 292 34 
Spain . 146 57 
United Kingdom. 269 336 
U.S.A .... 1,967 2,245 

Total • • • 3,330 

These changes in the distribution are of course the outcome 
of the changes in the balance of payments, themselves largely 
due to the contraction of capital movements and the inelasticity 
of the demand for a number of the crude products of agricultural 
and raw-material-exporting countries, which prevented the 
quantity of their goods purchased from increasing as prices 
fell. The consequent gold movements have necessarily limited 
the freedom of action of all Central Banks possessing little gold 
in excess of minimum requirements. A more liberal credit 
policy than that which has been actually pursued by Central 
Banks with little excess gold would have been possible only if 
the balances of payments in their countries had been in a different 
position- e.g., if other countries had been able to increase their 
net capital exports or to let in more commodities from abroad. 
The gold situation and the limits it has imposed on credit policy 
is only an expression of the fundamental factors which govern 
the balances of payments. It may be added, however, that, 
in the opinion of some writers, had the available supplies of 
gold been larger than was actually the case, the influence of 
strains on the balances of payments and consequent gold 
movements in the last two years might have been attenuated. 

In this connection, the following passage from the second 
interim report of the Gold Delegation of the Financial Committee 
of the League of Nations is of special interest : 

. . . " There is a growing risk of disturbance by fluctua
tions in the invisible items of the balance of international 
payments, while the inelasticity of the visible trade is increased, 
not only by barriers of one kind or another impeding the 

1 The term surplus is here used in the same special sense as in Chapter II 
- i.e., the surplus over the absolute legal minimum required. In fact of course 
some surplus must always be maintained. 
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international exchange of goods and services, but also by 
the inelasticity of wages. There has thus been a tendency 
in recent years for gold movements to be caused rather by 
such movements of funds than by normal changes in the 
volume of exports and imports. Capital can. only be ~ra~s- . 
ferred in the form of goods or gold or claims to ex1stmg 
wealth, and when capital transfers are made with such 
rapidity as to allow insufficient time for their ultimate effect 
on the volume of the imports or exports of goods to make 
itself felt, a disequilibrium of the total balance of payments 
is likely to be caused which will give rise to gold movements. 
What is necessary for the normal working of the gold standard 
is that there should be a smooth flow frotn tountry to country 
alike of goods, services and securities. Only then can short
term capital perform its properfunction of allowing temporary 
accommodation in such a way as to lessen and not occasion 
gold transfers. 

" The sensitiveness of liquid capital, however, has been 
due not so much to its magnitude as to the unstable economic 
and political conditions to which we made allusion in our 
introductory remarks. There has been an inevitable flight 
of capital from countries in which currencies have been 
inflated and a repatriation after stabilisation was achieved. 
Capital has moved on account of political uneasiness from 
those parts of the world where the need for it was greatest 
to countries where there was already an excess of funds. 
It has been attracted not simply by the real needs of business, 
but by chance of quick profits from Stock Exchange specu
lation. Simultaneously, the normal flow of goods has been 
impeded by sudden changes in Customs tariffs, by the impo
sition of prohibitions, and by the innumerable measures 
which Governments (or industrial combines) have taken to 
shelter domestic markets against external competition. " 

Was there a Secular Downward Trend of Prices after the War ? 

. The sequence o~ events described above has been variously 
mterpreted. Certam well-known economists believe that the 
drop in wh~lesale prices in the course of the last two years has 
be~ome so v10le~t partly because the tendency towards a declining 
pnce level, which always characterises a business depression, 
has b~en ~t~engthened by a long downward trend of prices. 
In their op1mon, the world has, since the war been on the down
ward grade of a long-price trend of the same' kind as that which 
~asted from the middle of the 'fifties to the middle of the 'nineties 
m the last century. · 
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From about 1875 to 1895 there was an almost unbroken 
downward trend which had been preceded by and was followed 
by an equally pronounced upward swing. The existence of 
such long-wave movements of prices is of course beyond discussion, 
although authorities disagree as to their causes. The most 
common explanation of the fluctuations which took place between 
the middle of last century and 1913 is that they were related to 
changes in gold supply and the influence of those changes on 
the volume of credit. 

The decline of the wholesale price level from 1920 to 1931 
has been even greater than that towards the end of last century. 
However, the fact that prices have now reached a much lower 
level than eleven years ago does not prove that there has been 
a downward trend as the result of factors at work during the 
whole period. The price level may have dropped for different 
reasons immediately after the war and during the present 
depression, while none of the factors then at work were operative 
in the intermediate period. If that is the case, then the account 
given above of the causes of the price movement in the last two 
years need not be supplemented by reference to forces making 
for a long-time downward trend. 

Owing to the complexity of the influences at work, it is 
indeed difficult to prove that the actual course of prices during 
the years 1920-1922 was determined by forces other than those 
which naturally arose from the liquidation of war economy and of 
immediate post-war extravagances. During the seven following 
years there was, as already described, only a very small decline in 
prices, which reflected the rapidly rising productivity of industry. 
Though technicarprogress continued after 1929, it can obviously 
not have been a large factor in the much greater and more rapid 
drop in prices during the present depression. Thus it is difficult 
to isolate forces working during the whole post-war period and 
causing a long downward price wave, forces which could partly 
explain the development of the last two years. 

Certain economists lean towards the view that the failure of 
prices to rise during the boom is responsible for a part of the 
present decline. In other words, had prices been on a higher 
level in 1928, it is argued that they would not have come down 
to quite so low in 1931. On the other hand, it must not be 
overlooked that a rise in prices up to the summer of 1929 might 
have greatly intensified the business boom, and have set up 
such severe maladjustments in industry, particularly with regard 
to new investment, that the following depression would have 
been even more serious. Thus, the tendency towards falling 
prices might have been strengthened and prices might have 
declined even lower than they have actually done. 



-232-

It is important to note these vari?us arguments: Where 
the truth lies it is probably n?t P?Ssible to asc.erta.m to-day 
because the relatively short penod smce the termmatlon of the 
war has been so much affected by temporary and exceptional 
forces of quite unusual power. 

C. RECESSION TENDENCIES IN DIFFERENT COUNTRIES. 

In previous chapters scattered remarks have been made 
regarding the situation in different countries during various 
stages of the depression. It may be convenient to deal with 
this question here in a more direct manner. 

It is important to bear in mind that different parts of a 
single country may be as variously affected as different countries. 
Conditions in agricultural districts differ markedly from those 
in manufacturing regions in the same country, and many 
manufacturing districts are much harder hit than others for 
a variety of. reasons. For instance, the industries in northern 
England and Scotland, which are more dependent on external 
markets, have suffered much more than the industries in 
southern England, which work largely for the home market. 
The existence of important differences of this kind within the 
individual countries considered should be kept in mind in the 
following discussion. 

It is unfortunately, impossible to measure directly the 
relative severity of the depression in various countries - for 
instance, by figures for the percentage reduction of the national 
income - as direct data of this kind are not available. It is only 
possible to draw somewhat tentative conclusions from informa
tion regarding production, trade, prices, unemployment, etc. 

From a study of past periods of economic fluctuations it 
would appear that, the more violent the upward swing of the 
cyclical wave, the steeper and deeper the subsequent downward 
tendency. This phenomenon has also been observed in the 
period under con~ideration. In countries which enjoyed a 
pron~unced boom 1n 1928 and 1929, a relatively severe slump 
has smce been exl?erienced .. The maladjustments set up during 
the years of rapid expansiOn have been more serious than 
elsewhe~e and have called for subsequent liquidation and 
adaptation of a more profound character. This is certainly 
one reason why t~e slu~p in the United States has been so rapid 
and severe. It ~~ p~ssible that the development in Germany 
from the re~rgamsatwn of the currency in 1924 up to the end 
of 1927, wh1ch was characterised by rising wages and retail 
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prices and by a rapid rationalisation and increase of productive 
capacity in manufacturing industries, also produced a lack 
of balance which called for subsequent adjustment, although 
the liquidation period was somewhat delayed by the good 
business conditions abroad in 1928 and the first half of 1929. 
On the other hand in Great Britain and many other countries, 
the absence of real boom tendencies during the last years before 
the depression partly explain why the percentage reduction in 
industrial activity and in consumption has been comparatively 
slight. It should be observed, however, that a small reduction 
under such circumstances may involve a depression as severe 
as in another country, in which the reduction from an excep
tionally high boom level has been much greater. 

The character of the basic industries of a country largely 
determines the nature of the depression in that country. 
Industries producing primary products, either crude foodstuffs 
or industrial raw materials, have been specially hard hit and, 
hence, countries in which they play a large role have suffered 
more than others. Abundant evidence has been given above 
to show that they have been far more seriously affected than 
manufacturing countries. It is true that the majority of the 
latter have much more unemployment, but for several reasons 
it is impossible to judge the relative severity of the depression 
in different countries from unemployment figures, even if they 
were much more complete and reliable than they are. 

For instance, in two countries which have suffered a similar 
reduction in the demand for their manufactured products, 
unemployment may be very different if the mobility of labour 
is greater in one than in the other. In some countries, for 
instance Japan and certain South-Eastern European countries, 
unemployed industrial workers have to a large extent returned 
to the farms and, although their addition to the output of 
agricultural products is probably small, they do not appear 
in the unemployment statistics. Secondly, a reduction of 
farm incomes to half the previous level, which has taken place 
in some cereal-exporting countries, is more serious than an 
increase of ten to twenty per cent in the unemployment among 
workers in manufacturing industries, even though from a 
sociological point of view the existence of widespread unem
ployment is one of the most tragic aspects of the present situation. 
It would indeed be a serious mistake to treat the present 
depression as only, or even principally, an unemployment 
crisis. 

The terms on which countries producing primary products 
and manufacturing nations exchange their products have, as 
shown above, moved very much to the advantage of the latter. 
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This can be regarded as further evidence that they have suffered 
less. 

The different primary industries and the different manufactur
ing industries have of course been very variously affected, as 
has been indicated above in some detail. Rubber, wool, hides, 
wheat and coffee have dropped much more in price than other 
important primary products. This is one reason why British 
Malaya, Java, Australia, the Argentine, Canada and Brazil 
belong to the group of countries whicn have been specially hard 
hit in the last two years. Similar differences exist between the 
various semi-manufactured and finished commodities. Countries 
which are much dependent on the export of cotton and wool 
textiles have suffered more than those with a large export of 
electrical equipment, pulp and paper. It is also noticeable that 
animal-exporting countries, such as Denmark, the Irish Free 
State and New Zealand, have been in a relatively favoured 
position, at all events up to the beginning of 1931, owing to the 
fact that until that time the percentage decline in the prices 
of animal foodstuffs was no greater than that of maize and 
oilcake. 

Some economists attach great importance to a consideration 
of a third type. It is natural, they argue, that countries in which 
a balance between the different industries exists - for instance 
between agriculture and manufactures - are able to resist 
better than others the disturbing effects of a worldwide depression. 
In so general a form the validity of this statement is doubtful. 
It is difficult to see how one relationship between the various 
industries should be more natural or ensure greater stability 
than another. Obviously, however, countries depending only 
on one or a small number of industries suffer to an exceptional 
degree if their industry or industries happen to be severely 
depressed. Such has been the case of a great number of countries 
in Latin America and Africa. On the other hand, conditions 
have been favourable in certain countries with specialised indus
tries which have been relatively little affected. The majority 
of European States have a varied economic life. Such countries 
have reached a degree of self-sufficiency ·as a result of which 
disturbances in the outside world, acting on their foreign trade, 
affect them relatively little. During the present depression, 
the prices of commodities entering into international trade have 
in general fallen considerably more than hilVe those of goods 
produced for the home market only. Hence countries for which 
foreign trade is of great importance, such as Great Britain and 
!""ost extra-European countries with a specialised type of 
mdustry, felt the effects of the slump more quickly and more 
acutely than most others. For Japan, the sale of silk to the United 
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States is of very great importance. As a result of the huge 
growth in consumption in the latter country during the last 
decade, the output in Japan was doubled and was expanding 
rapidly when the depression suddenly cut down the American 
demand. As the Japanese farmers could not readily reduce 
their output, prices dropped very low with grave consequences 
for the whole economy of the country. On the other hand, 
France, for instance, where foreign trade plays a relatively 
small role, has long been very little affected by the disturbances 
in economic conditions elsewhere. 

The following table shows the percentage reductions of 
the value of exports in 1930 compared with 1929 in the ten 
countries in which the greatest reduction has been recorded. 1 

They are all countries which have suffered severely from the 
depression, to a large extent certainly as a result of the fall 
in the foreign demand for their export goods. On the other 
hand, most of the countries which have reduced their export 
values by only 10-15 per cent have fared relatively well. 

Table I I I. - Percentage Reduction of the \' alue of Export Trade 
in Certain Countries. 2 

Country 

· Chile 3 • • 

Egypt .. 
Argentine .. 
Japan ... 

(from 1929 to 1930.) 

Union of South Africa 
Brazil ' . . . . 
British Malaya ' 
U.S. A. 
Australia' 
Canada . 

Fall in '/, 

- 42.1 
- 38.5 
- 35.6 
-31.9 
-30.7 
- 30.6 
-28.9 
- 26.7 
-26.3 
-25.1 

These considerations apply of course only in cases where 
the original disturbances have come from outside. In the United 
States where the disturbing cause - a violent boom followed 
by a ;ecession - was to be found within the country, the crisis 

• Figures for 1930 for a number of small countries, many of which have suffered 
acutely, are not yet available. Were statistics available for all countries, the 
composition of this table might be slightly altered. . 

• Source: League of Nation•: Memorandum on lnlernatwnal Trade and Balances 
of Payments, 1927-1929, Vol. Ill., page 9. 

• Excluding ships' stores. 
• General trade. 
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has been severe even though its foreign trade is of such relatively 
small importance to the whole economy of this country and the 
effect of a reduced foreign demand for American goods relatively 
slight. Of course, in the same way, the relatively small importance 
of the American market to the majority of the other countries 
tended to protect these countries from the effects of the depression 
in the United States. These effects have, however, unfortunately 
been felt through other channels than trade in commodities -
namely, through financial factors. 

It is noticeable that amongst the countries which have most 
successfully resisted the repercussions of the depression are the 
small group of low-tariff countries in Europe -Belgium, Holland 
and Scandinavian countries whose domestic markets are 
the least sheltered against the varying forces of international 
competition. 

Of great importance for the position of each individual country 
has naturally been the situation of its chief customers. Countries 
selling largely to others which have been seriously affected have 
tended to suffer, while those whose customers have enjoyed 
favourable conditions have in general been able better to maintain 
their economic activity. It has been shown in the last chapter 
that manufacturing countries which sell largely in the European 
markets have on the whole resisted better than those exporting 
chiefly to other continents. 

In this connection it may be mentioned that the tariff increases 
which have occurred in recent years, and which have been 
especially important in the case of cereals in Europe and manu
factured goods in North America, have exercised a very profound 
influence on the exports of certain countries. 

A somewhat different question may now be considered. 
As already described in some detail, borrowing countries have 
been adversely affected by the reduction of international capital 
movements. The interest level in these countries has been moved 
upwards, or a declining tendency counteracted, and a sudden 
restriction of investment activities has been necessary. In 
capital-exporting countries, on the other hand, the decline in 
rates of interest has been intensified. It is a special feature 
of this development that the balance of payments of the former 
countries has tended in a negative direction and that credit 
restrictions have, therefore, been necessary. In some of the 
lending countries, on the other hand, the balance of payments 
has te~ded in a positive direction and, consequently, the reserves 
of fore1gn exchange and g_old ~ave grown, thus counteracting the 
tendency towards a dechne m the volume of credit. On the 
whole a tendency towards a positive balance of payments during 
times of depression is favourable to the country concerned, 
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although the extent to which it affects credit conditions in the 
way just indicated depends on the domestic credit policy pursued. 

Such a tendency towards a positive balance may of course 
be caused by circumstances other than a reduction of lending 
abroad. The existence of relatively low price and wage levels 
in terms of gold, for instance, after currency stabilisation, exer
cises an influence in that direction until price conditions have 
become assimilated to those in other countries. Such has been 
the case in France and Belgium. It has already been pointed 
out above that this is one reason why the foreign exchange and 
gold reserves of France have been growing. Secondly, a special 
expansion in the export industries just before the depression 
may tend to increase exports more than imports, as was the 
case in the years 1927-1929 in Sweden, and this may exercise a 
similar influence on the foreign exchange reserves. Owing to 
the fact that the British price and wage levels in terms of gold 
have been relatively high, the position of Great Britain has been 
quite different. . 

The existence of relatively low retail prices and wages has 
had a stimulating effect on conditions in France and Belgium 
for yet another reason. The upward adjustment of those values 
has had a stimulating effect similar to that produced by a mild 
inflation. In such circumstances, the arrival of a depression may 
check the upward movement of prices while these are still at 
a relatively low level compared with other countries and thus 
create favourable competitive conditions. On the other hand, 
some recession must be expected when a credit expansion ceases, 
as was the case in Hungary towards 1929. This may have been 
an aggravating factor in the Hungarian situation. 

In certain countries the currency has depreciated considerably 
in value, and the reduction of the price level has thus been kept 
within more narrow limits than elsewhere. This no doubt has 
tended to mitigate the depression in Spain and perhaps in 
some countries outside Europe. On the other hand, monetary 
conditions ofthis sort have tended to reduce foreign confidence, to 
check the inflow of foreign capital and to exercise an unfavourable 
influence in certain other respects. 

Another factor is closely connected with the more or less 
intense business activity prevailing during the years before the 
depression. In some countries the need of further investment 
in houses, roads, electrification, etc., was comparatively small 
when the depression arrived, as such investment had been very 
large in the preceding years. Such was the case, for instance, 
in the United States. In Germany also, capital investments in 
manufacturing industries up t? 1928 ha~ been consider~ble .and 
capacity had been so much mcreased m almost all directions 
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that the need for new investment at existing interest levels was 
largely met ; although the situation with regard to houses and 
roads was probably different from that in the United States. 
In Germany, however, the restriction of the supply of foreign 
capital led to a sudden reduction of investment irrespective of 
the conditions of demand. In France, on the other hand, the 
devastations of the war had created a great need for investment 
during the years immediately following 1918. Later on, monetary 
difficulties and other circumstances restricted investment activity, 
and the potential demand for such investments in 1929 was 
consequently great. This has tended. to maintain the volume 
of investment all through 1930 and even in 1931 in spite of 
the counteracting forces set in motion by the depression, as 
may be seen from the figures for production and imports of 
manufacturers' equipment. In other words, the existence of a 
need for investment tended to mitigate the depression in France. 
This was also the case in a number of other countries where, 
as described in the last chapter, construction had been restricted 
for a variety of reasons in the preceding years. Further, in many 
countries, in the production of motor-cars and road building a 
temporary saturation point had not been so nearly reached as 
in the United States, and investment in motor-cars and roads 
continued to expand. 

Finally, the flexibility and adaptability of the economic 
systems of the various countries have differed greatly. In some, 
the flexibility both of prices and wages, the mobility of labour, 
and the adaptability of manufacturers and farmers have all 
proved greater than in others. The extent to which their economic 
life has been affected by the disturbing influences of the .world 
crisis has- of course varied accordingly. This question will be 
further discussed in the last section of this chapter. 

The order in which the individual countries have felt the 
depression may now be examined. On this subject also numerous 
observations have been made in previous chapters. These may 
be briefly summarised as follows : 

In a number of countries, a severe recession was experienced 
in the latter half of 1929 ; in others in spite of the violent fall of 
the stock exchanges, the drop in world market prices etc. -
the declil!-e in p~oduction only began in 1930. The form'er group 
of countnes has Ill general played the more active role in spreading 
the depression .. This grou.p comprises three types of country : 
(1) manufacturmg countnes such as the United States and 
Germany, where for domestic reasons an investment boom was 
succeeded by a recession ; ~2) the countries producing vegetable 
foodstuffs, where tendencies towards over-production under 
the financial conditions existing in the autumn of 1929, brought 
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about a rapid decline in the prices of foodstuffs : as typical 
examples may be mentioned Australia, the Argentine, Brazil, 
Canada, some Balkan countries and Hungary ; (3) countries 
producing raw materials, where a similar price movement was 
called forth by the reduction in demand for raw materials which 
accompanied the downward turn of the business cycle, and 
perhaps also by certain tendencies towards over-production. 
Among such countries were Bolivia, British Malaya, Chile, 
Finland and Peru. Some countries might be placed under both 
the second and third headings. This is true, for instance, of 
Australia, India, the Central American countries and large 
parts of Africa, Asia, Oceania and South America. 

The reasons why the depression in these countries has become 
so severe has been touched upon in the present and preceding 
sections of this chapter. Other countries occupying a more 
secondary position were unable to withstand the forces at work, 
and were dragged into the depression one after another. Some 
of these, such as Great Britain and Japan, were peculiarly 
sensitive ; others, like France and Scandinavia, showed greater 
powers of resistance. Even in the latter group of countries, 
however, the crisis in the summer of 1931 was severe. 

Uniformity in business_ conditions such as prevailed in the 
summer of 1931 is a rare phenomenon, as mentioned in Chapter I II. 
It was not so complete even during the post-war crisis in 1920-
1922, and far less pronounced during the major trade fluctuations 
before the war. The explanation of this recent uniformity is 
probably that the forces making for business depression have 
been unusually numerous and strong, while the power of resistance 
has been relatively weak, owing to the tendencies making for 
instability in the world economic position in the years preceding 
the depression, to which reference was made in Chapter II. 
Further, for a variety of reasons the world is much more an 
economic unit than it was before the war or during the post-war 
period of disorganisation. 

On the whole the second group of countries, which came into 
the depression late, suffered little during 1930. Towards the end 
of that year, however, and in 1931, the rate at which the slump 
was proceeding in these countries does not seem to have been 
lower than elsewhere. 

An attempt has been made in Chart 32 to illustrate some of the 
fundamental relationships between the various countries with 
regard to the spread of the present depression. Countries falling 
under the three first headings may be called " foyers de crise ". 
Some countries can just as well be put in one group as in another 
and have, therefore, not be enmentioned at all on the graph- e.g., 
South Africa, Portugal, Turkey and the Central American States. 
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Chart 32. 

RECESSION TENDENCIES IN DIFFERENT COUNTRIES. 

1 2 3 

Crisis . in food 
production 

Crisis in raw
material production 

Original recession 
in manufacturing 

industries 

Argentine 
Australia 

Bolivia Germany 
United States 

Balkan countries 
Brazil 

British Malaya 
Chile 
Egypt 

Canada 
Columbia 
Cuba 
Hungary 

Equador 
Finland 
India 
Mexico 
Netherlands Indies 
New Zealand 
Paraguay 
Peru 
Uruguay 
Venezuela 

Falling demand and 
prices on the world markets 

Countries sensitive 
to foreign conditions, 
especially those in 1-3 

Austria 
Czechoslovakia 
Greece 
Japan 
Poland 
United Kingdom 

Countries less 
sensitive or selling 
much in Europe 

Baltic countries 
·Belgium 
Denmark 
France 
Italy 
Irish Free State 
Netherlands 
Norway 
Russia 
Spain 
Sweden 
Switzerland 
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Russia. 

. The posit~on of Russi~ has been peculiar. The radical change 
m the Russian economic system has rendered this country 
relatively independent of conditions abroad. The absolute level 
of production costs and prices in terms of gold in Russia, as 
compared with those in other countries, need have no influence 
on her foreign trade. Reductions in world market prices, if 
they affect all goods uniformly, naturally do not affect the 
terms on which Russia trades with the world. If she sells at 
declining prices it matters little so long as she can buy at prices 
which drop as much. Only to the extent that the goods she 
imports - chiefly manufactured cmomodities - have dropped 
less in price than the goods she sells - chiefly wheat, oil, skins 
and furs, timber and wooden goods - .has she been adversely 
affected by conditions in other countries. While it is obvious 
that Russia under the present economic system is less sensitive 
to trade fluctuations elsewhere than she used to be, it should 
be kept in mind that, .owing to the preponderance of agriculture, 
business conditions in Russia were relatively little affected 
by conditions abroad even before the war. (See Chapter VII.) 

As already mentioned, the increase in Russia's foreign trade 
in the last two years has had a double influence on economic 
conditions elsewhere. On the one hand, her reduced imports 
of raw materials and increased exports of certain foodstuffs and 
crude materials have intensified the slump in the price of these 
commodities. On the other hand, her large purchase of machinery 
and other manufactured goods has tended to maintain produc
tion in certain industries in other countries. While it is clear 
that the favourable and unfavourable effects of this increase in 
Russian trade have been very unevenly divided between different 
countries, it is difficult to estimate the effect which, on balance, 
this change has had on the depression in the world as a whole. 

China. 
The position of China, like that of Russia, has been of a 

somewhat special character. China is the only important country 
on a real silver standard, and the spectacular drop in the price 
of this metal has had a serious effect on her international economic 
relations. 

The trend of silver prices has been downward for the last 
sixty years. While at the beginning of the last century. the ratio 
of the price of silver to gold was about 1 : 15 and remamed very 
stable up to the 'seventies, it moved rapidly against silver when 
a number of countries went over to the gold standard in the 
course of that decade. By the end of the century, the ratio was 

16 
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about 1 : 33 and, by 1913, 1 : 37. This movement was interrupted 
during the war with the decline. in the _value ?f gold and the 
active European demand for sliver with which to pay for 
goods supplied by the Eastern countries. By 1920, the ratio 
to gold was 1 : 15. In the following years, however, silver prices 
dropped almost without interruption and the downward move
ment was intensified. In February 1931, the price of silver was 
about one seventh of that ruling eleven years before and its 
ratio to gold approximately 1 : 77. 

Chart 33 shows the index of silver prices in London since 1924 
as compared with the index of wholesale prices in the United 
Kingdom. 

To explain this dramatic fall in silver prices it is necessary 
to study the conditions of supply of and demand for silver. 
First, it should be noted that the volume of production has 
increased considerably since pre-war days. While in 1913 and 
in 1920-1922 the annual production of the metal was approxi
mately six million kg., it has fluctuated around eight million 
kg. since 1926. Between 70 and 80 per cent of the total silver 
produced is a by-product of other metals (lead, copper, zinc, 
gold). This naturally makes the supply rather inelastic - i.e., 
little sensitive to changes in silver prices. A second source of 
supply in recent years has been the sale of old silver coins by 
countries which have abandoned the silver standard or reduced 
the quantities of silver in circulation. During the past four 
years such sales of old coins amounted to about 22 per cent of 
the silver mined. 

This increased supply has been met by a falling demand, 
as the use of silver as money was reduced when India, Persia, 
Indo-Chine, Siam and other governments replaced silver 
coins by metal or lowered their silver content. Further, India 
has been replacing. token rupees by notes. Further, the use 
of silver in the arts has proved to be inelastic. It was affected 
unfavourably by the competition of many new alloys and by 
a declining popularity of silver in jewellery. 

~ese circumstance~ go a long way towards explaining the 
drop m the value of silver. It affected the economy of China 
in a double fashion. Depreciation of the stocks of silver involved 
certain direct losses for their owners ; this of course was felt 
by British India and some other oriental countries in' the same 
way. 1!1 the short run, however, it had little effect upon their 
~urchasmg power, ~s most of the private stocks consisted of 
Silver or~aments, SI_lverware and jewellery, which, although 
representmg past savmgs, have probably a far greater sentimental 
than market value and are not likely to be offered for sale except 
under the pressure of penury.· 
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Chart 33. 

WHOLESALE PRICES IN THE UNITED KINGDOM AND PRICE OF SILVER. 
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Secondly, the drop in silver was accompani~d by a decline 
in the Chinese exchange ; in other words, the Chmese tael dep~e
ciated in comparison with gold. The tendency of the pnce 
level, which had risen very little during the war, was clearly 
upwards, as may be seen from the table below. 

Table IV. - Wholesale Price Index in North China. 1 

1926 100 
1927 103 
1928 108 
1929 111 
1930 116 
1931 123 
(1st half) 

This rise in prices exercised a stimulating influence on industry 
and trade. In spite of grave political disturbances, international 
trade, although irregular, was well maintained up to 1929. 

Table V. - Index of Imports and Exports. 
(in gold value : 1913--:- 100.) 

Imports Exports 

1913. ' 100 100 
1926. 203 220 
1927. -167 -212 
192S. 201 233 
1929. -192 -216 

After the beginning of the world depression, the decline in 
the price of silver was accelerated and the Chinese exchange 
rates fell. This decline was no longer accompanied as in the 
preceding years by a corresponding rise in commodity prices. 
Wholesale prices continued to rise, it is true, while prices on the 
world market in terms of gold fell. The relative rise in Chinese 
prices, however, fell much short of the rise in the foreign exchanges, 
as may be seen from Chart 34. 

This sluggish ·movement of commodity prices in China, 
which in the interior of the country was almost certainly more 
pronounced than the chart indicates, made prices on the world 
market relatively high in Chinese currency. This was very 
much the same phenomenon as oecurFed in a number of countries 

1 Nankai Weekly Statistical Service, Nankai University, Tientsin. 



-245-

Chart 34. 

RATIO BETWEEN WHOLESALE PRICES IN NORTH CHINA AND THE 

UNITED KINGDOM, RATIO BETWEEN THE PRICE OF STLVRR AND 
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with depreciating paper currencies during and after the war. 
Naturally, the effect of such a development was to stimulate 
exports and reduce imports. At the same time, the general 
rise of the price level tended to mitigate the influence of the 
world depression on Chinese economic conditions, and · thus 
tended to maintain a larger volume of external trade than 
would otherwise have been possible - i.e., to offset in part the 
factors making for decline. 

The value of Chinese exports in terms of gold seems to have 
dropped by a little more than one-third in 1930, while imports 
declined by about one-fourth. In view of the fact that China 
exports chiefly raw materials, the prices of which have declined 
more than those of her imports, it is difficult to say whether 
the volume of exports or of imports has declined the more. In 
any case, the Chinese trade figures have altered in very much 
the same way as those of many other exporters of primary 
products, and the influence of the monetary factors mentioned 
above cannot have been great in 1930. Whatever restrictive 
influence ·on the Chinese imports of foreign commodities they 
may have had has been due, not to the drop in silver as such, 
but to the failure of domestic prices to rise equivalently. Chinese 
foreign trade is only 2% per cent of total world trade, and the 
small reduction - if, indeed there was a reduction - of China's 
imports owing to the drop in the price of silver can scarcely 
have proved a factor of any major importance operating towards 
an intensification of the world depression. In this connection, 
it may be observed that the exports of Japan and the United 
States to China have fallen off by about the same percentage 
as their exports to other countries. The decrease in the 
exports to China from the United Kingdom, however, was 
considerably larger. On the other hand, it is probable that certain 
countries, such as India, the exports of which compete to some 
extent with Chinese goods on the world's markets, have been 
adversely affected by the depreciation of silver. 

D. RELATIVE· CHANGES IN PRODUCERs' AND CoNsUMERS' 

INDUSTRIES. 

Changes in business conditions are always to some extent due 
to a lac~. of balan~ between production and consumption of 
commodities or services. There is a widespread popular belief 
that a lack of balance of a very simple sort d,eveloped during 
the years before 1929 and led to the present depression. The 
argument is as follows : 
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The capacity for production outran the capacity for consump
tion and thus it became impossible to sell the goods produced 
at profi_table pric~s. Hence the only real remedy is to reduce 
prod'!-chve capacity - e.g., through a shortening of the 
workmg day. It is not difficult to show that this opinion is 
not well founded. While the demand for certain commodities, 
such as wheat, may be strictly limited, the ability to consume 
goods in general is practically unlimited. 

Others hold the view that a lack of balance developed between 
supply and demand, not for goods in general, but for certain 
classes of goods. During the years before 1929, it is argued, 
productive capacity increased too much in certain industries· 
and too little in others. That this should happen to some extent 
is inevitable, as production is planned to satisfy a future demand 
which cannot be accurately forecast. Too much capital and 
labour was drawn to certain industries in which consequently 
capacity could not be fully utilised. This reduced total output 
and total national income and thus to a greater or less extent 
the demand for all commodities. As a result, surplus capacity 
eve!ltually appeared in other industries also. One reason why 
too much capital went into certain channels was that the effect 
of rationalisation on productive capacity only became evident 
some years after the majority of manufacturers had begun to 
rationalise their plant and organisations. Thus not long before 
the outbreak of the depression it became apparent that the 
productive capacity of certain important industries had been 
much increased in a number of countries owing to the policy of 
rationalisation pursued simultaneously by the manufacturers in 
those industries. They had all at the same time taken measures 
to increase the effectiveness of their plant, but the consequent 
increase in the capacity of these industries only became evident 
a. couple of years afterwards ; in many countries not long before 
the present depression. Among economists who hold this 
view opinions vary, however, regarding the actual way in which 
investment was misapplied. Some consider that capacity had 
been too much increased in the older industries for the products 
of which demand could not be expected to increase very largely. 
Others believe that too much capital was invested in new indus
tries, producing motor-cars, wireless apparatus, etc., as the 
demand for such durable consumers' goods was inflated through 
profits from stock-exchange speculation. Others again assert 
that there was a disproportionate investment in industries, 
whether new or old, which were most prosperous during the 
boom. 

A special form of the theory that investme!ll was over
conservative is that savings had grown more rapidly than the 
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need for new investment, and that in consequence the long
term rate of interest should have fallen considerably. Had 
interest rates been rapidly reduced, capital would have flown 
into industries requiring large capital investments, and relative 
commodity prices would have changed in such a way that the 
increased output of these industries could have been sold at 
profitable prices. For instance, the demand for houses and 
flats would have been much greater had the rent been calculated 
on the basis of a 4; % rate of interest instead of 6 %- In fact, 
over-optimistic entrepreneurs borrowed new savings at the 
higher rate of interest and invested th£m in a way that would 
have been natural had there been a smaller supply of new 
capital. Hence capacity in some industries came to exceed 
demand and could not be utilised. 

A more refined version of the over-production theory is 
stated in terms of supply of and demand for consumers' goods, 
not goods in general. The proportion of the national income 
spent on consumers' goods, this theory suggests, was smaller 
during the boom period than the proportion of total output 
represented by such products. Hence demand fell short. of 
supply, stocks increased, prices declined, output was restricted, 
and business conditions in general affected. This theory, 
which seems to find some support in the fact that in many 
countries output of consumers' goods began to decline at an 
early stage of the boom, is to some extent connected with different 
forms of the over-saving theory, which is roughly to the effect 
that, at a certain period during the boom, part of the savings 
were not used either to buy producers' equipment and durable 
consumers' goods or to increase stocks of commodities. Hence 
savings were not used in full and purchasing power was less 
than it would otherwise have been. 

The opposite theory, that savings were not too large bu-t 
too small in comparison with the actual output of durable goods 
for equipment and for consumption, has also beep widely held. 
Towards the end of the boom, accordjng to this theory, the 
proportion of national income saved fell off in relation to the 
proportion of productive energy which was directed towards 
the manufacture of producers' equipment or durable consumers' 
goods. Hence fluid capital became scarce, short-term rates 
of interest rose to a high level and the demand for raw materials 
eith~r f~r equipment or for durable consumers' goods fell off. 
Therr pnces began to decline and business conditions in general 
were affected. 

Most of these conflicting theories, and all those which have 
~>t;en accepted. by economists of repute, have something to do 
w1th the relahon between the production of investment goods 
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- i.e., producers' equipment and durable consumers' goods
and .the output of non-durable consumers' goods. In the present 
section, an attempt is made to throw some light on this question 
through a study of the production and prices of various classes 
Of goods during the depression and the years preceding it. 
It is unfortunate that material throwing light on the other 
aspects of the problem - namely, the relation between savings 
and total national income -is not available. For many reasons 
the figures for savings deposits, issues of new shares and bonds, 
etc., are entirely inadequate for this purpose. 

No attempt will be made below to verify any of the theorie~ 
mentioned above or to discover an explanation of the recurrence 
of business cycles. For this task a detailed analysis of conditions 
during earlier cycles 'would be required. This volume is con
cerned only with a description of the course and phases of the 
present world economic depression and th~ reasons for its 
exceptional severity. 

For the purpose of the following description of the principal 
changes in the morphology of production in recent years, it is 
important to distinguish between producers' and consumers' 
goods on the one hand and between durable and non-durable 
goods on the other. By producers' goods are understood 
manufacturers' equipment and materials required for the 
production of this equipment. Consumers' goods are both. 
materials for the production of consumers' goods and finished 
consumers' goods, which can be either durable (motor-cars) 
or non-durable (food). Savings are invested in durable consu
mers' goods and in manufacturers' equipment, but can of course 
be used also for an increase in the stocks of any kind of commo
dities. The classification is thus as follows : 

I. Producers' goods. 
A. Materials for the productioniof capital equipment 

(e.g., iron and steel). 
B. Manufacturers' equipment (e.g., machines). 

II. Consumers' goods. 
A. Materials for the production of consumers' goods 

(e.g., cotton, wheat). 
B. Finished 'consumers' goods . 

. 1. Durable (e.g., clothing, watches). 
2. Non-durable (e.g., food). 

Composite indices of industrial production which group 
together producers' goods on the one hand and consumers' goods 
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on the other, are available for Germany, Poland and Sweden 1• 

For other countries, such as the United States and Great Britain, 
recourse must be had to indices for individual industries. Iron 
and steel are the principal raw materials used in manufacturing 
producers' equipment. The production of pig-iron has long 
been taken as a fairly representative index of the equipment 
industries in general. The value of this index has decreased in 
recent years, largely because of the fact that steel is to an increas
ing extent being produced from scrap. Secondly, a large pro
portion of the steel produced goes to the manufacturing of 
motor-cars. Nevertheless, the iron and steel industry reflects 
better than any other the output of producers' goods. The 
indices for this industry may be completed, for example, by 
indices for the engineeriii.g and timber industries. 

It is more difficult to find a representative index for the 
production of consumers' goods. The motor-car industry may, 
for some countries, be taken as illustrating the output of durable 
consumers' goods. The textile trades in most countries represent 
fairly well what may be called the output of " semi-durable " 
consumers' goods ; it should be remembered, however, that 
these industries have been subject to considerable structural 
changes in recent years. The production of perishable consumers' 
goods may be studied from the indices· for the food and drink 
industries. 

An analysis of available material may now be attempted. 
The articles included in the German index of production are 

divided into producers' and consumers' goods ~. The annual 
(monthly average) indices for these two groups have varied as 
follows: 

Producers' goods . . . 
Consumers' goods .. 

1927 

97 
99 

1928 . 1929 

100 106 
100 94 

1930 

82 
86 

~at the expansion in the first group of industries was greater 
than m_ th~ second during the years immediately preceding the 
depressH~n ts confirmt:d by the fact that in 1927-28 the percentage 
of tot~l mvestments. t.n German manufacturing industries which 
went mto producers mdustries was no less than 72 per cent s. 

1 For details conc.erning the production indices, see the Statistical Year-Book 
of the !-eague of Nal<Ons, 1930-31, Table 91, and the League Monthly Bulletin of 
Slalrslrcs. 

1 
~he index com_prises coal, iron! non-ferrous metals, building materials, soda, 

macbm~ and textiles, motor vebicles, boots and shoes porcelain paper and 
board, p1anos, watches. ' ' 

1 Kapil!'lbildtmg un~ lnoeslilionen in der deutschen Volkswir/schafl, 1924 bis 
1928, Insttlut fur KonJunkturrorschung, Berlin, 1931. 
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The development from quarter to quarter in 1929-1931 may 
be seen from Chart 35. 

In th~ autumn of 1928, output began to contract in the 
consumption industries. Producers' goods industries did not 
follow suit ; important branches of production - e.g., the iron 
industry - continued to expand until the middle of 1929. 

Indeed in June, production in these industries was 18 per 
cent above the 1928 level. This was partly due to the fact that 
foreign markets were very favourable to Germany during that 
period. In the middle of 1929, the demand for capital equipment 
on the world markets slackened and real investment declined 
within Germany. Thenceforward the output of producers' goods 
dropped much more rapidly than that of consumers' goods. 
Figures for the utilisation of capacity point to the same conclusion. 
Statistics of persons wholly unemployed in other than seasonal 
trades show that the degree of unemployment was about equal 
in equipment and consumption trades in the middle of 1927 ; 
during the following year, it rose in both groups, but more in the 
latter. The rise in the two groups was parallel from the summer 
of 1929 until the beginning of 1931, when an improvement took 
place in the consumption trades, while the situation in th'e 
equipment industries became more and more grave. The 
building industry did not experience the usual seasonal revival 
and added a heavy contingent to the army of unemployed. 

A pair of indices showing the aggregate production of produ
cers' and consumers' goods is also available for Poland 1• The 
movement of these indices, which are adjusted for seasonal 
variations, may be seen from Chart 35 ; the annual indices, 
shifted to the base 1928 = 100, are as follows : 

Producers' goods . . . . . . 
Consumers' goods . . . . . 

1928 

100 
100 

1929 

99 
94 

1930· 
79 
79 

Polish industry was most active in 1928. Since the beginning 
of 1929, there has been a downward movement, which was rather 
slow during 1929, but gathered speed in the first quarter of 1930 
and again a year after. The equipment industries passed the peak 
a little earlier - at the end of 1928 - than the consumption 
trades, but the output of the former in 1929 fell by only 1 per 
cent as compared with 6 per cent in the case of the consumption 
trades. The subsequent variations have been considerably 
wider in the equipment industries. The aggregate fall from the 
1928 level to 1930 was equal in both groups, but the output 

1 The indices cover mining, metallurgy, engineering, chemicals, mineral inanu
!acturing, wood, building, textiles, clothing, leather, food, paper, graphic arts. 



-252-

Chart 35. 

PRoDuCTION OF PRoDUCERs' AND CoNSUMERs' Goons, 1928-1931. 1 • 
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of the equipment industries dropped much more heavily in the 
beginning of 1931. 
. T~e relat!ve changes in the output of equipment and consump

tion mdustnes have been analysed by the Swedish Committee 
on U~employment .. The m~terial used is comprehensive, covering 
practically all the mdustnes of the country. The indices are, 
however, only annual and do not extend beyond 1929. These 
annual indices, based on 1915 = 100, are as follows : 

Producers' goods . . . . 
Consumers' goods 

1927 

122 
124 

1928 

129 
132 

1929 
-150 
143 

The equipment trades had been developing more rapidly 
than consumption trades since 1924, but not until 1929 had 
they advanced more since the basic year than the consumption 
industries. Calculations relating to the production per hour of 
work in both groups go to show that the process of rationalisation 
had been more intense in the equipment trades. 

In the Swedish monthly index of production of the Svensk 
Finanstidning, the equipment industries are well represented, 
but most of the important consumption industries are not 
included 1• The movement of production in the former may 
be seen on Chart 35. 

General industrial activity in Sweden increased rapidly in 
1929; the culminating point was reached in January 1930, but 
a high level of activity was maintained throughout that year. 
In the first half of 1931, production fell sharply. 

To judge from the unemployment figures, 1 the drop in output 
has been much the greatest in industries manufacturing producers' 
goods. Between the spring of 1930 and the summer of 1931, 
there was little change in the figures for unemployment in the 
textile and tobacco industries, but in the iron works and the saw 
mills unemployment rose rapidly. 

The Board of Trade indices for the output of certain important 
industries in Great Britain are given below (base, 1924 = 100). 

1928 1929 i1930 
Iron and steel and products . 102 114 89 
Engineering and shipbuilding 113 121 117. 
Textiles ........ 100 99 79 
Food, drink and tobacco 102 106 105 

t The index comprises (a) iron ore, iron and steel, wood, wood pulp, paper, 
superphosphates, and (b) tobacco manufacture and malt liquors. It will be 
noted that textiles are omitted. 

• For statistics o! unemployment see Table llb on unemployment by groups 
o! industries in the Statistical Year-Book of the League of Nations. 1930-31; the 
table has been supplied by the International Labour Office. 
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The movement is shown in greater detail on Charts 36 
and 37. 

The peak in productive activity was reached as early as the 
second quarter of 1929 in the iron and steel industry, then in the 
food and drink industries, then in textiles, while for engineering 
the highest figure is recorded in the first quarter of 1930. Com
pared with the average level of 1928, the peak reached by iron 
and steel was somewhat higher than that attained by textiles, 
but the subsequent decline has been much heavier. 

The percentage of trade unionists out of work in the metallur
gical, the cotton and the drink industries has been as follows : 

March March March March 
1928 1929 1930 1931 

Metallurgical industry. 20.3 17.6 26.1 45.8 
Cotton industry . 9.2 11.5 27.1 36.5 
Drink industries 6.0 6.7 9.5 13.0 

It should be noted that unemployment decreased as between 
March 1928 and March 1929 in the metallurgical industry, but 
increased in the two consumption trades. In the two last years 
under review, unemployment has increased all round, and rather 
more in the cotton than in the metal industry. 

The developments in the United States may be conveniently 
illustrated by the Federal Reserve Board indices of the output 
of four representative industries. The indices are adjusted for 
seasonal variations and have been converted to the base 
1928 = 100. 

Iron and steel 
Automobiles . 
Textiles . . . 
Food products 

1928 

100 
100 
100 
100 

1929 

109 
123 
107 
99 

1930 

80 
77 
85 
95 

. These indices and Charts 36 and 37 show that the depres
sion has been much heavier in the iron and steel and motor-car 
!ndustries than in th~ others ; the low output of these industries 
~n December 19~0 IS striking. The fluctuations in the food 
mdustry are relatively small. According to a recent estimate, the 
output of consumers' goods in the United States declined 21 per 
cent from the first half of 1929 to March 1931 while the 
corresponding decline in the output of producers'' goods was 
37 per cent. If motor-cars are excluded the decline in the 
first group is much smaller. ' 
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Chart 36. 

PRODUCTION OF IRON AND STEEL AND OF MOTOR·CAF 

(1928 = 100). 
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Chart 37. 

PRODUCTION OF TEXTILES AND LEATHER AND SHOES. 

(1928 = 100.) 
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The variations in factory employment shown on Chart 38 
point to a similar conclusion. 

The statistical evidence that has been examined shows 
that in the equipment industries the fluctuations have on the 
whole been broader, the expansion greater and the subsequent 
depression deeper than in the consumption industries. It has 
thus broadly corroborated the generally accepted view on 
changes in production during the business cycle. 

It is more difficult to state whether changes appeared earlier 
in the equipment industries than in the consumption trades in 
each successive phase of the cycle. 

The industries in which the most vigorous progress was 
recorded in the years preceding the depression were, on the one 
hand, equipment industries, both old and new - iron and 
steel, mechanical and electrical engineering, shipbuilding, etc. 
- and, on the other hand, " new industries ", producing both 
equipment and consumption goods, but more especially the new 
forms of durable consumers' goods, such as motor vehicles, 
electric and wireless apparatus, gramophones, rubber goods, 
etc. The " old " consumers' industries expanded much less, 
if at all, during 1928 and 1929. After the turn of the business 
cycle the tendency was reversed. The leading equipment indus
tries were most seriously affected, although production of elec
tricity and electrical engineering to a large extent escaped. 
The " old " consumers' industries have generally suffered less 
than the other group ; the " new " consumers' industries, on 
the other hand, which produce durable goods such as motor-cars 
and wireless apparatus, have felt the effects of the general 
slump almost as much as the equipment trades. The semi
durable goods such as textiles have declined less, and that of 
non-durable goods little or not at all. Thus the production of 
goods requiring savings has been much more restricted than that 
of goods which are not bought out of savings. 

It is not possible to draw any conclusions regarding changes 
in the total volume of real investment from the above figures 
for the output of manufacturing industries alone. These figures 
would suggest, however, that during the years 1927-1929 the 
vloume of investment was increasing much more than the output 
of non-durable commodities. This impression is confirmed by 
the fact that building activity seems almost everywhere to have 
been unusually large (ChapterV A). Again, the export of equip
ment goods such as machines from the leading manufacturing 
countries grew rapidly in this period. This would appear to 
indicate that investment in other countries has been expanding 
also. The world production of iron and steel increased rapidly 
from 1924 to 1929, but has since declined to about one-half the 
maximum monthly figure. 

17 
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Chart 38. 

FACTORY EMPLOYMENT IN CERTAIN INDUSTRIES IN THE 

UNITED STATES. 1 • 

(1923-1925 = 100.) 
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An estimate of the amount of capital invested in construction, 
machinery, railways, motor-cars, farm implements and livestock 
in the United States leads to the conclusion that it tended to 
rise from 1924 to 1929 inclusive, although there was a notice
able set-back in 1927. In Germany, total real investment, 
excluding stocks of commodities, rose rapidly from 1924 to 
1927 3• It is not surprising that a large part of this capita! 
seems .to have been invested in a way which assumed a continued 
rise in the standard of living and consequently in the demand, 
e.g., for theatres, cinemas, restaurants. An over-estimation 
of future demand is of course characteristic of boom periods. 

1 Adjusted for seasonal variations. 
• Source : Federal Reserve Bulletin. 
• Kapitalbildung und Investitionen in der deulschen Volkswirlschafl, 1924 bis 

1928, lnstitut flir Konjunkturforschung, Berlin, 1931. 
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Th_e genera! impression obtained. from the somewhat scanty 
material exammed above and certam other sources of informa
tion is that, in the years before the depression, an increasing per
centage of the national income was being used for real investment. 
One may thus speak of the existence of an investment boom. 
This large investment may have been one of the factors which 
intensified the ensuing depression (cf. Chapter VII) during which 
investment has fallen off with great rapidity. 

Prices. 

The effects of the relative changes in different branches of 
production on the price system and the movement of the prices 
of the various groups of producers' and consumers' goods enu
merated above may now be briefly analysed. The first obstacle 
to such an analysis lies in the fact that only a few countries 
publish price indices of producers' and consumers' goods in a 
form which can be used for the purpose in question : indeed, 
such data are available only for the United States of America, 
Canada, Italy and Germany. 

The price movements shown by the indices for the various 
countries 1 mentioned during the years preceding the present 
depression have been. influenced by certain factors of a special 
kind. Thus the year-to-year price movements of materials for 
consumers' goods Oargely textiles and foodstuffs) are greatly 
influenced by crops and do not genuinely reflect variations in 
consumers' demand. Again, in many countries the materials 
for producers' goods have been subject to a more or less effective 
monopolistic control, so that here variations in demand are 
generally reflected in output rather than in price. Indirectly, 
these factors also affect the supply and the prices of the finished 
goods. Hence the price movements of the various classes of 
goods do not vary as they would do if they were influenced 
exclusively by the changes in demand and in productive capacity 
which occur during the business cycle. 

· In the table which follows are set out the relevant indices 
for the four countries mentioned above. The classification 
under the various headings is approximate ; it is not identical 
with that used in the indices as originally published; columns a, 
d and e represent finished commodities, while b and c are raw 
materials and semi-manufactured goods. 

• The Indices for Canada are official ; those for the United States are published 
by the National Bureau of Economic Research ; those for Germany hy the Institut 
ftir Konjunkturforschung ; and those for Italy appeared in a special article in 
La Vila Economica /laliana, March 1931. 
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Table VI.- Price Indices of Producers' and Consumers' Goods. 

Producers' Goods Consumers' Goods 

Produc- Material 
Material Finished Consumers • 

for . Goods Year ers' for Cons urn-
Equip· Equip- ers' Durable Non-
ment rnent Goods durable 

a b c d e 

Canada 1927 101.1 
I 

98.6 93.3 99.4 
(1926 = 100) 1928 93.7 96.9 92.9 99.6 

1929 94.6 95.9 91.1 100.0 

U.S. A. 1927 155 134 176 151 
(1913 = 100) 1928 154 139 177 153 

1929 155 133 175 152 

Germany 1927 130 137 1 154 1 160 
(1913 = 100) 1928 137 139 162 175 

1929 139 138 145 172 

Italy 1927 508 636 678 
(1901-1909=100) 1928 451 670 662 

1929 472 619 597 

It is noticeable that in all four countries for which data are 
available the prices of producers' equipment or manufacturers' 
materials for producers' equipment rose somewhat in the last 
stages of the boom period; while prices for consumers' goods 
and materials for these goods were already moving downwards. 
In Sweden, where the tendency of the price level was downwards 
in 1927-1929, prices of producers' equipment and materials for 
equipment dropped less than the prices of consumers' goods 
and their raw materials. Wages rose more in industries producing 
commodities of the former type. 

The German indices for producers' equipment show fewer 
and smaller fluctuations than those for other countries, as they 
consist chiefly of goods such as iron and steel, timber, etc., 
whose prices are determined on regional markets and are largely 
controlled by cartels. A more detailed examination of the 
monthly indices for (:anada shows that the price of producers' 

• June. 
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equipment dropped quite regularly throughout 1927 and the 
first half of 1928, while consumers' goods as a whole were fairly 
steady. Producers' equipment began to rise in price in the latter 
part of 1928, while finished consumers' goods, after reaching 
their highest point in September 1928, tended to fall and rose 
again only in the last stages of the boom ; the prices of producers' 
equipment continued to rise throughout 1929 and the first 
months of 1930 and dropped only in May of that year. 

In the United States, prices of materials destined for capital 
equipment reached their highest level (in the three years 
considered) in March 1929 ; during the rest of that year they 
gradually receded. Finished consumers' goods as a whole rose 
between the beginning of the year and September, then dropped 
swiftly. Durable consumers' goods (other than foods) were gradu
ally falling in price throughout the year, while non-durable goods 
(foods) rose very sharply between April and September. 

The price movements of these various groups during the 
depression may now be considered. In the table which follows 
are set out indices for the three countries for which figures for 
1930 and 1931 are available. 

Table VII.- Price Indices of Producers' and Consumers' Goods. 
. (June 1929-June 1931.) 

Canada 
(1926 = 100) 

U.S. A. 
(1913 = 100) 

Germany 
(1913= 100) 

1 April. 
• May. 

Year 

June 1929 
1930 
1931 

June 1929 
1930 

1 1931 

June 1929 
1930 

2 1931 

Producers' Goods Consumers' Goods 

Produc· Material Material Finished Consumers' 
ers' for for Goods 

Equip- Equip- Cons urn-
ers' Durable I Non-ment ment Goods durable 

I 
94.0 92.2 91.2 96.7 
91.4 82.5 86.4 94.2 
89.1 62.0 80.2 70.1 

156 130 175 147 
143 111 166 136 
131 89 148 109 

138 138 147 172 
138 132 119 161 
131 119 90 142 



-262-

It is obvious that in all cases consumers' goods, both durable 
and non-durable, have fallen more in price than producers' goods, 
both the finished equipment and the raw materials used in 
manufacturing them. This is chiefly due to the fact that the raw 
materials for consumers' goods, in particular crude foodstuffs 
and textiles, have dropped much more in price than the minerals 
and metals which form the basis of producers' equipment. 
The prices of many of the latter commodities are determined on 
regional markets, and, as already mentioned, have been subject 
in many parts of the world to effective monopolistic control. 
Accordingly, as shown above, the major fluctuations take place 
in output rather than in price. Thus the price movement was 
the opposite of what might have been expected as a result of 
the presumably greater decline in the demand for producers' 
equipment th;m for consumers' goods. 

In Canada, prices of producers' equipment fell by only about 
5 per cent between June 1929 and June 1931 ; those of foods 
ready for consumption fell by 28 per cent and of other goods 
ready for consumption by 12 per cent. In this country, prices of 
building and construction materials fell by 16 per cent. In the 
United States, the materials for capital equipment fell in price 
by 16 per cent between June 1929 and April 1931, while foods 
ready for consumption fell by 26 per cent and consumers' goods 
other than foods by 16 per cent. In Germany, prices of raw 
materials for producers' goods fell by 14 per cent between June 
1929 and May 1931, those of finished producers' goods fell by 
5 per cent and consumers' goods other than foods by 17 per cent. 

It will also be observed that, contrary to what might be expec
ted, non-durable consumers' goods (chiefly foods) have fallen 
more in price than durable goods. This does not, however, 
indicate a greater intensity of consumers' demand for the latter ; 
the raw materials for foodstuffs have, in general, fallen more 
than those for other consumers' goods ; further, durable goods 
!ire ~sually highly manufactured : for reasons given elsewhere 
m thiS volume such goods generally fall relatively little in price 
during a depression. 

E. THE INFLEXIBILITY OF THE ECONOMIC SYSTEM 

IN RELATION TO THE DEPRESSION. 

The inability of the economic system to adapt itself rapidly 
and ~moothly . to fundam~ntal changes in demand, supply, 
techmque, savmgs, etc., IS a condition of maladjustments 
and depressions. Fixed capital cannot suddenly be made 
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liquid and re-invested in a different form. Hence excessive 
investment in certain branches of industry affects the capacity 
for production for a considerable time. Labour also is frequently 
unable to shift easily from one occupation to another, and, for 
several reasons~ a change in production often takes a long time 
to effect. Tanffs and other obstacles to international trade 
constitute a special impediment to smooth adaptation. They 
enhance the difficulty of adjusting trade balances - for example, 
to a change in international capital movements - and thus 
contribute to economic and financial difficulties such as have 
been described in earlier sections of this report. If the adaptability 
of the economic system were greater, depressions would be less 
severe. Tendencies towards over-production in certain industries 
would more quickly disappear. For instance, if after 1929 
the output of foodstuffs had been slightly reduced, the prices 
of such products might have been maintained on a higher level 
and the violent shift in incomes to the disadvantage of the 
farming population have been more or less avoided. The situa
tion of manufacturing industries would in consequence have 
been less disturbed (cf. Chapter VI A above). 

Maladjustments within the economic system usually call 
forth their own corrective - a change in the relative prices of 
commodities and services, tending to make the necessary re-ad
justment profitable. If adaptation is impeded by severe friction 
- for instance, if supply is very inelastic ~ then a change in 
demand will bring about a greater movement in prices than 
would have taken place had the adaptation been more easy to 
effect. In a sense, the function of a· decline of prices below costs 
is to call forth a reduction in supply. For instance, a decline 
in rubber prrees tends to bring about a reduction in the number 
of rubber trees planted. 

A price decline of this kind may not take place, even where 
capacity of production is far in excess of demand, if supply is 
restricted through some form of monopolistic control. Such 
restriction is one way of remedying an excess of supply which 
would otherwise be corrected by a re-adjustment of production 
through the medium of price changes. Experience seems to 
prove, however, that it is essential to the smooth. working of 
the economic system that there should be some relation between 
the quantitative and price adjus~ments effected in different !?arts 
of the economic system. If, for mstance, a su~den and ~Of!Sider
able reduction in demand leads to an orgamsed restriction of 
supply and consequently a maintenance of the prices of certain 
products, but at the same time to a heavy decline in the prices 
of others, the situation becomes to some extent unbalanced 
and unstable. Such conditions may arise if the prices of certain 
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raw materials and semi-manufactured goods are maintained, 
while prices of finished commodities are allowed to drop. In 
such circumstances, the prices of unregulated raw materials and 
semi-manufactured goods tend to fall sharply. In the same way, 
fixity of certain wages may strengthen the tendency towards 
a drop in other wages. On the other hand, if prices of finished 
commodities are maintained at a high level, the demand for 
these commodities may be reduced and thus indirectly the 
demand for raw materials. The prices of raw materials may 
in this way be depressed much more than they would be other
wise. Further, the quantity of any commodity which can be 
sold at a pegged price is smaller than it would be if the price 
were allowed to drop. A quantitative reduction of this sort may 
have serious reactions elsewhere. Rigidity in the prices of 
certain classes of products tends to increase the variations in 
other classes of which the prices are more flexible. 

The problem of the classes of prices which have shown them
selves relatively inflexible in the course of the present depression 
is of some importance. Many finished consumption goods have 
been subject to monopolistic regulation and have varied little, 
or in some cases not at all. Such a regulation of prices has been 
especially common in Germany. Finished commodities belonging 
to the group of manufacturers' equipment do not seem to have 
been subject to such control to any large extent, but, like manu
factured goods in. general, they have declined relatively little 
in price. Several items entering into the cost of producing 
finished consumers' goods or manufacturers' equipment have 
also changed very little. 1"he prices of certain raw materials 
and semi-manufactured goods, such as iron and steel, cement, 
glass, bricks and certain chemicals, have on many important 
markets been maintained at a level which is only slightly lower 
than that of 1929. Further, the wage rates of manual and other 
classes of labour have, in most countries, declined little. Long
term interest rates have also declined relatively little - by approxi
mately one-tenth from the high level ruling in the boom years. 
Taxation has not been reduced - in some cases has even been 
increas.ed - and the real weight of specific tariffs and of public 
~d ~r1vate debts has been increased in proportion to the decline 
m pnces . 

. How far this relative inflexibility in certain parts of the 
pnce system has te~ded to int~nsify or to mitigate the depression 
may now be exammed. It will be more convenient perhaps to 
put the problem in a more concrete form and to ask whether 
the ou~put of industry. woul? be increased or diminished by a 
red~ct10n of these ng1d pnces and wages. Some economists 
beheve that a reduction in costs, which would increase the 
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now ge!lerally _low profits, _wo~ld lead to an expansion of 
production: while others mamtam that a reduction of wages 
and fixed mcomes would reduce purchasing power and demand 
and thus intensify the depression. 

In an analysis of this very difficult problem, it seems essential 
to distinguish clearly between changes in the distribution of 
income or purchasing power on the one hand and changes in 
the total volume of purchasing power used to demand commodi
ties and seivicEs on the other. If it is assumed, in other words, 
that the total purchasing power used to buy finished consumers' 
goods and producers' equipment is independent of fluctuations 
in these price and cost items, then a reduction in the prices 
of. finished goods which are now subject to monopolistic control 
would increase the demand for them and lead to greater pro
duction. This is true both of consumers' goods and investment 
goods - i.e., durable consumers' goods and equipment. The 
increased output of these commodities would involve an increased 
demand for raw materiab and for labour and the volume of 
economic activity in general would thus be increased. 

It is much more uncertain to what extent a reduction in the 
various items which enter into the costs of production of finished 
commodities - that is to say in the prices of raw materials and 
wages and interest rates - would have similar effects. In the 
first place, the effect of cost reductions on the prices of finished 
commodities varies. Certain cost elements have a much less 
direct influence than others on the price at which the producer 
is willing to put an extra unit of goods on the market. Overhead 
rosts, which do not vary with the volume of output, are among 
those which, in the short run, are likely to have little effect on 
selling price. Some of these overhead costs are fixed by long-trrm 
contracts- for instance, the interest on bonded loans and certain 
salaries ; during bad times they are not fully covered and their 
reduction might merely involve a change in the distribution of 
income to the advantage of the manufacturer and have no 
effect on selling-price. In the short run, their influence on selling
price is, as a rule, insignificant compared with that of the variable 
costs which change with the volume of output - for instance, 
wages of manual labour, the cost of raw materials, power, etc. 
Production naturally ceases unless variable costs are covered. 
As even during a business depression selling-prices both in 
manufacturing industries and elsewhere are generally much above 
these variable costs, it is not at all certain to what extent their 
decline would lead to a corresponding reduction in the prices 
of the goods produced. . · . 

It is probable, however, that m many cases a reductiOn of 
the variable costs would lead to a corresponding reduction in 
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selling-prices. In other words, if these costs are half as high 
as the price of the finished commodity, were they reduced by 
10 per cent prices might fall by 5 per cent. Thus, if the amount 
of money used for the· purchase of commodities affected by these 
changes remained the same, the volume of output would increase 
by 5 per cent. Under other conditions of demand, it might 
increase more or less, but any difference would be offset by a 
change in the demand for other commodities. Such a reduction 
of costs would increase the incomes of the manufacturers, who 
would be able to sell a greater volume of commodities, while 
maintaining the margin between selling-prices and the variable 
costs intact. On the other hand, wage-earners and the producers 
of raw materials would lose. Only if the prices ·or the finished 
commodities were reduced by the same percentage as the variable 
costs would the money incomes of the wage-earners as a whole 
and entrepreneurs a~ a whole remain as before ; the reduction 
in wage rates and prices would be offset by a larger volume 
of sales and employment. The real income of these groups 
and of society in general would be larger than before. 

Table VIII. - Indices of Building Costs. 

Monthly Average of first half of Year. 
(1913 = 100.) 

I Ger:any ,_u_m_·t_e_d~S-ta_t1_••_ 
1928. 
1929. 
1930. 
1931. 

173 
174 
176 
148 

198 
204 
202 
199 

206 
207 
207 
193 

A good example of the influence of cost reductions can be 
found in the building trade, because almost all costs in this 
trade are variable. Reduction in the prices of building materials 
a!ld builders' ~ges would make houses cheaper. Hence a 
g1ven sum of savmgs would be sufficient to finance the construction 
of a larger number of houses. That the costs of construction 

: Wochenberichte du Imtitutu fOr Konjunkturforschung. 
Asso~lated General Contractors of America. 

'Engrnurlng New• Record. 
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h_ave shown relatively little flexibility during the present depres
siOn, as seen from the table above, is a fact which deserves 
~pecial attention. Iron and steel, cement, glass and bricks have, 
m several, although not by any means in all, countries, fallen 
very little in price, largely because they are . to an unusual 
degree subject to monopolistic regulation. 

Table IX.- Indices of the Costs of Building Materials. 1 

Germany April April AK:ril June 
1929 1930 1 31 1931 

Stone, etc. . 100 101 79 78 
Structural steel . 100 100 90 92 
Building timber . 100 97 71 70 

Total building material 100 100 80 79 

Italy July 

I 
July 

I 
July 

I 
July 

1929 1930 1931 1931 

Bricks, comtnon, Milan 100 60 49 48 
Tiles, Milan . 100 83 70 71 
Cement, Milan . 100 90 84 84 

. 

United States May 

I 
May April May 

1929 1930 1931 1931 

Brick house, 6 room 100 99 92 92 
Frame house, 6 room 100 100 88 90 
Brick, common, New York 100 93 91 91 
Cement, Portland 100 97 85 84 
Lumber, composite . 100 87 81 
Structural steel beams . . . . 100 83 83 

In the United Kingdom, the price of cement has remained 
unchanged from the summer of 1929 to the summer of 1931. Fur
ther, the prices of building timber and of bricks in London 

• Sources : Germany : Vierleljahrshefl zur Konjunklurforschung; Wirtschafl und 
S/a/islik, July 1931, 1st Vol. 

Italy : Bolle/ino dei Preui. 
United States : Survey of Current Business. 
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have been kept stable since the middle of last year (car:ier 
information not published). 

Building wages have dropped very little. Nominal wage rates, 
which, however, do not accurately reflect actual earning5, have 
r~mained practically unchanged in Australia, the United Kingdom, 
Italy and the United States from 1929 up to the spring of 1931 ; 
in Germany and France, they have even shown ~orne increase. 

On the basis of the above reasoning a tentative conclusion 
can be reached that, had building costs dropped radically in 
1930, the chances of a considerable building activity during 1931 
would have been increased. This question is further discussed 
below. 

Although it is more uncertain to what extent cost reductions 
in other industries would lead to price reductions and an increased 
volume of production and employment, there can be no doubt 
that, if the assumption made above regarding the maintenance 
of total purchasing power is correct, the tendency would be the 
same a~ in the building trade. 

Before analysing the validity of this assumption certain quali
fications must be stated and the special problems which arise 
in connection with retail prices briefly discussed. 

As already indicated, reductions in various cost and price 
items would, under certain conditions, lead to considerable 
changes in the distribution of income between different classes 
of society. This would entail a corresponding change Ill the 
direction of demand. For instance, wage reduction unaccompanied 
by an increase in employment sufficiently large to maintain 
unaltered the total income of the working classes would reduce 
the demand for goods consumed by these classes, and increase 
the demand for goods required by farmers and other social . 
groups. While such a change might be important from the 
point of view of social policy, it would probably have little effect 
on the volume of production for, in view of the substantial 
surplus capacity existing in all branches of industry a shift 
in demand from one class of goods to another would n~t reduce 
output in one branch more than it increased it in another. 

It may be added that a reduction of certain costs and pric~s, 
!f undertaken by one. country alone and not by others, would 
mrrease the competitive power of the export industries of that 
country and thus have a greater effect on the volume of sales and 
~mployment _than if the 5ame policy were simultaneously adopted 
Ill all countnes. 

Th~ fle:Jbility of retail prices seems to have been relatively 
S!Jlal! 111 spite ~f the comparative absence of monopolistic regula
twn m the retml tr_a~c. The maintenance of fixed prices of cert:.>in 
branded r.ommodJties has been due largely to regulation by 
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manufacturers, not by retail traders. A considerable amount 
of fri<:tion, however, seems to have prevented retail prices from 
droppu~g a~ much, _or as fast, a~ the decline in wholesale prices 
would JUStify. It IS true that rf the retailers' margin is to be 
kept intact or reduced only as much as wage rates in manufac
turing industries, the percentage decline in retail prtces cannot 
be as great as in wholesale prices. There is reason to believe, 
however, that retail prices have declined so slowly that the 
margin between the wholesale and retail prices of identical 
commodities on a given day is somewhat greater than it was. 
In other words, the retail price of to-day is based on the wholesale 
price ruling some time ago. 

This increased margin has very much the same effect on the 
volume of sales and production as would result from a forcing 
up of wage rates during the depression, or the raising of whole
sale prices by agreement betwt!en producers. If retail prices 
dropped more, a larger quantity of finished commodities would 
be soid and produced. This is entirely compatible with the 
assumption that total national incomes in terms of money would 
not necessarily be further reduced by increased flexibility, as 
whatever reduction in the incomes of retailers took place might 
be offset by increased incomes for wage-earners and manufactu
rers as production rose. 

But no answer can be given to the question with which this 
chapter is mainly concerned - namely, that of the effect on the 
volume of production of greater flexibility in the price system -
until an analysis is made of the assumption, introduced for the 
sake of simplification, that this greater flexibility would not 
reduce the total volume of monetary purchasing power in use. 

It has been explained above that during the present depres
sion the volume of savings has probably been largt'r than the 
demand for credit for investment purpose. Hence a part of the 
purchasing power has not been used at all, a fact which has 
tended to depress prices and reduce the volume· of production. 
Obviously, it is quite possible that a reduction of certain price 
and wage items might affect both the volume of savings and 
the demand for credit, 1 and thus weaken or strengthen the 
tendency towards a general decline in prices and production. 

Goods are produced for sale at some future date. Hence 
producers in regulating the volume of their present output 

1 This expression is used throughout the volume in a wide sense and covers 
the use of personal savings and of bank credit previously obtained, which has 
not so far been utilised. It should also be borne in mind that an increase in the 
total volume of purchasing power used to demand commodities and services 
does not necessarily lead to an increase in the quantity of the means of payment. 
but may only lead to an increase in its velocity (see Chapter VI B.). 
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must consider the costs and selling-prices that may be anti· 
cipated in relation to present costs. On the future coursE 
of selling-prices it is extremely difficult for producers to forrr 
an opinion; it is certain, on the other hand, that they base theil 
decisions partly on their expectations of future costs. 

For instance, if a manufacturer of cotton goods expects a 
decline in the price of raw cotton or in wages in the near future, 
he will expect selling-prices to follow a similar movement ; he 
will try to produce as little as possible at the pre~ent high cost. 
Thus, if there is a chance of falling costs in the near future, the 
manufacturer will tend to restrict his output and his demand 
for credit. 

Fmther, irrespl'rtive of what has just been said, it is quite 
possible th«t a nduction in wages or in the prices of certain raw 
materials or semi-manufactured commodities would lead to a 
reduction in the entrepreneurs' demand for credit. Again. wage 
reductions might reduce the consumption of th~: working classes 
and reduce manufacturers' losses or increase their profits, which 
would increase the sum of savings. As a r~bult, an increased 
supply of savings would meet with a reduced demand on the 
capital market - although a drnp in interest rates might to 
some extent stimulate demand - and not all savings would 
be lent. The total purchasing power in use would fall with 
a depressing effect on both prices and production. 

Thus the direct stimulus to production provided by a reduc
tion of costs, such as described earlier in this section, might weli 
be offset by a strengthening of the tendency of the purchasing 
power to declinl'. It seems uncertain whether during the present 
depression general reductions of prices and wage rates would 
have enabled output to be maintained at a higher level. Iu 
other words, it is quite possible that the maintenance of certain 
prices and wages, although it has probably tended to depress 
other prices and wages, has prevented prices in general from 
declining even more than they have actually done. The conflict
ing theories concerning the influence of wage reductions both 
cont~in a kernel of truth ; opposing forces are called into play 
and It depends on the actual circumstances in each case in which 
direction the volume of production will be influenced. 

It seems certain, however, that greater flexibility in one class 
of costs -those of real investment -would lead to the maintenance 
of a greater volume of production and, indirectly, of purchasing 
power, and would thus mitigate the depression. When a depression 
has begun, the volume of investment tends to fall off as expec
tations concerning the future become less favourable. If costs 
of investment do not fall, a contraction of investment is inevi
table. It is true that little stimulus to investment is probable 
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while these costs are actually declining; but when they reach 
rock-bottom a revival will be stimulated. The cost of building 
may be taken as an example. In many countries, the level of 
house rents made it profitable to construct residential buildings 
in 1929. Rents have since remained fairly steady. Had a conside
rable reduction in building costs been effected in 1930 an increased 
activity in this field would have proved profitable'. Thus, not 
only would a greater volume of construction have been financed 
by a given quantity of money savings, but the total amount of 
credit used for construction, and consequently the total volume 
of purchasing power in use- e.g. in 1931, would have been greater. 

In the present depression, the demand for non-durable 
consumers' goods has been much better maintained than the 
demand for investment goods- i.e. durable consumers' goods and 
equipment goods. This must have been due to some extent 
to the failure of investment goods to decline in price as much 
as the former. Reductions in the prices of investment goods, 
especially when unaccompanied by corresponding reductions in 
the level of costs and prices in other industries, tend to stimulate 
the demand for such goods ; the demand for credit and the 
volume of purchasing power is thereby increased. For instance, 
a reduction in the wages of manual and other labour in the 
machine industry unaccompanied by a similar reduction in 
other industries, would make it profitable to substitute machinery 
(now reduced in price) for labour in other industries. A reduction 
of monopolistic prices - for example, those of iron and steel -
which enter into costs in the investment trades would have the 
same influence. Obviously, the tendency to increased investment 
which such a reduction would avoke would be much weaker if 
costs fell all along the line, as the substitution of machinery 
and other investment goods for labour would then b.e 
less profitable. On the other hand, in some industries cost 
reductions might revive profits sufficiently to stimulate invest
ment for the purpose of increasing capacity. Which of these 
two tendencies is on the whole the stronger it is difficult to 
judge. It would appear to depend on the circumstances in each 
individual case. It should be added, however, that an expec
tation of a future rise in the general wholesale price lev~!, which 
also stimulates investment, would be weakened by a general 
reduction of costs. Recovery of business might then restore 
the balance between costs and prices at a much lower level 
than that existing before the depression. 

Thus the facts that the prices of materials for producers' 
goods have been better maintained than those of materials for 
consumers' goods, and that wages in the investment trades have 
failed to decline in relation to wages in other industries in spite 
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of demand having fallen off more in the former than in the latter, 
tend to discourage a revival of investment which would exercise 
a stimulating influence on business in general. This discouraging 
influence has probably been strengthened in 1931 owing to the 
fact that many business men have been expecting that the 
resistance to price and wage reductions in certain investment 
trades would break down and have accordingly postponed action. 

It is sometimes suggested that an all-round reduction of 
wages and other costs tends to increase production and is a 
necessary condition of recovery, as it makes for a better 
balance between costs and selling-prices. But during a severe 
depression the volume of output is small, overhead costs are 
heavy, and average costs per unit of output are therefore 
relatively high. Even substantial cuts in the variable cost 
elements, such as wages and raw material prices, would in most 
industries fail to reduce average costs to the level existing when 
business conditions were good. Even if they did, production 
would nevertheless be unprofitable as long as prices of finished 
goods are seriously depressed, as at present. In many in
dustries, variable costs would have to come down almost to 
nothing if average costs were to fall below the present prices. 
Reductions of such magnitude do not appear to .have taken 
place during earlier depressions. Experience shows that recovery 
starts at a time when profits are low, and that it is the increase 
in the volume of output that makes production again profitable. 
As long as prices are well in excess of variable costs, any increase 
in output will of course benefit the producer. 

The interest level is also an item of fundamental importance 
in the cost of real investment. Whether a certain investment -
for instance, the construction of residential buildings - is 
profitable or not, depends, not only upon the cost of production 
of the houses, but also upon the amount of the annual interest 
expenditure involved. Reduction of both building costs and 
interest costs by 20 per cent would make possible a fall in the 
annual rent by almost 36 per cent. In the same way, the purchase 
of very expensive machinery which can be used for a number 
of years is the more profitable the lower the rate of interest. 
Hence the failure of the long-term rate of interest to decline 
substantially is one factor which has tended to reduce the volume 
of investment and to intensify and prolong the present depression. 
The causes of this failure of interest rates to drop have been 
briefly examined above in Chapter V C. 

The influence of high taxation on the volume of production 
has been much less easy to determine. Unless a decrease in 
!axation .- rendered pos~ible, for example, through a drop 
m the mterest on public loans or reduction in the wages 
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and salaries of public officials - affects total purchasing power, 
it merely involves a change in the distribution of income. There 
will be no increase in the volume of services performed by these 
officials in question corresponding to the increase in sales resulting 
from retail margins. On the other hand, a relative reduction of 
taxation on industry in a given country tends of course to increase 
the competitive power of this country. Other things being 
equal, it tends to increase the volume of sales and of output. 

It has only been possible in the present section to examine 
certain aspects of the problem of the forms of flexibility and 
inflexibility which mitigate or intensify economic depressions 
and to draw a few tentative conclusions. The present economic 
system is based on adjustments through changes in the prices 
mechanism. Into this mechanism, elements of rigidity have 
been introduced, which affect and to some extent impede its 
working. It is not improbable that, under such conditions, the 
resistance of the economic system towards depressing tendencies, 
such as have operated in the world in the last two years, has been 
reduced and that the system has lost some of its power of recovery. 
On the other hand, as already observed, in certain circumstances 
rigidity of prices and wages may have a favourable influence. 
Sc~entific analysis of this problem, however, and indeed of the 
whole problem of business cycles, is still at an early stage. 



Chapter VII. 

COMPARISON WITH EARLIER DEPRESSIONS. 

In the present chapter it will only be possible to discuss 
a few aspects of previous periods of depression concerning which 
information is available. In the absence of comprehensive 
world figures regarding pre-war business conditions, this discus
sion will necessarily be confined largely to conditions in the 
limited number of important countries for which material 
exists. 

It may be convenient first to compare the general movements 
of production, trade, prices, and money rates during the various 
depressions, and later to examine in what important respects 
the present depression resembles or differs from each of the 
major trade depressions of the last sixty years. 

Volume of Production. I 
The lack of data, especially the lack of monthly figures makes 

it difficult to make the necessary comparison of changes in 
production. 

Before the war, pig-iron production was regarded as of primary 
importance for a study of business cycles. However, as observed 
in the last chapter, the relative importance of pig-iron in indus
trial production is now less than it was before the development 
of electrical, engineering and other industries using large quan
tities of non-ferrous metals. Again, figures for pig-iron out put 
naturally fail to reflect changes in the activity of the chemical 
industry and a number of other industries which have become 
in~reasin~Iy impo~ant in recent decades. The changes in 
this particular senes show the tendency of the movement in 
industrial production rather than its intensity. 
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The output of pig-iron in six important producing countries 1 

dropped by 8 per cent from 1873 to 1874, 10 per cent from 1883 
to 1.8~5 and 6% per cent from 1890 to 1892. The drop was 
negligible betwe~n 1900 and 1901 (%%)in the six countries taken 
as a w~ole, bu~ It amounted to 10 per cent in the five European 
countries considered. From 1907 to 1908, the decline was no 
less than 23 per cent, from 1920 to 1921 43 per cent and from 
1929 to the first half of 1931 about 40 per cent. Except in 
the last case, the above percentage figures measure the changes 
between the year of the highest and that of the lowest output. 
In all the earlier depressions except that of the eighteen-eighties, 
the lowest level of out put was reached in the year after the crisis. 
In other words, some recovery began to take place during the 
second year. The recent decline in pig-iron production has 
not only lasted longer than in any of the previous depressions, 
but from the available figures for 1931 it appears that the 
reduction in out put is greater. 

The output of coal has declined during the various depres
sions to a very different extent from country to country. In 
the world as a whole, the reduction during the pre-war depressions 
was insignificant, but the failure of coal out put to rise was 
equivalent to a relative contraction, as in the pre-war decades 
the long-period trend of coal production was rising. After the war, 
there has been no such upward trend. The importance of coal 
has altered in the course of recent decades as a result of the new 
technique of generating power, and the changes in coal output 
have been considerable. The decline in the world output of 
coal from 1920 to 1921 was more severe than in the present 
depression, though in several countries the relative decline 
has been greater in the last two years. 

The textile industry ofthe most important producing countries 
has not been as seriously affected as during certain previous 
depressions. In the United Kindom, the volume of imports 
of raw cotton retained for home consumption declined 

by 6 per cent from 1874 to 1875 ; 
by 18 per cent from 1884 to 1885 ; 
by 14 per cent from 1907 to 1908; 
by 40 per cent from 1920 to 1921 ; 
by 22 per cent from 1929 to 1930. 

In France, the textile production index fell by 3 per cent 
from 1900 to 1901, 10 per cent from 1920 to 1921 and 8 per cent 
from 1929 to 1930 ; the available figures for 1931 point to a 
slight further drop. 

1 United Kingdom, France, Germany, BeJgium, Sweden. United States. 
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The weight of German imports of cotton declined by about 
one-tenth from 1874 to 1875, and minor declines of about 5 per 
cent occurred between 1883·and 1885 and between 1907 and 
1908. During the present recession the reduction has been greater ; 
the index of production in the German cotton industry dropped 
by 12 per cent between 1928 and the first half of 1931. 

A comparison of . the production of investment goods is 
difficult on account of the inadequacy of the statistical material. 
The building index of the Statististique generale provides a 
basis of comparison for France. It shows a reduction of about 
7 per cent between 1901 and 1903 and of 15 per cent between 
1905 and 1907 and again between 1920 and 1921. Building 
activity rose in 1930, but declined about 7 per cent in the first 
half of 1931. 

A much more serious contraction of building activity 
has been experienced in the United States. While the value 
of building contracts declined by about 11 per cent ten years 
ago and between 1906 and 1908 by 20 per cent, the reduction 
during the present depression has been as follows : 

14 per cent between 1928 and 1929; 
32 per cent between 1928 and 1930; 
52 per cent between 1928 and 1931 (5 months).1 

In each of the three major depressions of this century, building 
in the United States began to recede in the year bef<>re the turn 
in business. In other countries also, the turn in building acti
vity took place one or two years before the crisis. 

In shipbuilding there has been a considerable decline in 
activity in the last two years, although so far rather less than 
during some earlier depressions. A sharp contraction has, however, 
taken place in 1931. 

For a comparison between the two post-war crises in the 
U. S. A. a large mass of material is available. A comparison of 
the indices of production gives the following result. In the 
United States the volume of industrial production measured 
by the index of the Federal Reserve Board declined by 23 per 
cent between 1920 and 1921 and by 18 per cent between 1929 
and 1930. Monthly figures (seasonal variations eliminated) 
show a greater decline - 29 per cent in the nine months following 
June 1920 and 32 per cent between June 1929 and December 
1930. It thus appears that the volume of production in the 
United. States has receded more during the present depression 
than nme years ago. 

• Federal Reserve Board Index of contracts awarded, 
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The production indices available for other countries as a 
rule cover too short a period to allow of any comparison with 
previous depressions. Further the various production data to 
which reference has been made . above are insufficient as a 
basis for any adequate statistical comparison between the 
present and past depressions. They would appear to suggest, 
however, that the· recent decline in production, though in some 
cases less than that recorded in 1920-21, is on the whole 
greater than that which occurred during most of the depressions 
of the last century, as well as those of 1900-01 and 1907-08. 

The relative contraction of the value of the world trade 
between 1929 and 1930 has been unprecedented, as may be seen 
from the following table : 

from 1873 to 1874 ........ 5 per cent 
from 1883 to 1884 •• 0 ••••• 4 per cent 
from 1890 to 1891 • 0 ••• 0 0. 1 per cent 
from 1900 to 1901 • 0 •••••• + % per cent 
from 1907 to 1908 • 0 •••••• 7 per cent 
from 1929 to 1930 0 ••••••• 15 per cent. 

Between the spring of 1929 and that of 1931, world trade 
would appear indeed to have contracted by about 40 per cent. 
It should, of course, be kept in mind that the decline in prices 
has been relatively great during the present depression. There 
can be no doubt however that the quantum of trade had also 
dropped more than on earlier occasions as already pointed out in 
chapter V. D. A comparison with the depression of 1920-21 is 
difficult on account of the instability of currencies after the 
war. 

Russian Production. 

As pointed out in previous chapters (VA and VI C), the 
position of Russia has been peculiar; the quantity of her output 
has expanded to a remarkable extent during the past two years. 
It should be observed, however, that Russia has, within the last 
decade, experienced certain violent and serious trade fluctuations, 
although different in character from the business cycle. 

It is often thought that Russia's immunity to the business
cycle depression is a new phenomenon, due to the change in her 
economic system. This can only be partly true, as the prepon
derance of agriculture of a rather primitive form in her economic 
structure has always rendered her largely independent of business 
fluctuations elsewhere. This also applies of course to other 
countries with a similar industrial structure. 
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Prices. 
Every business-cycle recession for which statistical records 

are available has been marked by a decline in the general level 
of wholesale prices. This decline has been so regular a phenome.no.n 
that it is regarded by many economists as the most characteristic 
feature of economic depressions. The character of the fall 
in prices has of course differed in every case ; each cycle 
presents certain peculiarities which distinguish it from others. 
In order to compare fully the price movements of this and previous 
depressions, it would be necessary. to make a more detailed study 
of the available data with regard to the latter than lies within the 
scope of this report. All that is attempted here is to point out 
some salient features of the fall in prices during the various 
depressions which have occurred since the last quarter of the 
19th century, and to direct attention to the outstanding points of 
similarity or dissimilarity with the present fall in prices. 

The data available for pre-war depressions which permit even 
of such general comparisons are very inadequate. In most cases, 
general price indices, when they exist, are given only as annual 
averages and do not therefore allow measurements of month-to
month movements, which are of particular interest in a period of 
rapidly falling prices. Further, the price indices constructed 
during the last century consist almost entirely of crude foodstuffs 
and raw materials, while those at present in use often include a 
wide selection of manufactured goods. Comparisons must 
therefore necessarily be rough. 

The character of the price declines in the depressions to be 
studied have varied considerably. Towards the end of the last 
century, when the long-time trend of the price level was downward, 
the fall in prices during a business-cycle recession appears to have 
been more marked than during periods in which there was a 
long-time upward trend of prices. The downward trend, 
which lasted from 1872 to 1896, was ushered in by a violent 
collapse in 1873. The ensuing depression continued until 1879, 
with only a brief recovery around 1876, and carried price indices 
to about half the figure they had attained in the preceding 
boom period. 

During the periods when prices were moving upwards, as they 
were between 1896 and 1913, the declines which took place 
d~r~ng depressions were, as .already mentioned, slighter. In the 
cns1s !lf 1~ and 1907, for mstance, prices fell considerably less 
!han m e1the~ !87~-1875 or 1884-1886. During the depression 
m the. early mnehes, however, the price declive was in some 
countJ?eS very s~all. These facts are brought out in the 
followmg table, which. sho~s the percentage decline in the general 
level of wholesale prices m four countries for which indices are 
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available. It has already been stressed above that the figures 
are more in the nature of estimates than accurate measurements. 

As most currencies were on a paper basis during the years 
immediately after the war, price changes between 1920-1922 have 
a signif~cance somewhat different from price changes dilring other 
depressions and have therefore been omitted from the tables 
which follow. 

Table I. - Percentage fall in Wholesale Prices. 1 

(Annual averages of years shown.) 

United France Germany• Kingdom U.S. A. 

Stalistique Wirtschaft Bureau of 
Stalist Labor 

G~nerale u. Stalislik Statistics 

From 1873 to 1875. . . -14 -10 -13 - 7 
From 1891 to 1893. - 5 - 4 -18 - 73 
From 1900 to 1902. . - 8 - 5 - 7 - 24 
From 1907 to 1908. . . . . - 8 - 7 - 6 - 4 
From 1929 (first half) to 1931 

(first half) . . . . . . . . -28 -24 -17 -24 

In so far as reliance can be placed on the price indices for the 
19th century, it would appear that the present fall in prices is 
more severe than any experienced during the depressions in 
the last half century before the war. 

It would be of interest to compare also the duration of the 
decline in prices, but unfortunately monthly data for the early 
periods are not available. During the long periods of falling prices, 
the rapid fall seems, however to have lasted longer than during 
periods when prices were normally moving upwards. 

The present price decline has lasted longer than that of 1907-
1908 or that of 1920-1922. Prices in most parts of the world have 
now been falling almost three years and falling rapidly for 22 
months; in 1907-08, prices fell for less than a year (in the United 
States only for four months) and then turned upwards, while in 

1 Sources : Annuair• statistique de Ia France, p. 371, 1929-1931. 
League of Nations MonU.ly Bulletin of Statistics (1913 = 100)-

1 Germany : From 1924, new series, based on 1913 = 100, prices in RM. 1875-76; 
gold index, basis 1913 = 100 (Wagemann: Structur und Rhytmus der We/1-
Wirtschaft). . 

I 1 ~92 . 
• 1901. 
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1920-21 they fell in the United States for 20 months a!ld in 
many other countries for a similar or somewhat longer penod -
in certain countries, however (i.e., those which continued to 
inflate their currencies), the duration was considerably shorter. 

A more trustworthy measure of the relative severity of price 
declines in various periods than that afforded by the general 
indices is to be found in the price movements of individu~l 
commodities. In the table which follows is shown the fall m 
prices of several important commodities in Germany during ~he 
major depressions of the last half-century. In each case the decline 
is measured from the highest point preceding depression to the 
lowest point preceding revival. 

Table II. - Percentage Fall in Commodity Prices in Germany. 

! Coal IPig-Iron.l Copper v..rool I Cotton I Hides 

1884-1886 36 49 46 42 33 36 
1893-1895 44 47 48 37 55 22 
1902-1903 . 9 37 33 36 41 8 
1908-1909 4 19 49 22 32 28 
1929-193}1 . 9 5 48 56 47 50 

It is obvious that the present decline in prices, even if measured 
only to the beginning of 1931, has been more severe than in the 
previous depressions for all commodities included in the above 
table except coal and pig-iron. The most noticeable contrast with 
the crises of the 19th century lies in the behaviour of coal and 
iron prices. Previously, these commodities were extremely 
sensitive ; their prices generally rose and fell before commodities 
in general and fluctuated more widely. With the cartellisation of 
the coal and iron industries towards the beginning of the present 
century, however, the price fluctuations became much narrower. 
In the present depression, coal has fallen relatively little in price 
compared with most other commodities ; on many domestic mar
~ets it has remained practically unchanged and on some it has 
nsen. 

Prices in France have moved in very much the same way 
as in Germany. It is noticeable that in both countries wheat 
prices have been maintained at a fairly constant level in the last 
few years through tariff increases and other official measures. 

• Average of 1929 compared with the average of the first half of 1931. 



-281-

Table III. -Percentage Fall or Rise in Commandity 
Prices in France. I 

From-to I Wheat I Cotton I Silk Iron Coal 

1873-1875. . -27 -24 -23 -25 -26 
1890-1892. . -292 -28 - 15 - 15 -24 
1900-1902. - 3 - 8 - 104 -20 -25 
1907-Hl08. + 9 -14 -32 + 7 - 9 
1920-1921. -593 -58 -39 -65 - 703 

1929-1931" -1- 23 -43 -51 -38 + 1 

The price movements of important groups of commodities 
in the United Kingdom during the present and past periods of 
depression may also be compared : 

Table. IV. - Percentage Fall or Rise in Commodity Prices in 
the United Kingdom. 6 

I 

Ve~etable Animal Minerals I Textiles ood Food 

1873-1875 . -12 - 1 -28 -15 
1891-1893 . -21 + 4 -11 0 
1900-1902 . + 2 + 2 -24 - 8 
1907-1908 + 1 + 1 -18 -20 
1929-193}7 . -29 -14 -21 -51 

These indices confirm the opinion that the present dec] ine 
in prices is, on the whole, more severe than in any of the 
major pre-war crises. Vegetable foodstuffs declined in price 
during the long depression periods in the last century, but not 
during the short depressions before the war. It should be 
observed, however, that, not only in 1901 and 1908 but also 
in 1891, the price of wheat was higher than during the preceding 
boom year. Even in 1874 it was maintained on a relatively high 
level, as may be seen from Chart 39. 

' Source : Bulletin de Ia Statistique Glni:rale de Ia Fran<e . 
• 1891-1893 . 
• 1920-1922 . 
• 1900-01. 
• Average of the first half of 1931 compared with the average of 1929. 
• Sources : The Statist (lor 1929-31). Journal of the Royal Statistical Society. 
' First half of 1929 and first of half 1931. 
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Chart39. 

WHOLESALE PRICES OP MINERALS AND VEGETABLE FooD, 1867-1913. 
(Index of Sauerbeck and The Statist.) 
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The output of cereals fluctuated quite differently from activity 
n manufacturing industries as reflected in pig-iron production. 
Such facts lend no support to the theory that variations in the 
volume and value of crops are the cause of the business cycle. 
They do, however, indicate that it is not a mere accident that 
periods of depression have been brief when agriculture has been 
prosperous and the purchasing power of farmers well maintained. 
Moreover, when both agriculture and manufacturing industries 
happen to be depressed at the same time, the recession tendencies 
strengthen one another. 

Of all commodities, minerals have dropped the most con
sistently and severely in price during depressions. After the 
crisis of 1873, pig-iron and coal prices fell by about one third ; 
in more recent pre-war depressions they became somewhat less 
sensitive, and often (as e.g. in Germany and France during 
the present depression) non-ferrous metals - e. g., copper and 
tin -fell as much or more than these commodities. In 1908, for 
example, pig-iron fell in price in England by about 10 per cent 
and coal even less, while copper fell by some 30 per cent, lead 
slightly less and tin by 23 per cent. 

It has been shown in Chapter V-B above that during the 
present depression the prices of raw materials have dropped 
more rapidly than those of manufactured products. This pheno
menon is not peculiar to the present crisis, but is one which is 
observed in all other periods of depression for which information 
is available. It was especially marked in 1920-1921 ; in the 
latter year the Swedish official price index for finished products, 
for example, stood 27 per cent higher than the index for raw 
materials, and the National Bureau of Economic Research price 
index for manufactured goods in the United States stood 33 per 
cent above the index for raw materials (both groups of indices 
are based on 1913). As recovery from the depression took place, 
the margin between the indices gradually narrowed. During 
the depression of 1907-08, raw materials dropped in price by 
11 per cent in the United States, while manufactured goods fell 
by 8 per cent. 

Particular attention should be drawn to the differences 
between the price movements of producers' and consumers' 
goods in this and previous depressions. It has been shown in 
Chapter VI-D above that the decline in the prices of producers' 
goods during the present depression has on the whole been 
considerably less than in the prices of consumers' goods. The 
available evidence suggests that this is contrary both to the 
experience of 1920-21 and to pre-war experience. In 1921, the 
National Bureau of Economic Research index for producers' goods 
fell by 39 per cent, while consumers' goods fell by 30 per cent. In 
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Canada, producers' goods (including materials) fell by 31 I?er cent 
and consumers' goods by 23 per cent ; producers' eqmpment, 
however, rose in price in 1921 and fell relativ~ly little in 1922. 
Official indices for the United States of Amenca and Germany 
show that, during the crisis of 1907-8, producers' goods in the former 
country fell by 15 per cent and consumers' goods by 7 per cent, 
while in Germany producers' goods fell by 24 per cent and con
sumers' goods by 9 per cent. The relatively slight decline in 
the prices of producers' goods during the present depression 
is largely due to the fact that many raw materials for these 
commodities, in particular iron and steel products, have come 
more under the control of trusts and cartels, which attempt to 
maintain stable prices in good times and bad. 

Retail prices declined much less than wholesale prices during 
the depression of 1920-21; the higher level of the former through
out the period 1922-1928 has been discussed in some detail in 
a previous section. Retail price indices during pre-war depres
sions are available for very few countries ; such indices as exist, 
however, uniformly indicate that retail prices either did not 
fall at all, or, if they did, did not fall as rapidly as wholesale 
prices. In 1908, for example, wholesale prices in the United 
Kingdom and the United States of America were about 10 per cent 
lower than in 1907 ; in England, the retail price index published 
by the Ministry of Labour was 2 per cent higher, and in the 
United States the retail price index of the Bureau of Labour 
was 3 per cent higher. Wholesale prices in England were, 
according to Sauerbeck's index, more than 5 per cent lower 
in 1902 than in 1900, while retail prices were almost 2 per 
cent higher. 

Money Rates. 

The present depression has brought about a considerable 
decline in the rates of short-term money. A comparison with the 
previous crises shows, however, that this decline has not been 
greater than at certain periods in the past. The following table 
shows the average market rate in the year of the outbreak of the 
more important crises, the lowest subsequent annual average rate 
and the percentage reduction between the two years considered. 

Although the table gives only yearly averages, it shows clearly 
that the present redu~tion in money rates is not appreciably 
greater than that which occurred during various depressions 
in the past .. Open-m~rket rates hav~ dropped by one-half and 
more on earlier occasiOns ; monthly figures of rates on the New 
York market show a decline of 75 per cent between June 1873 
and July 1874 (from 17 to 4.30 per cent), and of about 70 per cent 
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(from 6.25 to 2 per cent rate on commercial paper) between 
October 1929 and June 1931. 

Table V. - Open-market Rates during Earlier Depressions. 

London New York 

1873 4.70 10.25 
1875 . 3.14 5.51 

Reduction in percentage 33 46 

1890 . 3.88 5.66 
1892 ••• 0 1. 76 4.13 

Reduction in percentage 55 27 

1900 . . 3.70 4.35 
1902 . 2.97 4.31 1 

Reduction in percentage . 20 1 

1907 . 4.49 6.37 
1909 . 2.28 3.98 

Reduction in percentage . 49 37 

1920 . . . . . 6.40 7.12 
1922 . . 2.65 4.42 

Reduction in percentage 59 39 

1929 (1st half) . 5.08 5.80 
1931 (1st half) . . . . . . 2.39 2.43 

Reduction in percentage 54 59 

The absolute level to which interest on short-term capital has 
fallen during the present depression is, however, exceptionally 
low in certain countries. In n·cent months, the money rates 
have indeed tended to rise. 

The changes in discount rates are shown in the Table VI 
which requires no comments as the movement has been similar 
to that of open market rates. 

On the other hand, the yield of long-term capital declined 
very little. Years of declining long-term rates have in the past 
usually been followed by years of recovery in production and 
trade. On the other hand, some time before the turn in productive 
activity, bond yields have usually risen considerably. In the 
recent period of prosperity in the United States, bond yields 

• 1901. 
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Table VI. - Percentage Changes in Official Discount Rates 
during Earlier Depressions. 1 

France I Germany Italy Netherlands United 
Kingdom 

1873-1875 . . 43 . 33 48 
1890-1892 . 17 2 29 - 11 47 
1900-1902 34 38 0 14, 16 
1907-1909 25 35 1 40 39 3 

1920-1922 8 + 32 4 5 45 
1929 (1st half)-
1931 (1st half). 43 24 18 55 47 

rose from 4.37 per cent in 1928, which was the lowest level 
reached since the war, to 4.76 per cent in 1929 and, although 
they have since declined, the low figure of 1928 has not again 
been reached. 

Table VII. - Bond Yields during Earlier Depressions. 4 

l United Kingdom I U. S. A. Denmark 

1873 . . . 3.28 - 4,.35 
1875 . 3.24 - 4.33 
Reduction in per-

tage 1.2 0.5 

1890 3.02 - 3. 70 6 

1892 . 2.45 - 3.58 
Reduction in per-

centage . 18.9 3.2 

1900 . . . 2.92 6 4.15 3.79 
1902 2.75 4.06 3.55 
Reduction in per-

centage . 5.8 2.2 6.3 

1 Source.s : Bulletin de Ia Statistique gentrale de Ia France (1873-1922). 
League oJ Nations: Monlhlg Bulletin of Statistics (1929-1931) . 

• 1891-1893 . 
• 1907-1908. . 
• Source : Standard Statistics. Dr. Pedersen : Forholdet mellem Rent en af Laan 

med kort og lang lsbetid I perioden 1855-1930, 0konomi og Politik, November 
1930 . 

• 11191-1894 . 
• 1901-1903. 
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Table VII. - Bond Yields during Earlier Depressions. 
(continued). 

I United Kingdom! U. S. A. Denmark 

1907 . 2.97 4.511 3. 70 2 

1908 . 2.91 4.33 3.68 
Reduction in per-

centage . 2.0 4.0 0.5 

1920 . . . 5.32 5.88 6.22 
1922 . 4.42 4.94 4.94 
Reduction in per-

centage . 16.9 16.0 20.6 

1929 ~1st half) 4.53 4.67 5.11 
1931 1st half) . 4'.29 4.43 4.66 
Reduction in per-

centage . . 5.3 5.1 8.8 8 

The behaviour of the long-term capital market in countries 
not given in the table may be studied from the following table 
showing the changes in prices of fixed interest-bearing securities: 

Table VIII. - Changes in Prices of Government Bonds.' 

France )Netherlands) Germanv I Italy 

1891-1893 
1900-1902 
1907-1909 
1920-1922 
1929-1931 10 

1 1907-1909 . 
• 1908-1909. 

. 
. 

+ 7.0 5 + 6.3 + 2.0 
+ 0.6 6 + 5.0 + 6.6 
+ 3.1 + 3.5 + 0.5 
+ 6.6 +18.0 + 7.9 7 

+15.1 + 4.0i + 5.6 

1 Yearly average 1929·1930. 
' Sources : Slatislique Gtntrale de Ia France, Annuaire stalistique . 
• 1890-1892 . 
• 1900-1901. 
' 1920-1921 . 
• 1920-1923 . 
• 1929-1930. 

10 Average 1929 compared with the first half of 1931. 

+ 1.7 
+ 3.1 
+ 2.1 
+ 3.7 8 

+ 7.5 
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It would appear that the years of the cheapest money did 
not correspond with the years of industrial recovery. The little 
that is known about the month-to-month development of pro
duction suggests that, as a rule, production began to expand 
when money rates were still tending downwards, while, 
after recovery had been in progress for some time, the price 
of capital also began to rise. Building activity was especially 
influenced by the behaviour of the long-term interest rates. 

The drop in the prices of shares, on the American and German 
markets at all events, has been more serious during the present 
depression than in any previous crisis. The index of share 
quotations on the New York Stock Exchange dropped 30 per 
cent from 1873 to 1874, 29 per cent from 1883 to 1884, 37 per 
cent from 1907 to 1908 and 41 per cent from 1920 to 1921; 
between 1929 and 1930 the drop was 60 per cent 1• In Germany, 
prices of stocks dropped 22 per cent in the course of 1900 and 
14 per cent between April 1906 and August 1907 2, while the 
decline from 1929 to 1930 (annual average) was 21 per cent 
and between April 1927 and June 1931 about 62 per cent. In 
France also, the recent drop in the prices of shares appears to 
be greater than during earlier depressions, although the yearly 
data allow of only approximate comparison. Between 1890 
and 1893 prices of shares on the Paris Bourse declined by almost 
10 per cent 3, from 1899 to 1902 by 21 per cent, from 1907 to 
1908 by 5 per cent and from 1920 to 1921 by about 25 per cent. 
From 1929 to 1930 the decline was about 15 per cent 4 and 
continued in 1931. Between February 1929 and June 1931 
there was a decline in the prices of stocks of about 40 per cent 5• 

At the moment of the break on the stock exchanges in 1929, 
there was no pronounced credit stringency accompanied by a 
rapid rise in money rates, such as occurred during certain of 
the previous crises, e.g. in 1873 and 1907. Not even in October 
and November of 1929 did money rates in New York rise as 
high as in 1907. This suggests that the organisation or the 
handling of the financial system has been improved. 

General Comparison with some Earlier Depressions. 

Certain points of similarity and difference between the earlier 
depressions and the present situation may now be briefly exam
ined. A comparison with the post-war crisis of 1920-1922 seems to 

1 On bas!• of ligures compiled by the Federal Reserve Bank of New York. 
• V•erte!Jahrshe!te zur Konjunktur!orschun!! 5. 3. A. 
' 288 shares of. all classes ; inde~ of the Stallslique Generate de Ia France. 
: 300 shares ; mdex of the Slallsllque Generate de Ia France. 

The figure of 56 per cent quoten in Chapter V C represents the reduction 
in prices of industrial shares only. 
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offe.r relative!~ little ~nterest, as the early post-war years were a 
period of rapid readJustment of the economic organisation to 
p_eace condi_tions. For this reason ~he changes from the produ~ 
bon and pnce levels of the war periOd have a somewhat different 
sigl!-ificance from ~he variat~ons which occur~ed during other 
periOds of depressiOn. In view of these special circumstances 
ten years ago, it is surprising indeed that many fundamental 
production and price curves followed practically the same course 
as they have done since 1929, at all events up to the beginning of 
1931. Indeed, if an upward swing of the business cycle had begun 
in the spring of this year, the similarity would have been striking. 

Some fundamental differences must, however, be noticed; 
Most currencies were on a paper basis in 1920-1922, and the 
movements of wholesale price levels in different countries varied 
greatly. In many of them the fall in prices was short-lived and 
was quickly succeeded by a rapid inflation, which naturally 
affected the movement of business conditions in the countries 
concerned, For this and other reasons the severity of the depres
sion in the second year after the turn varied much more from 
country to country than at present. 

Another difference is that during the 1920-1922 depression 
the level of wages was in most countries rapidly adjusted down
wards. In some countries wages in manufacturing industries 
declined in the course of two years by as much as 30-40 per cent. 
The comparative ease with which nominal wages were then 
reduced was probably partly due to the feeling that a lower 
level of values in general was natural after the war and would 
prove permanent. 

In one respect the reduction of values was much greater 
ten years ago than it has so far been during the presentde pres
sion. The decline in bond yields was rapid, and in many coun
tries about twice as great as that which has occurred since the 
autumn of 1929. The large drop after 1920 naturally tended 
to stimulate real investment in residential buildings, new plant, 
etc. It is worth noting that the recovery in the investment 
trades (constructional trades, industries manufacturing pro
ducers' equipment and durable consumers' goods) appears to 
have begun very early during the depression and _th~ need 
for real investment to have been great. In some countnes mdeed 
investment activity was interrupted for only a brief period. In 
the United States, for instance, the potential need for buildings 
was considerable and the number of building permits was increas
ing rapidly in the second half of 1921, many months before the 
long-term rate of interest reached it_s lowest point. In other 
countries also, the need for new real mvestment, partly ansmg 
out of the postwar economic reconstruction, seems to have 

till 
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been very large ; but rent le~islation !lnd <_>ther ~ir~umstances 
tended to discourage constructiOn of residential bmldmgs. 

If the present depression be compared with those of the 
pre-war period, certain differen~es are. at once noticeable. The 
price system, as already mentiOned m the last chapter, has 
been much less flexible in recent years. It is true that even 
prices subject to monopolistic regulation have come down consi
derably during the present depression, but the attempts towards 
control have much delayed this movement. Similarly, it is pro
bable that wages have fallen less between 1929 and the summer 
of 1931 than during some of the major pre-war depressions. 

In periods of depression before the war the reactions on 
prices were generally stronger than those on the volume of pro
duction or trade. The monopolistic tendencies prevailing since 
the war have naturally to some extent reversed this situation, 
as has been shown above with regard to iron and steel. 

In many other respects, of course, the post-war economic 
structure differs from that of the end of the 19th or the beginning 
of the 20th century. The extension of the social insurance 
system in the last two decades has affected the reactions of the 
labour market in most manufacturing countries. 

Another difference is that in agriculture capitalistic methods 
of production have been introduced to an increasing extent in 
most countries. Agriculture uses more mechanical appliances 
and is more dependent on conditions on the capital markets. 
It is therefore likely to be more affected by the business cycle 
than before the war. 

For Germany, the complete change on the capital market is 
of extraordinary importance. While Germany was, before the 
war, a capital-exporting country, able to reduce her net foreign 
lending during years of crisis and depression, her economic 
organisation is now dependent on foreign capital and has to face 
a reduction uf capital imports or even a net effiux of capital in 
periods of crisis. 

In some respects there is a striking similarity between the 
present depression and that of the eighteen-seventies ; in both 
cases severe reaction followed a period of tremendous activity, 
especi.ally in investment trades. They were both preceded by 
a penod of marked technical progress and capital investment 
and by wars and monetary disturbances ; agricultural prices 
fell more rapidly than prices in general ; the agricultural crisis 
in the seventies bears some resemblance to the present crisis 
at least as far as European agriculture is conserned. European 
agriculture in both cases was feeling the first adverse effects of a 
change in the world agricultural conditions. In the eighteen
seventies, as at present, there were fears of a gold shortage and 
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at the same time a series of monetary reforms which increased 
the demand for this metal. A sudden breakdown of important 
st<Jck ~xchanges appears to have contributed to spreading the 
depressiOn. Th~ overseas countries like the Argentine, Australia 
and South Afnca, however, seem to have remained relatively 
prosperous during the earlier crisis. 

In the 'eighties productive activity suffered no violent set
backs. Although the tendency towards falling prices had an 
adverse psychological effect, statistics show that economic 
progress during that period was very large, probably not much 
less than during other decades of the last half-century before 
the war. The fact that European agriculture was during the 
whole decade in a very depressed state did not prevent an expan
sion and prosperity in other industries. It is probable, however, 
that the volume of real investment in the 'seventies and 'eighties 
did not increase as fast as it did from the middle of the last 
decade of the 19th century. 

The boom of the'eighties broke in 1890 under conditions of 
serious financial strain. Although some improvement took place 
in 1893, the _~:eaks in the business curves of that year were very 
low. In the United States and the United Kingdom, they did 
not reach the line representing the long-term business trend. On 
the whole, therefore, the years 1891~1895 were one long period 
of depression. 

With the latter half of the decade a period of great prosperity 
began. There was a rapid growth of electrification. The output 
of non-ferrous metals increased rapidly; the network of telegraph 
and telephone communications was more and more extended 
with momentous consequences for business and conditions of 
life. Further, in many chemical industries a rapid expansion 
began which has since continued almost without interruption. 

The depressions which followed- those of 1900 and 1907-
were relatively brief. As already indicated, reductions in the 
volume of production were very small, although certain price 
series fluctuated a great deal. The variations in financial condi
tions were considerable. For instance, both short-term interest 
rates and stock-exchange quotations were subject to large 
fluctuations. The depression of 1900-1902 was less international 
in character than the others referred to in this chapter. For 
instance, it was felt very little·in the United States, where a boom, 
after a brief interruption, continued up to 1903. 

With these brief remarks and certain observations made in 
earlier chapters as a background, certain special aspects of. the 
various depressions of the last half-century may be exammed 
which serve to throw some light on the economic events of the 
last two years. 
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Even the most pronounced depressions following upon 
violent booms have been followed by some recovery not later 
than two years after the turn, but in such cases recovery has been 
relatively weak and often followed by a new period of de
pression. In other words, the peak of the first business 
cycle after an exaggerated boom has in several cases been 
submerged. This was the case, for instance, with the revival of 
1876, which was unable to relieve to any considerable extent 
the depressed business conditions of the period 1873-1879. 
Similarly, as already indicated, the depression after 1890 lasted 
for about five years. The course of events was quite different 
after the post-war depression of 1920-1922, which was followed 
by a period of re-organisation and large capital investment. It 
is not improbable that the possibilities of rapid expansion in 
investment trades in the last decade explains the relatively rapid 
recovery of business. 

. The course of the various depressions has been largely 
influenced by the character of the boom periods which preceded 
them. When a fairly long period of very large investment precedes 
the crisis, as for instance in 1873 - in other words, when 
investment has reached a certain temporary saturation point 
and, in the absence of a considerable decline in long-term 
interest rates, there is no demand for large new investments 
which might bring about a revival of business - the depression 
is likely to prove especially intense and protracted. On the 
other hand, if the turn of the business cycle comes before such 
a saturation point is reached, the unsatisfied need of investment 
will stimulate a recovery in the industries producing investment 
goods relatively quickly, and thus tend to cut short the depres
sion. On the whole, conditions which make for stability of 
investment tend to smooth out the business cycle, while 
exaggerated investments during certain periods, or other circums
tances which make it difficult to maintain the volume of 
investment, have the opposite effect. This is one reason why 
fluctuations in business conditions after great wars appear to be 
relatively great. 

The more uniform and worldwide character of the present 
depression as compared with earlier depressions seems to be due 
partly to the fact that the world has become more of an economic 
unit - a fact which has already· been stressed several times. 
A comparison with earlier cycles also serves to emphasise the 
influence of political difficulties and political instability during 
the last few years. This factor has been of particular importance 
in connection with the weakness of the tendencies making for 
recovery in the summer of 1931. This question will be discussed 
in the next chapter. 
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It would be superfluous to summarise here all the various 
circumstances ~hich have contributed to ~he exceptional severity 
and long duration of the present depressiOn. The importance of 
two of them stands out very clearly. Agriculture became involved 
in a crisis at about the same time as industries producing raw 
materials and manufactured goods and, owing to the general 
financial instability, the repercussions of the unfavourable condi
tions in countries producing primary products have been very 
great. Secondly, the present depression, like that of 1873, was 
preceded by a long period of extraordinary activity in real 
investment, and in many directions a temporary saturation point 
had been reached by the time the business cycle turned. For 
this reason, the demand for new investment is now relatively 
small ; recovery in this field has been made all the more difficult 
owing to the influence of incomplete flexibility of certain price 
and cost elements, for example the long term rate of interest. 

The first of these factors appears to have been largely respon
sible for the rapid spread and intensification of the depression : 
the second for the weakness of the forces making for recovery 
and thus for the long duration of the depression. 

Forces making for Recovery during Earlier Depressions. 

A study of the circumstances which appear to have brought 
about recovery after earlier severe depressions may suggest 
where signs of improvement in the present situation should be 
looked for and even perhaps what measures might contribute 
to such an improvement. 

The factors which would appear to have been in some way 
connected with the recovery after such depressions are as 
follows: 

A. Factors making for increased production without necessa
rily increasing purchasing power in use. 

1. Stocks of commodities may be reduced owing to a greater 
decline in production than in consumption during the period 
of depression. When stocks cannot be further ~ut dow:n, purchases 
by retailers and others must ke~p ~ace With th~Ir sales and 
thus increase somewhat. Production IS thereby stimulated and 
the increase in purchases may help to create a revival of 
optimism, which, in its turn, stimulates production. 

2. A reduction of commodity prices accompanied by, or 
even occasioned by, a reduction in production costs may make 
it possible to buy a larger quantity of commodities with a given 
sum of money. Lower prices of certain raw materials and lower 
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wages have made it possible to finance larger investment with 
a given sum of savings, just as lower retail prices have enabled 
consumers to buy more consumers' goods. In othe_r words, 
price reductions have sometimes led to larger sales and mcreased 
production of commodities. It is impossible, however, to say 
with certainty whether this has taken place or not on any parti
cular occasion. As explained in Chapter VIE, cost and price 
reductions will have an effect of this sort only when they fail 
to reduce the total purchasing power in use, and their influence 
on the latter depends on the circumstances of the case. 

B. Factors leading to an increase in the total volume of 
purchasing power in use. 

1. Such an increase can be brought about through a changed 
relation between the demand for credit and the supply of new 
savings. Circumstances which tend to increase the demand for 
capital for real investment accordingly tend to increase purchasing 
power or to check its decline. In other words, increased invest
ment is one means by which purchasing power may be increased. 
As explained in Chapter VI E, one way of increasing investment 
is to reduce costs in the investment trades ; real investment is 
likely to expand far more than in proportion to any reduction 
effected. An expansion in investment activity after a period of 
depression has also sometimes been called forth by new inventions 
and other forms of technical progress, rendering profitable the 
adoption of new machines and new methods of production 
requiring capital investment. Moreover, owing to the small 
amount of new investment during the first part of a depression, 
a need for certain forms of investment -for instance, in building 
-develops. This has occurred during most of the major previous 
depressions. The more insistent that need, the greater has, as 
a rule, been the stimulus to invest capital. In other words, the 
existence during the depression of a reserve of investment 
requirements has been a factor making for early and rapid 
recovery. It matters little from this point of view whether the 
investment is in producers' investment goods or in other invest
ment goods - i.e., durable consumers' goods, such as motor
cars, furniture, etc. Naturally, consumers often postpone 
purchases of the latter class of commodities during the first 
part of the depression, but the fact that this demand has been 
merely postponed may lead to an increase in purchases after 
a time. 

2. T.otal. purchasing power in use may also be increased by 
a reduction m the percentage of the national income which is 
saved. Such a reduction ·leads to an increase in the demand 
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for consumers' .goods in comparison with a supply of such goods, 
unless producbo!l. has change~ accordingly. Hence the prices 
of such commodities tend to nse. Demand for credit and thus 
demand for investment goods is not reduced but rather increased 
under such conditions. In general, recovery in one group tends 
to stimulate recovery in others. Not only does an increased output 
of consumers' goods lead to a growth in investment, but this 
growth in investment tends to increase employment and 
purchasing power and thus the production of consumption goods. 
This is, in fact, the reverse of the process which takes place 
when a depression has beguri. 

3. Purchasing power may also be increased through a 
growth in the demand for credit to buy consumers' goods. 1 This 
might occur, for instance, if manufacturing industries were 
forced to pay higher wages and obtain the means of doing so 
through increased bank credit. There is no evidence to show 
that this has ever taken place on a considerable scale. On 
the other hand, Governments unable to balance their budgets 
have often borrowed instead of increasing taxation. In such 
cases the borrowed money has been used to maintain demand 
for consumption goods. 

As already mentioned, the information available regarding 
earlier depressions is so scanty that it is impossible to ascertain 
what role any one of the factors 1\lentioned above has played 
in bringing about recovery in each individual case. The general 
impression obtained from a study of earlier cycles is, however, 
that in most cases a stimulus towards recovery has come from 
increased investment. Such an increase as already stated has 
been mainly due to : (1) A reduction in certain price and cost 
items, both in long-term interest rates and in wages and raw 
materials in investment trades ; (2) Technical progress which 
has called for the production and installation of new equipment 
and the development of new countries ; (3) A need for new 
investment due to the restriction of investment activity during 
the depression. In this respect building activity seems to have 
been especially important. Since the eighteen-nineties, in 
countries for which information is available, building activity 
has regularly fallen off before the turn of the cycle. During the 
real boom years, c;edit conditions ~ave been string.ent, interest. 
rates high and capital for the financmg of constructiOn has been 
difficult to secure. Hence some time after the outbreak of a 
depression, under the combined influence of reduced interest 
rates and costs and an accumulated need of new building, 

1 This, of Course, comes to very much the same as 2 above for it involves a 
reduction in net national savings. · 
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constructional activity has been resumed. This resumption of 
activity appears to have occurred only a year or two after the 
crises of 1900 and 1907. 

In the United States, such a revival took place as early 
as 1921, not much more than a year after the outbreak of the 
severe post-war 'depression. In the following years, investments 
in motor-cars, roads and electrification were also large. It 
seems highly probable, as already mentioned ~bov.e, that the 
existence of a need for such large and such varied mvestments 
was an important factor in bringing about a speedy recovery. 
In other countries as well as in tM United States, investments 
in these years were very considerable in manufacturing industries, 
partly owing to the fact that new machinery and equipment of 
much greater efficiency than those of pre-war days were put on 
the market. Old machinery was accordingly replaced on a large 
scale. The liquidation of less efficient firms on this as on many 
other occasions left room for an expansion of the capacity of 
those that survived. · 

Railway building and investment in railway equipment has 
been one factor other than housing that has played a large role 
in the development of the business cycle. This factor was of 
course of more especial importance in the last century. During 
the last decades before the war a large part of such investment 
occurred in other countries than those which supplied the capital. 
The capital-exporting countries found it more profitable to open 
up new countries -for instance, through investments in commu
nications of different sorts - than to invest at home. The orders 
thus obtained for their export industries naturally had very 
much the same influence as if investment had taken place within 
their own territory, although temporary transfer difficulties may 
have occurred. 

The rapid increase in population had much to do with this 
growing need of investment. Housing and communications 
were of course most directly affected by this factor. 

To what extent increased sales owing to price and cost 
reductions have contributed towards recovery during the earlier 
depressions it is difficult to judge. It seems not improbable, 
however, that this factor has contributed to revival on certain 
occasio_ns - in particular in the eighteen-eighties, when in some 
countnes no marked increase in real investment seems to have 
taken place during the first years of recovery. 

The effects of a reduction in cost owing to increased efficiency 
may be quite different. It tends to increase the volume of 
production, but, if it does not involve more investment it is 
doubtful if it stimulates conditions in other industries and thus 
contributes to a general recovery. 
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Lack of data also makes it impossible to say whether the 
exhaustion of stocks has been an important factor in stimulating 
a revival of business prosperity . 

. Many economists attach great importance to the existence 
of what may be called a cyclical movement in human psychology. 
After a period of pessimism, business men tend to regard 
recovery as natural, and in preparation for this recovery begin 
to buy more freely. 

The fluctuations in real investment may be illustrated by the 
chart 40, which shows the change in the volume of invesment 
in Germany. Although available data relating to investments 

Chart 40. 
INVESTMENT AND CONSUMPTION 1 IN GERMANY 1863-1913. 
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1 Chart prepared by the Institut fllr Konjunkturforschung. 
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are incomplete and the actual fluctuations therefore probably 
exaggerated on the chart, this chart serves to give a rough 
indication of the tendencies. The severe depression after 1873 
must have been connected with the drop in investment activity. 
A heavy decline in interest rates and a reduction in. wa~es and 
raw-material prices failed to call forth any sub~tantial mcrease 
in private investment in Germany. In the previOus decade, the 
volume of investment, as already remarked, had been very large. 
Secondly, the agricultural depression counteracted the tendencies 
towards expansion elsewhere. A very large part of the new 
investments in this decade were effected by public authorities. 

In view of the foregoing considerations, the situation in 1931 
appears in some respects rather serious. It is uncertain whether 
commodity stocks have been reduced to such a degree that a 
stimulus from a tendency towards replenishing them can be 
expected until recovery is well under way for other reasons. 
Again, conditions do not seem to favour a considerable increase 
in investment. The very large investment which took place in 
most countries in the years preceding 1929 has created a surplus 
capacity almost everywhere, and it is not clear in what directions 
new investment should be made in the near future. Building was 
active, not only until the outbreak of the crisis, but in some cases 
one or two years longer; While this helped to mitig<tte the 
depression during 1930, it has reduced the chances of an early 
increase in construction and thus of a stimulus to recovery from 
that quarter. In the second place, the cost reductions in the 
investment trades have been very small relative to price reductions 
elsewhere and the long-term rate of interest has declined very 
little. In the third place capital is not flowing freely to countries 
where there might be a need of new investment. It is impeded, 
above all, by lack of confidence, which makes capitalists demand 
high risk premia. Finally, there is a widespread feeling of inse
curity in business circles regarding the future course of the price 
level. Many find ground for anxiety in the gold situation and 
many are convinced that, if prices continue to fall or even fail to 
rise, ht;avy wage reductions will be necessary ; strikes and lock
outs Will occur ; the burden of debts will be increased and many 
other difficulties will arise. 

In forming an opinion as to the chances of a real recovery 
in the near future, it should be borne in mind that the forces 
ma~ng for recovery may be strengthened and the conditions 
radiCally altered by organised efforts of a national or interna
tional character. 



Chapter VIII. 

THE SITUATION IN THE SUMMER OF 1931. 

Financial conditions. 

The financial history of the summer of 1931 has been somewhat 
dramatic. Waves of optimism and pessimism have followed 
one another very rapidly, but confidence has definitely tended 
to decline since April. During that month, not only did it 
appear that the rate of the depression had slowed down, but 
many competent observers were of the opinion that the improve
ment over and above the normal seasonal movement which had 
taken place in the United States of America and some other 
countries would continue. Unfortunately, these expectations 
have not been fulfilled. The existence of certain financial 
strains, the natural result of a long depression, have led to a 
number of failures of banks in certain countries ; these failures 
haw had worldwide repercussions. Some purely financial 
circumstances seem to have played a larger role during the 
last four months than in earlier periods of the depression. 

The suspension of payments by an important Austrian 
bank in May shook confidence in the financial condition of 
Austria, and the position of Germany also began to give rise to 
apprehension. In Germany, a large part of the enormous 
foreign investments on short-term, estimated at about ten 
milliard marks in December 1930, had been withdrawn in the 
course of the spring. The foreign exchange position of the 
Reichsbank as a result had been much weakened. As confidence 
in the financial stability of Germany declined still further in May 
and June, withdrawals of foreign funds continued ; it has been 
estimated that, during the first seven months of 1931, 2,900 
million marks of foreign short-term funds were withdrawn. 
These withdrawals created great difficulties for many of the 
commercial banks. 

The proposal made by President Hoover in June that all 
payments on account of reparations and war debts should be 



-300-

suspended for one year brought a measure of temporary relief. 
The immediate rise in the prices both of bonds and of sto~ks 
was a reflection of the revival in confidence. Even Commodity 
prices, as will be seen below, rose considerably in the following 
week. 

This revival of confidence was, however, shortlived. In 
spite of the fact that the Reichsbank obtained large new credits 
(630 million marks) through the Bank for International Settle
ments, certain Central Banks and a New York financial group, 
the financial position was very uncertain. 

One of the niost important German banks suspended payments 
in the beginning of July, and the gravity of the situation rapidly 
increased. To protect the gold stock and foreign exchange 
reserves of the Reichsbank which, in spite of the new credits, 
had declined about 1,000 million marks since the beginning 
of the year, severe restrictions were placed on the purchase 
of foreign exchange, and on the withdrawal of deposits in 
German commercial banks and savings banks. 

During the first half of August, conditions on the capital 
market became slightly more normal. The discount rate, 
which had been raised to 15 per cent, was again lowered to 
10 per cent. The stock exchanges in Germany, however, which 
had been closed £arly in July, did not re-open. Negotiations 
were opened between German and foreign bankers with a view 
to preventing further withdrawals of foreign funds and to replace 
loans which were to fall due in the near future. These negotiations 
lead to an agreement which is to run for a period of six months. 
Nevertheless the financial situation of Germany towards the 
end of August was still highly insecure. 

Serious financial difficulties were also experienced in some 
other countries. In general, the position of the European 
debtor States was less stable than earlier in the depression. 
This is reflected, for instance, in the quotations of the bonds of 
these countries on the stock exchanges of the leading capital
exporting countries. 

The financial position of many debtor countries in other 
continents had already become grave long before the summer 
of 1931. A number of. them had_ been obliged to depart from 
the gold standard, and the currencies of some of these continued 
to depreciate. 1 In certain cases the service of the foreign debt 
obligations was discontinued. · 

All these financial disturbances inevitably affected the 
London money market. During the spring and early summer, 
short-term funds moved towards London and the open-market 

' See Table Ill below. 
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rate ther~ fell to a low level-from2.59percentinApril to 2.09 
per cent m June. On the outbreak of the crisis in Germany, 
however, funds were withdrawn from London, largely to Paris, 
and the Bank of England was obliged to export a considerable 
amount of gold. The open-market rate rose to 2.60 per cent in 
July (monthly average). During the last three weeks of July 
alone, the gold reserve of the Bank of England was reduced 
by no less than £32 million, or about 20 per cent. A credit of 
£50 million was granted to the Bank of England by the Federal 
Reserve Bank of New York and the Banque de France, but 
in spite of this the sterling exchange remained low as the outflow 
of foreign funds continued and the fmancial situation of the 
United Kingdom become more adn more disquieting. 

That the recovery which seemed to be taking place in the 
spring was interrupted in the summer may be clearly seen 
from a study of financial statistics. 

The discount rates towards the middle of August were in 
many countries substantially higher than three months earlier. 
The most important exceptions were certain capital-exporting 
countries such as the United States, France and Switzerland. 

Table I. - Central Banks' Rates of Discount, 1931. 1 

Germany 
Austria . 
Hungary 
United Kingdom 
France . . . . . . . . . 
United States (New York). 
Switzerland . . . . . . . 

End of 
May 1931 

per cent 

5 
5 
5Yz 
2Yz 
2 
1 Yz 
2 

I ~Uddle of 
Auflllst 1931 

per cent 

10 
10 
9 
4Yz 
2 
1Yz 
2 

The open-marke! rates followed a b~oadly simila~ course. 
They rose rapidly m t~e debtor _countnes an~ contmued to 
fall· in some of the lendmg countrtes, but rose m others more 
or less in accordance with discount rates. 

The magnitude o~ the g?ld expo~s f!om cert~in countries. to 
which the financial dtfficulttes gave nse ts shown m the followmg 
table. The principal recipients o! this gold, as well as the newly
mined gold, were France, the Umted States and the Netherlands. 

' Source : League of Nations, Monthly Bulltlin of Slalislics. 
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In June and July, practically the whole amount went to France. 
Naturally, some countries reduced their foreign exchange reserves 
instead of their gold stock, but with much the same effect on 
their financial position. 

Table I I.-· Changes in the Gold Reserves of Certain Central Banks.1 

(OOO,OOO's). 

United France United Switzer- Nether-Germany States land lands Kin~dom (French (RM.) 
( ) francs) (I) (Swiss 

francs) (F1orins) 

April - 47 + 3.3 - 500 + 46 0 + 4 
May - 20 + 4.9 + 18 + 89 0 0 
June . -969 + 11.9 + 788 + 133 + 92 + 47 
July . - 58 - 30.7 + 1981 + 61 + 28 + 89 

The financial difficulties are also reflected in the figures for 
notes in circulation. In many countries where stringent monetary 
conditions prevailed, the note issue increased substantially 
from June to July. Average note circulation in July was above 
that of the previous month by 4 per cent in Germany, 9 per cent 
in Austria and 30 per cent in Hungary. 

The depreciation of certain currencies is illustrated by the 
following table. In some of the South American countries and 
in Australia no further depreciation has taken place in recent 
months ; nevertheless, the downward movement of prices has 
further weakened their financial position. 

Table II I. - Depreciation of Certain Currencies. 1 

(Percentage discount). 

On New York On London 

I Argentine Brazil Uruguay I Venezuela Australia I New 
Zealand 

1931 
Jan. -28 -24 -34 - 4 -17 -6 
April . - 21 -39 -35 - 12 -23 -9 
June . -27 -37 -43 - 11 -23 -9 
Aug. 14 . - 31 -47 -48 2 - 10 2 -23 -9 

• Source : League of Nations, Monthly Bulldin of Slatisliu. 
• July. 
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'J!le yield <?f domestic high-grade bonds rose slighthy in the 
lendm~ countnes, b~t much less than that of bonds of borrowing 
countnes, as shown m the following tables. In other words the 
ris~ premium on foreign bonds increased considerably, a' fact 
which reflects very clearly the weakening in confidence. 

Table IV. -. Index Number of Bond Prices. 1 

(1928 = 100). 

I New York I London Paris 

6 v 0 

3 VI . 
1 VII. 
5VIII 

12 VIII 

98.2 
96.7 
98.1 
97.4 
96.9 

95.8 
94.2 
96.5 
92.9 
92.3 

110.9 
110.6 
108.1 
110.5 
110.4 

Table V. - Price of Foreign Government Bonds in London. 1 

(In Shillings) 

Argen- Austria Brazil Chili \ China Hun- Au"-tine 7% 6%% 6% I 5% gary India tralia 
4% Inter- 1927 1929 1912 7%% 4%% 5% Recess nat. 

20 v 82% 94% 53% 74% 43 102 79% 70 
3 VI 0 78% 101% 44 68% 40 100 74% 68 

10 VI 82 102 55% 72% 41 98 75 69. 
17 VI 82 102 56% 66% 41 93% 74 69 
24 VI 0 85% 88% 60 65% 44 96% 75 69 
22 VII. 81 103% 64 56 46 88 76 78% 
18 VIII 75% 80 59% 35 43 78 74 74% 

The changes in the quotation of the German Young Loan, 
as shown in Chart 41, are significant. A comparison with table V 
shows that the quotations of other European and South
American foreign bonds followed a broadly similar course, 
although the fluctuations were less considerable. 

• Source : Index Number Institute, Incorporated. 
1 Source : Economist. 
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Chart 41. 

YIELD OF THE YouNG LoAN IN LoNDON. 
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The spring revival on the Stock Exchange came to an end 
in "March and was succeeded by a downward movement in most 
countries as may be seen from the Chart 42. This decline 
was intensified in May, and very low levels were reached at the 
beginning of June. On the announcement of the Hoover proposal, 
the markets rallied sharply, but after a week or two the downward 
movement was resumed. In the first half of August, conditions 
on the stock exchanges were relatively quiet and the level of 
quotations in most countries was a little above the lowest point 
reached in June. 

The available figures for business failures in the leading 
countries show no increase compared with last year. This 
would appear to indicate that the banking system has been 
able to maintain sufficient flexibility to avoid financial break
down of business firms on a large scale. On the other hand, 
the number and importance of bank failures seems to· have 



Chart 42. 

STOCK MARKET PRICES IN 1931. 
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increased, not only in some European borrowing countries, but 
also in the United States. The financial position of farmers 
has been further weakened, but the number of forced sales 
of farms has not so far reached serious proportions. 

International capital movements have been entirely under 
the influence of the events which were described at the beginning 
of this chapter. While the movements of liquid funds have 
been very large, the lack of confidence has prevented 
considerable issues of long-term loans for foreign account. In 
the United Kingdom the amount of new issues for foreign account 
in the second quarter was only one-half of that in the corres
ponding period of last year, while in the United States it fell 
to nearly one-fifteenth. It is noticeable, however, that inthe 
course of the first half of the year France lent large sums to 
certain South-Eastern European countries. In all transactions 
of this sort the risk premium has been very considerable. 
There are signs that towards the end of the summer confidence 
in the financial stability of Europe had been so shaken that it 
became increasingly difficult even for first class financial houses 
and business firms to obtain renewal of short term credits granted 
by bankers in the financially strongest countries. This was 
one of the most serious aspects of the financial crisis in August. 

The figures for new capital issues, which are given in the 
table below, indicate that the volume of investment during 
the second quarter of 1931 has been on a lower level than during 
the first quarter of the year except, possibly, in Germany. In 
the United Kingdom and the United States, the total for the 
second quarter of 1931 is only about one-third of the figure 
for the corresponding period of last year. 

1930 
1st quarter . 
2nd quarter . . 

1931 
lsi quartrr . 
2nd quarter . . 

Table VI. - Capital Issues. 1 

(OOO,OOO's omitted.) 

France Germany United Kingdom 
(Francs) (RM.) (£) 

Total Total Total Foreign 

6,927 220.5 69.6 33.3 
. 4,746 93.9 72.3 35.7 

6,024 136.8 45.3 24.0 
. 4,239 330.9 25.5 18.9 

United States 
(S) 

Total Foreign 

2,145 297 
2,718 471 

1,233 147 
960 33 

• Source : League of Nations, Monthly Bulletin of Statistics. 
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Production. 

It is clear from the above account that financial conditions 
have been much aggravated since the spring. The downward 
movement in :production, on the other hand, has been less pro
nounced. It IS true that the spring revival in industry has 
not continued ; but the recession in the course of the summer 
has .been relatively small. On the whole, the second quarter 
of the year has been a period of stagnation in production rather 
than of intensified decline. (See the production charts in Chapters 
IV and VI-D.) 

The figures for unemployment point to much the same 
conclusion. ' 

Table VII. - Unemployment. 1 

Germany 1 France 1 Italy" United United 
l\ingdom :1: * States • 

1930 11931 193011931 1930 11931 1930 1 1931 1930 11931 

April 2,786 4,358 11 69 372 670 1,309 2,027,85.5 74.5 
May 2,634 4,053 12 57 367 635 1,339 2,019 84.5 74.1 
June 2,670 3,954 10 51 322 574 1,341 2,037 83.6 72.2 
July 2,765 3,990 9 51 342 63~ 1,405 2,074 81.6 

The situation has, however, been very different in various 
industries. On the whole, those producing consumers' goods other 
than motor-cars have been able to maintain the level of output 
reached in the spring. In some countries the production of 
these industries is even higher than last year, while in the rest 
only a slight reduction has taken place. For instance, in the 
United States the output of shoes, silk, rayon, cotton goods 
and tiles has increased considerably and is much above the level 
of the same period in 1930. In some cases - for instance, in 
the boot and shoe industry - the increased demand would 
seem to be due to the fact that delayed purchases can no longer 
be put off. In Germany, the index of the output of textile 
goods (1928 = 100) rose from 80 in the first quarter to 87 as 
an average for April and May. Poland reports an increase in 
the production of textiles of nearly 10 per cent. In France, 
on the other hand, there was a decline of 7 per cent. 

' Source : League of Nations, Monthly Bulletin of Statistics, 
1 Number unemployed in thousands. 
• Wholly unemployed. 
• Index of employment. 
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Industries producing the more expensive consumers' goods, 
such as motor-cars, and equipment goods - in other words, 
those the demand for whose products involves the investment 
of savings - have not fared so well. It would appear that 
their output has continued to decline rapidly in most countries. 
For instance, the production of motor-cars in the United States 
was 21 per cent lower in June than in May, and again 15 per 
cent lower in July than in June. In the iron and steel industry, 
a continued decline is everywhere reported, and in the United 
States the industry is unable to utilise more than 30 per cent 
of its capacity. The production of non-ferrous metals and 
machines is similarly affected. In industries producing invest
ment goods, the rate of decline seems to be about the same as 
in the corresponding period last year. 

It has already been mentioned in Chapter V that the volume of 
construction continues to decline. The figures for new building 
permits leave no doubt that this movement will continue for 
some time. It is striking, however, that in some countries 
building activity has declined only to a very small extent if at 
all. This seems to be partly due to the fact that capitalists 
find houses a relatively safe investment. 

Table VI II. - Building Activity. 

Germany Great Britain 1 United States • 

Building permits. 
Building permits 

Contracts awar<led 
Number of S (OOO,OOO"s 
apartments £(000,000's omitted) 

(OOO's omitted) omitted) 
Total [Resident. 

1 2 

1930: 1st quarter 15.9 18.8 1,097 243 
2nd quarter 28.1 20.2 94()5 240 5 

1931 : 1st quarter 14.9 17.3 16.1 831 233 
2nd quarter 19.4 16.8 6425 185 5 

The volume of. shiJ?bui!ding is also declining, as shown in 
Chapter V. The situation IS, however, very different in different 

' 85 larger cities. 
1 96 larger cities. 
• 144 towns. · 
• 37 Stntes. 
• April and May only. 
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countries. In the United States and Italy, a definite increase 
was registered in the second quarter of 1931. 

Table IX. - Vessels commenced 1. 

(Gross tons, OOO's omitted.) 

Great 

World Britain United Germany and Stales 
Ireland -

1930: 2nd quarter 580 230 58 64 
1931 : 1st quarter 241 33 46 3 
1931 : 2nd quarter 234 23 89 26 

Italy 

13 
13 
29 

It would appear that the depression in agriculture continues 
unabated. Prices of cereals have dropped considerably since 
the spring, and were in the case of wheat in the first half of 
August 40 per cent below those ruling in August last year, 
although supply conditions seem to be very much the same 
as in 1930. In most European countries, it is estimated that 
the crop will be a little smaller than last year. In Canada, 
the crop is ·not expected to exceed 60 per cent of that obtained 
last year, chiefly as a result of the severe drought. In the 
United States, and as far as is known in Russia, the crop is 
expected to be roughly equal to that of last year, and in Russia 
big enough to allow for a considerable export surplus. The 
world supply will probably be somewhat smaller than in 1930. 

The conditions of supply of other foodstuffs are .also not 
very different from those of last year. A considerable reduction 
in most countries in the acreage under sugar-beet is offset by an 

. increase in Russia. 

Prices Wages, Profits. 

The movement in the prices of certain important commodities 
is shown in Chart 43. . 

After relative stability during the spring months, prices of 
all important groups of commodities have on the whole tended 
downwards, with a marked interruption in June. 

As in the case of cereals, other foodstuffs have continued to 
fall in price. During the summer the decline in the prices of animal 

• Source : L/oy</3' Register of Shipping. 
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Chart 43. 

WHOLESALE PRICES OF CERTAIN COMMODITIES'· 

foodstuffs was especially marked, but a considerable recovery 
took place in August. 

The rise in June was very considerable in the case of most 
commodities< but especially coffee, cotton, copper and lead. For 
wheat and some other products the decline was only arrested ; 
in July and August a general decline was resumed. The recent 
drop has been particularly pronounced in cotton, rubber, copper, 

Jead and petroleum. Prices of foodstuffs have been relatively 
well maintained. 

1 Prices in Shillings II not otherwise indicated. . 
Source : Economist, Wochtnberlchlt des lnstiluts tar Konjunldurforschung. 
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. Strong domestic factors in certain countries have greatly 
mfluenced the course of the wholesale price level. Its decline 
has been arrested in certain cases. In some countries the price 
indices have actually risen :in Austria, from 107 in May to 114 in 
July 1931 ; in Chile, from 92 in December 1930 to 99 in May 1931 ; 
in Czechoslovakia, from 109 in May to 112 in June 1931. In 
others-for example, in India- the decline in prices has been in
tensified. 

Shipping rates rose in May, but during the summer again 
began to fall. In July the index number of the Economist was 
almost 9 per cent lower than in May. Changes in wage rates have 
not been much more pronounced than in earlier periods of 
the depression. It is believed, however, that the manufacturers 
in many countries now consider substantial wage cuts to be 
necessary. While hope was still generally entertained that 
a recovery would come in the course of 1931, manufacturers 
preferred to leave wage rates unchanged in order to escape the 
conflicts which usually accompany considerable wage reductions ; 
in recent months, however, the feeling has been growing that 
with little prospect of a speedy and rapid recovery the present 
discrepancy between cost and price levels must be reduced if 
production is to continue. 

The rise in output in the United States during the spring 
months of 1931 has had a favourable effect on profits, in which 
there has been something more than a seasonal increase during 
the second quarter. Here again the situation has been much 
more favourable in the case of industries producing consumers' 
goods. Comparable figures for other countries are not available. 

Trade. 

The figures for world trade in the second quarter are not yet 
known, but figures which are available for certain important coun
tries show that the tendency is still downwards, although the 
rate of the decline seems to be smaller than last year. The reduc
tion from the first quarter to the second has been very small in 
Germany and France, the United States and the United Kingdo~, 
in which it reached 10-20 per cent last year. In the case of India, 
however the decline is of the same magnitude as in 1930. The 
German' trade balance has become increasingly active under 
the influence of the severe credit restrictions. In July the excess 
of exports over imports amounted ~o a quarter of a _milli!lrd marks. 

The figures for retail trade which have been given m Chapter 
V-A. reflect the relative stability of consumers' demand for 
non-durable goods and sugges~ that delayed pu~chases of certain 
semi-durable goods are now bemg effected. The mcreased volume 
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of sales of certain commodities and the relatively small reduction 
aggregate sales is one of the most favourable and hopeful aspects 
of the present situation. 

Public Finance. 

The continued depression is of course only beginning to 
show its full effects on the state of public finances during the 
present year. The yield of taxes is everywhere declining and 
the difficulties in balancing the budgets are considerable. One 
result has been a tendency to curtail expenditure on public works 
and thus reduce the volume of real investment. 

These financial difficulties have made themselves felt not 
only in some of the financially weaker States but even in certain 
creditor countries. Among the factors which help to reduce 
confidence in the financial stability of the world this is one of 
considerable importance. 

General Remarks. 

During the summer of 1931, as at other times in the past 
two years, conditions have differed widely from one country to 
another. Although the relative position of the different countries 
does not seem to have changed very greatly in the last few 
months, in certain countries which have suffered most the 
rate of the depression has been diminished to some extent since 
the early spring, and in others which were favo1,1rably situated 
in 1930, such as France and the Scandinavian countries, conditions 
have grown rapidly worse. 

On the whole, economic conditions seem to have altered 
less during the summer in non-European countries and in the 
U. S. S. R. than in the rest of Europe. This has probably been 
largely due to the fact that Europe has suffered from a financial 
crisis of extreme gravity. 

It is remarkable, however, how little influence this acute 
financial crisis had exercised on production and trade up to the 
middle of August. Financial disturbances which do not lead to 
a breakdown of credit on a large scale and are of relatively short 
duration do not necessarily exercise any considerable adverse 
influencE' on production. On the other hand, if such disturbances 
continue, the effects on economic life may be very serious-for 
example, if the tendency of taking capital away from Germany 
s~ould continue, the pressure on the German balance of payments 
ynll force ~ reduction of commodity imports and an increase 
m commod1ty exports at reduced prices, .with an unfavourable 
influence on international economic conditions. One way in 
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which financial difficulties have tended to depress industry and 
trade is by strengthening the belief held in many quarters that 
commodity prices will continue to decline. This widespread belief 
is indeed one of the principal obstacles in the way of economic 
recovery, and the means by which it may be dissipated is one of 
the main financial problems of the day. It is a part of the Ja1'ger 
and indeed the dominating problem how the decline in wholesale 
prices can be arrested a rapid solution of which is necessary if 
an intensification of the depression-perhaps a general financial 
breakdown - is to be avoided. 

It is difficult to judge to what extent these financial difficulties 
are due to other circumstances than the cumulative effects of 
a long depression and the violent price decline. No doubt 
the extreme political instability and the general lack of confidence 
which has resulted therefrom have exercised a disturbing influence 
on international financial relations. 

The disastrous consequences of the general lack of confidence 
in the world to-day are becoming more and more evident, and 
no considerable revival in economic life can be expected until 
confidence has been strengthened. 



APPENDIX 

Table I. 

NEw CAPITAL IssuEs oN FoREIGN AccouNT IN THE UNITED 

STATES AND THE UNITED KINGDOM. 1 

($000,000's.) · 

Ca- Em is-Asie nadaet 
et Terre Am~- sions 

Oc~a- Neuve rique non 
Emissions en nie Afri-

Ca- Ia tine "Rwl-
Issues in Europe Asia 

que 
nada Latin 

lees Total 

and Africa and Arne- Issues 
Ocea- New- rica not 

nia found- sft:cl-
land led 

Etats-Unis-U.S.A. : 

1924. 527 100 - 151 191 - 969 
1925. 629 147 - 137 163 - 1,076 
1926. 484 38 - 226 377 - 1,125 
1927. 577 164 - 237 359 - 1,337 
1928. 598 137 - 185 331 - 1,251 
1929. 142 58 - 295 176 - 671 
1930. 233 62 - 281 199 ~ 130 905 

I 
Royaume-Uni -Uni-

ted Kingdom : 

1924. 159 314 66 20 31 3 593 
1925. 53 216 72 10 68 5 424 
1926. 120 226 32 29 129 10 546 
1927. . 105 238 136 34 ·126 35 674 
1928. 164 232 80 98 96 28 698 
1929. 105 139 51 74 78 12 459 
1930. . 53 195 129 17 101 34 

I 
529 

1 Issues for refunding purposes are excluded. The American figures refer to 
nominal value, the British to prices of issue. 

1 u International issues••. 

Source : U.S. A. Handbook of Amuican Underwriting Suuriliu. United 
Kingdom - London Joint City and Midland Bank Ltd. 



Obligations et bons : 
a) emprunts de 

l'Etat et des 
municipalites . 

b) obligations et 
bons industr .. 

A ctions : 
a) actions privi-

legiees . . . 
b) actions ordi-

naires 

. Total . . 

Table II A. 

NEW CAPITAL ISSUES IN THE UNITED STATES. 1 

(Domestic and Foreign.) 

Nominal value ; refunding excluded. 

(a) Issues for Domestic Account. 2 

En millions de dollars 
$ (OOO,OOO's) 

1920 11921 11922 (1923 11924 11925 lt926 1927 1928 lt929 11930 

I 

687 1.227 1.114 1.051 1.388 1.361 1.354 1.486 1.385 1.423 1.460 

1.561 1.557 1.985 2.314 2.379 2.621 2.758 3.270 2.450 2.078 3.066 

462 71 293 335 318 594 509 874 1.149 1.517 412 

540 194 277 324 511 558 578 600 1.812 ~-407~.091 
3.250 3.049 3.669 4.024 4.596 5.134 5.199 6.230 6.796 9.425 .029 

Bonds and notes : 
(a) Government 

and municipal 
loans. 

(b) industrial 
bonds, notes. 

Shares: 
(a) preference 

shares. 
(b) ordinary 

shares. 

Tetal. 



Obligations et bons: 
a) emprunts de 

l'Etat et des 
municipalites. 239 405 

b) obligations et 
bons indust .. 113 118 

Actions : 
a) actions privi-

legiees . . . 7 -
b) actions ordi-

naires 26 4 -- ---
Total • 385 527 

(b) Issues for Foreign Account. 
$ (OOO,OOO's). 

510 213 703 590 542 827 586 

121 67 293 437 509 699 625 

4 - 1 43 52 17 40 

- - - 16 42 18 69 
--------

635 280 997 1.086 1.145 1.561 1.320 
I 

1 Source : Commtrcial and Financial Chronicle. 
• Including those for account of Uni ed States possessions. 

Bonds and notes : 
(a) Government 

121 548 
and municipal 
loans. 

(b) industrial 
473 419 bonds & notes 

Shares: 

114 13 
(a) preference 

shares. 

51 29 
(b) ordinary 

shares. 
----

75911.009 Total. 



Table II B. 
NEw CAPITAL IssuEs IN THE UNITED STATES (DISTRIBUTION oF FoREIGN IssuEs). 1 

Refunding excluded ; nominal value. 
S (OOO,OOO's.) 

Europe Amerique du Nord 
North America 

Amerique Asie et. 
Ann~es et trimestres Pays latine Oeeanie 

exportateurs Allemagne Aut res 
Years and quarters de capitaux 1 

Total Canada Total Latin Asia and 
Capital Germany Other America Oceania 

exporting 
countries 1 

Government guaranteed or controlled issues. 

1928 I . 5,3 33,4 65,0 103,7 16,6 16,6 82,4 7,6 
II 17,0 122,3 71,5 210,8 20,0 20,0 56,8 54,6 
III 12,5 3,4 15,9 78,4 
IV 10,0 8,1 18,5 36,6 35,4 35,4 21,1 19,9 

1929 I . 16,0 7,0 23,0 0,5 0,5 20,9 1,2 
II 69,4 69,4 24,4 0,5-
III 0,4 0,4 20,5 
IV 3,5 3,5 70,9 70,9 0,8 2,3 

1930 I . 19,8 8,0 27,8 22,2 22,2 38,6 11,5 
II 113,5 4,5 118,0 64,7 64,7 126,4 50,3 
III 10,0 25,0 35,0 11,8 13,9 16,1 
IV 82,4 82,4 0,6 

Monde 

World 

w 
210,3 -00 

342,2 
94,3 

113,0 

45,6 
94,3 
20,9 
77,5 

100,1 
359,4 
65,0 
83,0 



. 
Corporate issues (other than Government guaranteed or controlled). 

1928 I . 7,9 13,3 44,5 65,7 23,9 23,9 4,0 8,0 101,6 
II 15,0 31,5 22,7 69,2 54,8 54,8 17,5 46,0 187,5 
III 16,1 1,7 16,1 33,9 6,8 6,8 3,5 0,4 44,6 
IV . 1,7 54,3 6,1 62,1 22,4 28,0 67,3 - 157,4 

1929 I . 42,9 5,1 9,4 57,4 52,4 56,3 52,5 52,5 218,7 
II 3,9 - 3,3 7,2 43,5 44,7 45,9 1,5 99,3 
III 13,0 - 8,7 21,7 27,4 27,4 9,3 0,4 58,8 
IV 24,2 5,0 - 29,2 25,2 25,2 1, 7 - 56,1 

1930 I - 23,5 18,6 42,1 20,7 20,7 0,7 - 169,2 3 

II - - 10,0 10,0 19,0 19,0 16,6 --- 70,2 3 

III - - - - 35,1 35,1 - -- 35,1 
IV - - - - 23,3 23,3 - - 23,3 

I 
1 Source : llandbook on American Underwriting of Foreign Securitie.•) and American Underwriting of Foreign Securities 

in 1930. "Trade Information Bulletin" of tht.• U.S. Department of Commerce. 

1 Belgium, Czechoslovakia, France, Netherlands, Sweden, Switzerland and United Kingdom. 
1 Including international issues not specified in the preceding columns to amount of 105.7 million and 24.6 million respectively 

during l he first and second quarter. 



Ann6es 
et t rim.estres 

Year~ 
and quarters 

1928 I 
II 

. I 

III 
IV . . 

1929 I . 
II 
III 
IV 

1930 I . . 
II . 
III . 
IV . 

1931 I 
II . 

Table III. 

DISTRIBUTION OF FoREIGN ISSUES IN THE UNITED KINGDOM 1 

Calculated at price of issue. Refunding issues excluded. 
£ (OOO,OOO's.) 

Europe Am6rlquedu Nord 
North America Am6ri- Asie et 

que Oc~anie 
Aile- Jatine Afrique 

Pays exportateurs Asia Africa de capltaux 1 magne Autres Latin and 
Capital exporting Germ a- Other 

Total Canada Total America Oceania 
countries. 1 ny 

2,1 1,2 5,7 9,0 0,1 0,9 7,7 22,6 4,4 
2,1 0,8 4,7 7,6 0,6 1,9 2,8 13,7 7,6 
2,1 1,1 3,6 6,8 1,3 2,0 6,9 9,7 4,8 
0,8 4,8 10,1 15,7 3,4 3,7 7,1 3,2 7,0 

0,3 0,5 4,5 5,3 2,5 2,5 6,6 25,5 0,8 
0,2 2,6 6,3 9,1 10,1 10,2 2,9 1,8 5,7 
1,1 - 2,1 3,2 - 1,2 2,3 1,7 0,9 
- - 0,6 0,6 - - 5,7 2,0 4,0 

0,1 - 1,7 1,8 0,8 0,8 6,4 8,7 10,5 
2,0 - 2,2 4,2 0,2 0,2 10,2 19,4 7,0 
- - 2,9 2,9 0,4 0,4 0,9 2,5 0,1 
- - 1,6 1,6 1,0 1,0 5,5 13,2 10,3 

- - 1,7 1,7 0,8 1,0 2,3 12,3 5,2 
- - - - - - 3,7 15,6 1,2 

Divers 
Unenu- Monde 

World merated 

I 

1,4 46,0 
1,8 35,4 
3,2 34,2 
6,4 42,3 

10,8 51,5 
2,3 32,0 
0,4 9,7 
6,0 18,3 

6,4 34,6 
0,4 41,4 
0,3 7,0 
- 31,7 

0,3 22,8 
- 20,5 

' Source : The Statist. ·I 
1 Except CzechosloV!lkill !lnd.Switzerl!lnd. (The countries conaldered are therefore Belgium, FJ:ance, Netherlands and Sw:eden.) • 

,, . ' ' 
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Table IV. 

WoRLD CoNsUMPTION oF WHEAT. 

(Not including quantities for sowing.) 

Consom-
mat ion totale 1 

Population 
Total 

consump.1 

Moy. Moy. Moy. Moy. 
Aver. Aver. Aver. Aver. 
1909- 1925- 1909- 1925-
1913 1929 1913 1929 

En milliers 
de quintaux En millions 

Qu"ntals OOO,OOO's 
(OOO,OOO"s) 

Monde entiera- World 
total 2 . . . 764,1 828,4 1.159 1.321 

Europe . . . . 448,8 473 5 345 365 
Canada . . . . . . 22,8 20,5 7,2 9,6 
Etats-Unis - U.S. A. . 139,0 148,6 94 119 
Argentine . . . . . . 12,0 16.1 7,1 10,8 
Austra!ie - Australia . 7,5 9,2 4,7 6,3 
Autres pays - Other 

countries . . . . 134,0 160,5 700 810 

Consomm. 
par t@te 

Con~ump. per 
head ol pop. 

Moy. Moy. 
Aver. Aver. 
1909- 1925-
1913 1929 

En 
kllogrammes 

Kilograms 

66 63 

130 130 
314 214 
147 125 
171 149 
160 146 

; 1 Source : International Institute of Agriculture. 
1 Not including U. S. S. R., China and Turkey (for post-war period, Palestine, 

Syria and Lebanon, Iraq also excluded). 

21 



Table V. 

IMPORT DUTIES ON WHEAT IN CERTAIN COUNTRIES. 

(Gold francs per quintal.) 

(Import duties on wheat from countries benefiting from most-favoured-nation clause.) 

1- I- 1913 1 - I- 1928 I-VII-1929 I- VII- 1930 8-XI-1930 1- VII-1931 

urope: Europe: 
Allemagne . . . 6,79 6,18 7,92 18,50 30,85 30,85 Germany. 
Autriche .· . . . 6,50 2,00 2,00 2,00 2,00 6,00 Austria. 

E 

Espagne . . . 8,00 10,00 10,00 z a z Spain. . 
France. . . . . . 7,00 7,11 7,11 16,24 16,24 16,24 France. 
Grece . . . . . 6,00 6,00 4,30 10,50 10,50 10,50 Greece. 

. ltalie . . . . 7,50 7,50 14,00 16,50 16,50 16,50 Italy. 
Norvege . 0,83 2,20 1 1 1 1 Norway. . . . 

' Pologne . . . . - 5,13 6,40 +0,64 10,17 14,56 Pollmd. 
Suede . . . . 5,14 5,14 5,14 5,14 5,14 1 Swedrn. 
Suisse . 8 8 a 8 8 a Switzerland. . . . . 
Tchecoslovaquie 6,50 4,51 4,51 

I 
4,51 4,51 8,45 Czechoslovak. 

I 

~ 
I 



Autres continents 
Union de l'Afri

. que du Sud 4 

Japon . 
1,47 (1,26) 1,47(1,26) 1,47 (1,26) 

3,92 6,07 6,38 
Bresil . . . . 2% 2% 2% 

Prix:: 
Manitoba No 1 

Winnipeg 
WinterNo2 

15,52 26,80 

Chicago . . 17,14 24,75 

Source : International Customs Journal, Brussels. 

• Nominal. 
1 Importation of wheat a State monopoly. 
1 Spain : Importation of wheat prohibited. 

27,30 

23,57 

1 Switzerland : Importation of wheat subject to State control. 

2,73(1,98) 2,73 (1,98) 2,73 (1,98) 
6,45 6,45 6,45 
2% 2% 2% 

18,37 12,38 

17,27 *14,14 

11,81 

*12,57 

• South Africa : Flsures In brackets are Empire preference tariffs. 

Other Continents 
Union of S. 

Africa. ' 
Japan. 
Brazil. 

Prices : 
Manitoba No.1 
Winnipeg. 
Winter No.2 
Chico go. 

Among the more Important countries in which no or relatively small, Import duties on wheat are levied should be mentioned 
the folloWing : Belgium, Denmark, Irish Free State, the Netherlands, the United Kingdom, India and China. 

~ 
I 



1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 

Table VI. - CoNSTRUCTIONS coMPLETED * 
Aile- Anglet erre et Autri- Dane- Fin- France1 Hongrie' It aile' Pologne' magne Pays de Galles che 1 mark 11 Iande • 
Ger- En~nd Austria' Den- Finland' Hun- Italy' Poland' many and ales markl' France1 

gary' 

Appar- Mal sons 
Appar- Appar- Appar- Cham- Cham- Cham-

tements tements tements M~tres tements bres bres bres 
en en milliers tO en cubes en en en en 

mUliers milliers milllers milliers mUliers milliers milliers 
Apart- Apart- Apart-

Cubic Apart- Rooms Rooms Rooms ments Houses OOO's ments ments ments 
OOO's OOO's OOO's metres OOO's OOO's OOO's OOO's 

. . - 155 0,9 3,0 0,6 
- . - . 126 82 1,2 4,8 1,7 2,1 

. - 115 123 2,2 3,7 2,7 3,1 71 4 4,3 
- . . 191 166 2,4 3,6 2,6 2,2 98 4 6,1 

. - . . 220 207 3,5 4,7 3,2 4,9 67 4 8,1 
- - - 306 256 2,7 4,8 1536 2,4 14,8 58 4 16,1 
. . - 330 168 4,7 4,3 2108 4,1 17,3 100' 14,3 
. - - . 339 203 7,0 5,8 1980 6,0 16,4 187 20,3 
. . • 330 162 . 6,3 889 65,4 12,5 149 

• Capi~l only. 
• May 1st to April 30th of the following year. 
• Principal towns. 
• Genoa, Milan, Rome and Turin only. 
Source : Austria and Poland : La Politique du Logement en Europe, International Labour Office. 

Czechoslovakia : Bulletin of the National Bank. 
Denmark : Finanstidende. 
England : London and Cambridge Economic Service. 
Finland : Supplement to the Bank of Finland Monthly Bulletin, No. 4, 1931. 
France: Reuue d'Economie Po/ilique, May-June 1931. 
Germany : Wirl3chafl und Slatulik, Jullheft 1931. 
Italy: Bollettino Mensile di Stalislica. 
Hungary : Memorandum of the Hungarian Institute of Economic Research. 
S\vitzerland : Bulletin mensae/ du Bureau Fed~ral de Slalistique. 

Suisse' TcMco-
slovaqule 

Switzer- Czecho-
land • slovakia 

Appar- Appar-
tements tements 

en en 
milliers milliers 
Apart- Apart-
mtnts ments 
OOO's OOO's 

I 7,7 
11,1 
15,5 
13,0 

9,5 15,1 
10,5 22,1 
12,0 34,8 
12,9 26,1 
14,5 22,8 

• See also the chart on building activity in Chapter V A showing changes In contracts awarded and permits in seven countries. 
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Table VD. 

CHANGES IN THE QUANTUM OF IMPORTS AND EXPORTS OF 

TWENTY-FIVE CQUNTRIES IN 1930. 

Algerie - Algeria . 
Allemagne - Germany 
Chine - China • . . . 
Danemark- Denmark. 

(1929 = 100.) 

Estonie - Estonia . . . . . . . . 
Etats-Unis d'Amerique - U. S. A. 
Finlande - Finland . . . . . . . 
France • . • . . . . . . . . . . . . 
In des neerlandaises- Netherlands Indies 
Italie - Italy. • . . . . . . . . 
Lettonie - Latvia. . . . . . . . 
Nouvelle-Zelande - New Zealand 
Royaume-Uni - United Kingdom . . 
Tchecoslovaquie - Czechoslovakia . . 
Union Sud-Africaine - Union of S. Africa 

I Importations I Exportations 
Imports Exports 

99 
90 
89 

113 
89 
85 
91 

108 
84 
92 
96 
89 
97 
92 
81 

118 
96 
82 

112 
97 
82 
89 
89 

117 
95 

106 
104 
83 
96 
86 



-326-

Table VIII. 

CHANGES IN QUANTUM OF TRADE OF THREE COUNTRIES IN 

1929 AND 1930 (BY CLASSES OF CoMMODITIEs). 

(1928 = 100.) 

Importations Exportations 
Imports Exports 

1929 1 1930 1929 1 1930 

Royaume-Uni- United Kingdom : 
1. Denrees alimentaires, boissons et 

tabacs- Food, drink and tobacco 103,5 104,9 112,9 105,8 
2. Matieres premieres et articles en 

majeure partie non manufactures 
- Raw materials and articles 

3 
mainly unmanufactured . 111,4 99,8 112,9 95,2 
Articles entierement ou en majeure 
partie manufactures - Articles, 
wholly or mainly manufactured 104,4 104,5 101,3 81,1 

) Total (importations demeurees 
dans Je pays) - Total (Retained 
imports) . . . . . 105,9 103,4 103,5 84,6 

a 

b) Total (importations y compris les 
reexportations) - Total (Imports 
including re-exports) . . . . . . 105,0 102,4 103,6 84,7 

Reexportations- Re-exports 96,7 92,7 
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Table Vlli (continued). 

CHANGES IN QUANTUM OF TRADE OF THREE COUNTRIES IN 

1929 AND 1930 (BY CLASSES OF COMMODITIES) (continued). 

(1928 = 100.) 

- Importations Exportations 
Imports Exports 

1929 1930 1929 1 193o 

France 
L Objets d'alimentation - Food-

stuffs . . . . . . . . . . . 110,1 115,2 95,7 98,2 
2. Matieres necessaires a l'industrie 

- Industrial materials . . . . 109,2 112,6 96,7 90,0 
3. Objets fabriques- Manufactured 

products . . . . . . . 136,2 170,5 100,6 86,3 

Total . . . . . . 114,6 123,3 99,3 88,5 

Allemagne 1 - Germany 1 : 

1. Animaux sur pied - Live animals 103,7 85,4 104,3 438,3 
2. Produits alimentaires et boissons 

- Food and drink . . . . . . 93,5 85,5 124,3 105,5 
3. Matieres premieres et articles semi-

manufactures - Raw and semi-
manufactured goods . . . . . 99,6 90,2 109,1 101,5 

4. Articles manufactures - Manu-
factured articles . . . . . . . 91,6 77,4 111,1 106,8 

Total des marchandises -
Total merchandise . . . . . 96,4 86,5 111,3 106,3 

1 Exports Include reparations In kind. 



-328-

Table IX. 

CHANGE IN THE VALUE OF TRADE 

OF FouR CouNTRIES IN 1929 AND 1930 
(BY CLASSES OF COMMODITIES). 

(1928 = 100.) 

Etats-Unis d'Amerique- U.S. A. : 
1. Matieres premieres- Crude materials 
2. Produits alimentaires bruts - Crude 

foodstuffs . 
3. Produits alimentaires manufactures 

- Manufactured foodstuffs . . . . 
4. Produits semi-manufactures - Semi-

manufactured . . . . 
5. Produits finis - Finished manufac-

tures . 

Total . . . . . . . 

Royaume-Uni- United Kingdom: 
1. Produits alimentaires, boissons et ta

bac - Food, drink and tobacco . . 
2. Matieres premieres et articles en ma

jeure partie non manufactures -
Raw materials and articles mainly 
unmanufactured . . . . . . . 

3. Articles entierement ou en majeure 
partie manufactures - Articles, 
wholly or mainly manufactured . . 

a) Total (importations demeurees dans 
le pays) - (retained imports) . . . 

b) Total (exportations y compris les 
reexportations) - (exports including 
re-exports). . . . . . . . . . . 

Reexportations - Re-exports . . 

Importations Exportations 
Imports Exports 

1929,1930 1929 1930 

I 
106,3 68,3 88,3 64,1 

98,0 72,9 91,5 60,7 

104,4 72,2 103,9 77,9 

116,0 79,7 101,8 71,6 

109,7 83,6 112,0 84,0 
----

107,5 74,81102,5 75,2 

I 

101,2 89,7102,6 88,9 

106,4 79,2 112,6 91,0 

104,7 97,1 99,1 76,0 

103,5 89,1100,7 78,5 

102,1 87,4100,7 78,9 
--r------

91,7 72,5 
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1able IX (continued). 

CHANGE IN THE VALUE OF TRADE 
OF Foua CouNTRIES IN 1929 AND 1930 

(uv CLASSES oF CoMMODITIES) (continued). 
(1928 = 100.) 

llnportations 
Imports 

1929 1930 

France: 
1. Objets d'alimentation - Foodstuffs 105,0 94,2 
2. Matieres necessaires a I'industrie -

Industrial materials. . 
Ma~ufactu~ed 

106,5 88,8 
3. Objets fabriques -

products. . 125,5 141,9 

Total . . . . 109,0 98,0 
-

Allemagne 1 - Germany 1 : 

1. Animaux sur pied - Live animals. 
2. Produits alimentaites et boissons -

103,4 81,8 

Food and drink . . . . . . . 91,3 70,9 
3. Matieres premieres et produits semi-

manufactures - Raw ·and semi-
manufactured goods . . . . . . . 99,8 76,3 

4. Articles manufactures - Manufac-
tured articles . . . 92,6 73,4 

Total des marchandises - Total 
merchandise . . 96,0 74,2 

1 Exports include reparations in kind. 

Exportations 
Exports 

192911930 

97,4 94,2 

96,2 76,4 

98,2 84,1 

97,6 83,4 

117,0 365,4 

112,6 77,0 

106,4 89,1 

110,7 101,7 

109,8 98,0 



Table X. 
VALUE OF TRADE OF FORTY-FIVE CouNTRIES: 1928-1931. 

Value inS (OOO,OOO's.) 

1928 1929 1930 1 er trlmestre de 
1st quarter of 

ter sem. 2• sem. tar sem. 2• sem. 1" sem.l2' sem. 
11929 11931 1st half 2nd half 1st half 2nd half 1st half 2nd half 1928 

Europe, 25 pays Europe, twenty-
(99% du com- five countries 
merce de l'Eu- (99 % of Eu-
rope). 

9.661 
ropean trade). 

Importations . 9.589 9.719 9.787 8.710 8.034 4,860 4,682 3.316 Imports. 
Exportations . 7.215 7.922 7.475 8.217 6,930 6.591 3.625 3.527 2.554 Exports. 

Balance ·. . -2.374 -1.7391-2.244~ 1.570~ 1. 7801-1.443~ '1,235~ 1.155~ 762 Balance. 

Amer. du Nord North America 
r.;tats- Unis 

Amer. et Ca-
(U.S.A. and 
Canada, 99 % 

nada, 99% du of North Arne-
Commerce de rica trade). 
I' Am.duNord). 
Importations . 2.636 2.664 2.887 2.743 2.358 1.774 1.341 1.423 744 Imports. 
Exportations . 2.888 3.492 3.156 3.185 2.478 2.192 1.454 1.689 842 Exports. 

Balance . . + 252 + 8281+ 2691+ 442 + 1201+ 4181+ 113 + 2661+ 98 Balance. 



Reste du monde: Rest of World: 
18 pays (61 % eighteen coun-
du commerce tries (61 % o 
des continent'! trade of the 

f 

ne figurant pas continents not 
ci-dessous). 

3.088 2.974 
shown above). 

Importations . 2.920 2.950 2.540 1.954 1.523 1.577 874 Imports. 
Exportations . 3.392 3.162 3.399 3.055 2.584 2.051 1,844 1.823 969 Exports. 

Balance .. + 472 + 212 + 311 + 81 + 44 + 97 + 321 + 246 + 95 Balance. 

Total des 45 Total for forty-
pays (88% du five countries 
commerce (88 % of world 
mondial). 

15.275 15.694 15.504 
trade). 

Importations . 15.145 13.608 11.762 7.724 7.682 4.934 Exports. 
Exportations . 13.495 14.576 14.030 14.457 11.992 10.833 6.923 7.039 4.365 Exports. 

Balance .. -1.650~ 699 ~ 1.66+ 1.047~ 1.616 1--- 929 -801 '--643 f- 569 Balance. 



Table XI. 

VALUE OF TRADE 01-' TWENTY-FOUR COUNTRIES IN 1928-1931 (BY GROUPS OF COUNTRIES EXPORTING 

MANUFACTURES, RAw MATERIALS AND VEGETABLE AND ANIMAL FOODSTUFFS). 

S(OOO,OOO's) 

1928 1929 1930 1 er trimestre de 
1st quarter of 

1" 2• 1" 2• 
. 

1" 2• 
semestre semestre semestre semestre semestre semestre 1928 1929 1931 
1st half 2nd half 1st half 2nd half 1st half 2nd half 

I. Pays expor- I. Countries 
tant principa- mainly export-
lement des ar- ing manufac-
ticles manu- tured goods, 
factures . . . total : 

Import. totales. 9,347 9,374 9,688 9,692 8,504 7,445 4,799 4,749 3,139 Imports. 
Export. totales . 7,948 8,802 8,408 8,710 7,293 6,605 4,017 4,171 2,636 Exports. 

Balance . . 1-1,399 -572 r-1,280 -982 -1,211 -840 -782 -578 -503 Balance. 

II. Pays expor- II. Countries 
tant des pro- exporting ve-
duits ali men- getable food 
taires d 'origine and raw rna-
vegetale et des terials : 
matieres pre-
mieres : 
Total Europe : 

597 
Total Europe : 

Importations . . 672 662 623 578 543 331 274 225 Imports. 
Exportations • . 440 555 487 702 554 601 232 226 213 Exports. 

Balance . . -232 -107 -110 + 79 -24 +58 -99 -48 -12 Balance.. 



Total pour les 
autres conti--
nents : 

mportations . . I 
E xportations . . 

Balance . . 
Total pourtous 
les continents. 

Importations . . 
E xportations . . 

Balance . . 

2,016 
2,445 

+429 

. 
2,688 
2,885 

+197 

2,159 2,190 2,147 1,771 
2,485 2.430 2,302 1,753 

+326 +240 +155 -18 

2,821 2,787 2,770 2,349 
3,040 2,917 3,004 2,307 

+219 +130 +234 -42 

Total othe r 
continents : 

1,415 1,028 1,109 677 Imports. 
1,449 1,302 1,295 626 Exports. 

+ 34 +274 +186 -51 Balance. 

Total all 
continents : 

1,958 1,359 1,383 902 Imports. 
2,050 1,534 1,521 839 Exports. 

+ 92 +175 +138 -63 Balance. 

III. Pays expor- III. Countrie s 
tant des pro- exporting ani 
duits alimen- mal food: 
taires d' origine 
animale: 
Europe: Europe: 

Importations . . 359 367 363 399 360 348 183 157 152 Imports. 
Exportations . 298 340 310 356 310 317 144 138 129 Exports. 

Balance . -61 -27 -53 -43 -50 -31 -39 -19 -23 Balance. 

Import. totales. 458 482 471 523 464 442 238 213 185 Total Imports 
Export. tot ales. 473 426 489 441 447 385 254 253 183 Total Exports 

Balance . + 15 -56 + 18 -82 -17 -57 + 16 + 40 - 2 Balance. 

The following countries are included under : 
I. Austria, Belgium, Czechoslovakia, France, Germany, Netherlands, Sweden, Switzerland, United Kingdom, United 

States of America. 
II. Argentine, Australia, Brazil, Canada, Chile, Hungary, India, Poland, Roumanla, U. S. S. R., Yugoslavia. 
III. Denmark, Irish Free State and New Zealand. 



Allemagne. 
Biens de production 

(tota~ . . . . . 
Biens e consom-

mation (total) . 
Fonte . . . . . . 

Table XII. 

INDEX-NUMBERS OF PRODUCTION (Quarterly averagPs). 
1929 = 100. 

1928 1929 1930 1931 

i I I II lm I IV I I II lm I IV r I I 11 Jm / IV I I II 

94 98 99 85 92 109 104 105 87 80 74 68 62 61 

115 109 101 101 105 101 96 103 97 97 88 85 81 95 
104 93 90 64 95 103 103 99 93 75 64 57 51 48 

Acier . . . . . . 101 94 92 67 101 106 97 94 90 74 62 59 58 58 Machines ... . 96 102 109 98 84 107 110 101 85 88 88 72 60 
Automobiles . . 104 141 103 87 108 139 98 59 90 121 62 41 64 109 Fil de coton . . 124 112 102 102 103 97 90 107 109 102 92 93 89 100 Chaussures . . . 102 100 84 90 94 98 98 110 100 107 88 91 94 104 Papier . . . . 97 100 99 100 99 102 99 101 100 96 89 90 86 91 Briques . . . . . 76 138 146 78 32 155 133 79 53 79 . • 

Canada. 
Industries (total) . 85 93 97 97 102 106 101 93 83 92 82 75 79 78 Fonte . . . . 77 95 102 107 98 92 114 95 84 81 63 46 51 55 Acier . . . . . . 88 101 79 93 107 107 101 85 98 84 53 56 66 59 
Automobiles . . . 59 103 129 71 144 128 76 53 71 86 46 27 44 49 

Germany. 
Producers' goods 

(total). 
Consumers' good 
(total). 
Pig-iron. 

s 

Steel. 
Engineering. 
Motor-cars. 
Cotton yarn. 
Shoes. 
Paper. 
Bricks. 

Canada. 
Manufactures (tot. 
Pig-iron. 

) 

Steel. 
Motor-cars. 

~ 
I 



Coton . . . 97 83 88 129 107 110 67 116 64 64 62 112 59 73 Cotton. 
Minoterie . . . 93 94 116 96 99 114 121 68 69 84 122 76 66 1 74 Flour-milling. 
Papirr . . . 84 86 84 95 91 101 101 107 89 99 91 87 117 88 Newsprint. 
Batimt>nts . . 81 89 72 67 110 86 96 99 112 75 74 80 102 43 Building. 

E tats-Unis. United States. 
Industries (total) . 92 93 96 97 99 106 104 71 88 87 77 70 71 76 Manufact. (total). 
Fer et acier . . 86 91 96 95 96 112 109 81 85 86 70 51 55 58 Iron and steel. 
Automobiles . . . 76 81 96 77 113 114 103 64 73 73 49 51 49 57 Motor-cars. 
Cuir et produits . . 94 101 104 101 94 93 90 80 82 98 Leather and prod 
Textiles (total) . 93 91 91 97 100 105 103 93 87 78 73 78 80 85 Textiles (total). 
Coton . . . . 91 91 92 97 102 106 103 90 84 80 70 70 74 83 Cotton. 
Alimentation . . 108 98 93 103 103 101 101 99 96 99 97 95 94 99 Foodstuffs. 
Papier et imprimes 94 96 94 96 98 101 101 99 96 99 97 95 94 Paper and printing 

France. France. 
Industries mecani-

ques (total) 80 88 92 93 98 100 100 101 103 103 101 95 92 1 91 Engineering (total). 
Travail du fer . . . . . 97 99 100 104 105 104 101 96 92 Iron working. 
Automobiles . . . 77 100 98 92 105 108 96 91 101 103 95 90 91 1 88 Motor vehicles. 
Metallurgie 93 98 95 99 100 102 99 101 100 101 95 92 90 1 86 Metallurgy. 
Textiles (total) . . 109 111 104 107 104 103 97 99 94 94 98 92 90 1 87 Textiles (total). 
Coton .. . . . 100 101 96 101 99 96 89 99 89 Cotton. 
Cuir . . . . . 101 108 113 116 115 108 91 87 93 97 92 88 92 1 93 Leather. 
Papier . 93 92 104 109 128 137 122 106 104 IJ03 Paper. 
Batiment . . 72 78 81 84 89 95 100 111 114 115 112 107 106 1103 Building. 

' April and May. 



Table XII (continued). 

INDEX-NUMBERS OF PRODUCTION (Quarterly averages) (continued). 
1929 = 100. 

1928 1929 1930 1931 

I I II I m I IV I I II I III I IV I I II I III I IV I I n 

Pologne. ' Poland. 
Biens de production 95 101 103 106 100 105 99 97 87 79 78 74 63 
Biens de consom-

63 Producers' goods. 

mation . . . . 107 103 104 109 110 97 95 98 82 81 86 88 78 81 
86 Fer et acier . . 98 106 108 114 106 109 97 89 92 90 90 84 81 

Metaux et indus-
tries mecaniques 94 101 101 101 104 108 94 93 84 76 

Textiles . . . . . 116 106 109 118 117 95 92 96 72 7 4 
Cuir ...... 109 111116 119 103 91 97 107 94 89 
Alimentation . . . 94 96 97 95 102 100 99 101 96 92 
Papier . . . . 97 98 101 106 98 tOO 98 102 96 96 
Bois . . . . . . 102 103 105 105 96 102 103 99 89 86 
Construction . • 83 104 110 110 89 106 104 101 81 63 

Royaume-Uni. 

73 69 
82 84 
92 103 
88 93 
97 99 
83 77 
66 61 

59 58 
74 79 
85 1 78 
83 1 81 
86 1 86 
64 65 
35 43 

Fer, acier et leurs 
produits . • . 

Industries mecani
ques et construc
tions navales . 

93 89 85 92 98 104 100 98 100 84 70 58 60 55 

97 96 89 92 99 103 98 99 104 102 93 88 85 82 

Consumers' goods. 
Iron and steel. 
Metals and 

engineering. 
Textiles. 
Leather. 
Foodstuffs. 
Paper. 
Timber. 
Building. 

United Kingdom. 
Iron and steel and 

their products. 

Engineering and 
ship-building. 



s 

Textiles . . . . . 108 101 93 102 103 101 92 102 93 79 73 
Cuirs, chaussures . 112 110 107 116 101 102 96 99 110 105 99 

Alimentation, bois-
son, tabac . . 93 93 99 99 102 100 99 101 96 92 88 

Industries 98 94 91 98 98 102 100 102 98 93 90 

uede. 
Biens de production 
Biens de consom-

51 84 85 95 106 101 98 99 112 99 92 

mation . 100 101 91 101 96 100 99 105 103 106 103 
Fer et acier 79 78 80 93 93 99 106 101 92 85 88 
Bois . . 57 123 88 106 116 100 91 103 118 120 97 
Papier . . . . 63 84 90 91 108 103 96 95 114 77 90 

• April and May. · 

Source : Canada : Monthly Review of Business Statistics. 
France : Statistique g~n~rale. 
Germany : Institut fdr Konjunktur Forschung. 
Poland : lnstilut de rechorches Jur le mouvement des aft aires ef des prix. 
Sweden : Svensk Finanstidning. 
United Kingdom : Board of Trade. 
United States : Federal Reserve Board. 

76 73 76 Textiles. 
96 85 82 Leather and boot s 

and shoes. 
Food, drink an d 

93 95 95 tobacco. 
88 85 83 Engineering. 

Sweden. 
89 88 79 Producers' goods. 

108 100 103 Consumers' goods. 
83 76 79 Iron and steel. 
96 90 87 Timber. 
85 98 96 Paper. 


